FOREIGN TRADE POLICY 


HEARINGS 


BEFORE THE 


SUBCOMMITTEE ON FOREIGN TRADE POLICY 


OF THE 


COMMITTEE ON WAYS AND MEANS 
HOUSE OF REPRESENTATIVES 


EIGHTY-FIFTH CONGRESS 
FIRST SESSION 
PURSUANT TO 


H. Res. 104 


DECEMBER 2, 3, 4, 5, 6, 9, 10, 11, 12, AND 13, 1957 


Printed for the use of the Committee on Ways and Means 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1958 





COMMITTEE ON WAYS AND MEANS 
JERE COOPER, Tennessee, Chairman 1 


WILBUR D. MILLS, Arkansas 2 DANIEL A. REED, New York 

NOBLE J. GREGORY, Kentucky THOMAS A. JENKINS, Ohio 

AIME J. FORAND, Rhode Island RICHARD M. SIMPSON, Pennsylvaniz 
HERMAN P. EBPRHARTER, Pennsylvania ROBERT W. KEAN, New Jersey 
CECIL R. KING, California NOAH M. MASON, Illinois 

THOMAS J. O’BRIEN, Illinois HAL HOLMES, Washington 

HALE BOGGS, Louisiana JOHN W. BYRNES, Wisconsin 
EUGENE J. KBOGH, New York ANTONI N. SADLAK, Connecticut 
BURR P. HARRISON, Virginia HOWARD H. BAKER, Tennessee 
FRANK M. KARSTEN, Missouri THOMAS B. CURTIS, Missouri 


A. 8. HERLONG, Jr., Florida 

EUGENE J. McCARTHY, Minnesota 
FRANK IKARD, Texas 

THADDEUS M. MACHROWICZ, Michigan 
JAMES B. FRAZIER, Jr., Tennessee * 


Leo H. Irwin, Clerk 
JOHN M. MARTIN, JR., Assistant Olerk 
THOMAS A. MARTIN, Minority Adviser 
JAMES W. RIDDELL, Professional Staff 
GERARD M. BRANNON, Professional Staff 





SUBCOMMITTEE ON FoREIGN TRADE POLICY 


HaLe BoceGs, Louisiana, Chairman 


CECIL R. KING, California DANIEL A. REED, New York 
BURR P. HARRISON, Virginia JOHN W. BYRNES, Wisconsin 
EUGENE J. McCARTHY, Minnesota ANTONI N. SADLAK, Connecticut 


THADDEUS M. MACHROWICZ, Michigan THOMAS B. CURTIS, Missouri 


LoyLe A. Morzrison, Staff Director 
MYER RASHISH, Economist 





1 Died December 18, 1957. 
2 Elected chairman, January 7, 1958. 
% Elected to committee on January 15, 1958. 


Ir 





VJErOSITED BY fHE 
UNITED STATES OF AMERICA 


CONTENTS 





Panel discussions and individual witnesses in order of appearance— 
United States foreign trade policy in relation to foreign economic 
policy in general and the domestic economy: Objectives and 
requirements: 

Theodore Geiger, chief of international studies, National Planning 
oe ete cpp wap EA GOOLE, LOI a ect i, gif 9 nest a 

Lincoln Gordon, professor of international economic relations, 
Graduate School of Business Administration, Harvard Univer- 
ee at oS Se ee eter stew e stat = ok adn aaa 

Claudius T. Murchison, former economic adviser, American 
Cotton Manufacturers Institute.........-...____-...__ 

Thomas C. Schelling, professor of economics, Yale University _- 

William L. Batt, secretary, Committee for a National Trade 
ee Rn teen ott ates a> na edaeoee deem 

Arthur Upgren, Frederic R. Bigelow “professor of economics, 
WinéAbesios ete ee ee oe ee been eee 

Samuel Lubell, author and poilitical analy st, New York City. - 

Evaluation and appraisal of the trade agreements program: 

Richard H. Anthony, executive secretary, American Tariff 
League_ 

Stephen Enke, chief, logisties department, the RAND ‘Corp_- i 

Morris 8. Rosenthal, senior councilor, National Council of 
Apeertels Timorese, Gee. 6. ccc e sce a aed eme eke eemecne 

©. Glenn Saxon, professor of economics, Yale University_____ _- 

Raymond Vernon, director, New York Metropolitan Region 
Beye. LEDER SEU TIS OP er ae Lint Sane 

Analysis of United States foreign trade: Imports, ‘exports, the balance 
of payments: 

John H. Adler, economic adviser, Department of Operations, 
Far East, International Bank for Reconstruction and Develop- 
WAR SHO. a ee ae el ee ee in hee oe ee 

Arnold C. Harberger, "professor of economics, University of 
CRIIGED 8 is tee isc W'S Boh da ah pb le den eee 

Arthur Marget, director, Division of International Finance, 
Board of Governors of the Federal Reserve System____._____- 

Howard Piquet, senior specialist in international economies, 
Legislative Reference Service of the Library of Congress____- 

Carl P. Blackwell, Director, International Economic Division, 
Bureau of Foreign Commerce, Department of Commerce_____ 

Walther Lederer, Chief, Balance of Payments Division, Office 
of Business Economics, Department of Commerce_-_-_________ 

The trade policies of foreign countries in relation to United States 
policy: Developments with respect to the liberalization of trade 
and payments and the development of regional customs arrangements: 

Samuel W. Anderson, former Assistant Secretary of Commerce for 
Tiviernaiionel A@aite: 2502 SO ee 

Roy Blough, professor, Graduate School of Business, Columbia 

PRE oo6 coe contac conee cum acane ene. 

Gottfried Haberler, professor of economics, Harvard Univ ersity_- Se 

Eldridge Haynes, publisher, Business International___________- 

D. F. Heatherington, National Foreign Trade Council, Inc- . - _- 

Raymond F. Mikesell, W. E. Miner professor of ‘economics, 
University of Oregon 


Page 


144 
152 
154 
165 
169 
174 


218 


220 
222 
224 
227 


231 








IV CONTENTS 
Panel discussions and individual witnesses in order of appearance—Con. 
The trade policies of foreign countries, etc.—Continued Page 
Warren Shearer, professor of economics, Wabash College- - ----- 234 
J. Wilner Sundelson, manager, facilities and operations planning 
office, Ford International division, Ford Motor Co___--.---- 238 


United States trade agreements legislation and administration; the 
escape-clause and peril-point,concepts and procedures; the regula- 
tion of imports by quotas: 
William J. Barnhard, of the firm of Sharp & Bogan___-_------- 276 
Robert E. Dougherty, of thefirm.of Hawes, Gosnell & Dougherty.. 283 
Richard N. Gardner, associate professor of law, Columbia Uni- 


Ve LO RI och nnd oamnwewe Wisldind nes dpe <negentinmel 289 
Don D. Humphrey, professor of economics, Duke University_.... 299 
Ansel F. Luxford, Pehle, Lesser, Mann, Riemer & Luxford_--.-- 303 
Eugene L. Stewart, Steptoe & Johnson-_-__-_.........----...--- 306 
Oscar R. Strackbein, chairman, Nationwide Committee on In- 

dustry, Agriculture and Labor on Import-Export Policy----__- 309 


Foreign trade policy in relation to national security; the petroleum 
and preety, Sonmeneel equipment cases: 


Klaus Knorr, center of international studies, Princeton Univer- 

Ar iiaitlats « nreremnenanbitbidii <arthediyibllr <%= aesidened d= ~ 372 
Jerome Jacobson, International Economic Consultants of Wash- 

I Mil... anivumennnbih tinted’ «Buber tlinchenesed t= ~ 374 
William T. Phillips, professor of international economics, School of 

Advanced International Studies, Johns Hopkins University_... 387 
Philip D. Reed, chairman of the board, General Electric Co., 

accompanied by Lawrence I. Wood, counsel__....-......---- 389 
Russell B. Brown, general counsel, Independent Petroleum Associ- 

ee is nese cabins Aacdennmen ar ene bee= 415 
Cecil L. Burrill, chief economist, Standard Oil Co. (New Jersey). 420 
Otis H. Ellis, general counsel, National Oil Jobbers Council _- - -- 443 


Foreign trade policy in relation to agricultural policy; section 22 of 
the Agricultural Adjustment Act: 

John H. Davis, director, program in agriculture and business, 

Graduate School of Business Administration, Harvard Uni- 


(sit ea il ee SS eA SER CS EASES 484 
George J. Dietz, director international affairs, American Farm 

I i tae wre be clk banat ee lots etiee 488 
Patrick B. Healy, assistant secretary, National Milk Producers 

Federation, accompanied by M. R. Garstang, general counsel. 490 
D. Gale Johnson, professor of economics, University of Chicago. 495 
Reuben Johnson, National Farmers Union___.-_...-_---..---- 497 


Foreign trade policy in relation to wages and employment; the problem 
of adjustment: 


a tae Aantal Le inten niin tebiibiitth nie « 546 
Martin Gainsbrugh, chief economist, National Industrial Confer- 

lia lee as nein SE, atoineinienhwoe 553 
Irving B. Kravis, chairman, department of economics, Wharton 

School of Finance, University of Pennsylvania_-___-....._--- 569 
Stanley H. Ruttenberg, director of research, AFL—CIO_.-_.-.-- 572 
Walter 8. Salant, Brookings SOL hon ninssnshe penecinn te te >< 575 
N. Arnold Tolles, professor, New York State School of Industrial 

and Labor Relations, Cornell University..............-.---.. 578 


The United States cotton and cotton textile industries in relation to 
international trade: 


i ln dn Seren cats cereus otncinhibwesih a 644 
R. Buford Brandis, chief economist, American Cotton Manufac- 

i a ne entree dcteciehntesk >< 647 
David L. Cohn, author, Hopewell, N. J.....-...-.----.--.--- 649 
Seymour E. Harris, chairman, department of economics, Harvard 

a ay se Mie = Sie tibetan bie i attinnienth « 655 
Mike M. Masaoka, Washington representative, American Im- 

ra ae see aemees, 208. tee 663 
Nelson A. Stitt, director, United States-Japan Trade Council... 668 


John C. White, counsel, American Cotton Shippers Association.-. 670 





ES RRR onc arenes 


CONTENTS Vv 


‘ Panel discussions and individual witnesses in order of appearance—Con. 


The chemical industry and foreign trade policy: Page 
Thomas D. Cabot, president, Godfrey L. Cabot Co., Inc. .-.-- 704 
Richard F. Hansen, chairman, international trade and tariff com- 

mittee, Manufacturing Chemists Association. __......-__---- 708 
T. G. Hughes, president, Oronite Chemical Co._.._-- ~~ -2..-- 715 


P. K. Lawrence, chairman, international commercial relations 
committee, Synthetic Organic Chemical Manufacturers Asso- 
RII ale ee omen eo nn EL abel . cuuinededet 716 
Exhibits, ete., presented by— 
Anderson, Samuel W., former Assistant Secretary of Commerce for 
International Affairs, diagram 3, primary energy in the OPEC area_. 258 
Barkin, Solomon, director of research, Textile Workers Union of Amer- 
ica, article entitled “International Labor Standards—A Key to 
World Security” by Emil Rieve, general president, Textile Workers 


Union of America, CIO. 2.0 ccsccccvewussns Sauls... wate 633 
Barnhard, William J., of the firm of Sharp & Bogan_..-.-_----._---- 359 
Boggs, Congressman Hale, of Louisiana, Department of Commerce 

tables on synthetic organic materials___._____._.___._-__.--_._--...- 722 


Dietz, George J., director, international affairs, American Farm Bu- 
reau Federation, policy of organization on reciprocal trade 


agreements sox cau. ised lied oie ee lat allivs 541 
Dougherty, Robert H., of the firm of Hawes, Gosnell & Dougherty, 
list; of manufacturers). wi. o2scil Gh ats dbo seitiode, bs Bi ay 288 


Gainsbrugh, Martin, chief economist, National Industrial Conference 
Board, Inc., opening chapter of The International Economic Posi- 
tion of: the United States celuussss aie il. LU sada beied 619 
Gardner, Richard N., associate professor of law, School of Law, Colum- 
bia University: 

The constitutionality of American participation in the proposed 
Organization for Trade Cooperation (OTC) and in the General 
Agreement on Tariffs and Trade (GATT)_-._-._-_-_-_-_u_ 338 

Supplementary report to above__.._-2 221. alin sles lle 357 

Hansen, Richard F., chairman, International Trade and Tariff Com- 
mittee of the Manufacturing Chemists Association, letter to Loyle 
i, I ok oeeiosincnpenbleshinihereninasithirdawssiiAodansticbesinntttgisiaaih tae ae 739 
Healy, Patrick B., assistant secretary, National Milk Producers Fed- 
eration, letter, dated December 24, 1957, to Congressman Hale Boggs. 530 
Lawrence, P. K., chairman, International Commercial Reiations Com- 
mittee, Synthetic Organic Chemical Manufacturers Association, 
letter, dated January 7, 1958, to Loyle A. Morrison________________ 740 
Morrison, Loyle A., staff director, Subcommittee on Foreign Trade 
Policy, Committee on Ways and Means; letter, dated December 20, 
1957, to Richard F. Hansen and P. K. Lawrence___._-._.-..1-~-- 738 
Murchison, Claudius T., former economic adviser, American Cotton 
Manufacturers’ Institute, memorandum entitled “Investment per 


Worker in the Textile Industry” i020. cist lslebuiiel. 5l 
Office of Defense Mobilization, statement _....-_..----__---_-_ 398 
Rosenthal, Morris S., senior counselor, National Council of American 

Importers, Inc., table on comparative per capita United States mer- 

chandise exports and imports for 1955 and 1956__..._._.._._______ 119 
Turner, W. E., executive vice president, Texas Independent Producers 

& Royalty Owners Association, statement__._.._-__...._...--.__. 464 

Appendix— 


Amundsen, Paul A., executive director, the American Association of 
Port Authorities, Inc., letter, dated December 3, 1957, and resolution 
£0. Compresemean- Bale ROC isin cer sndgen rks aeirebens ene 829 
Baldwin, Robert, vice chairman, Committee on Foreign Trade Educa- 
tion, Ine. : 
Letter, dated December 28, 1957, with brief enclosed, to Congress- 


man Hale. BogG8.....-...-.onine nani diiwo nap eide anges 843 
Letter, dated January 2, 1958, with magazine article enclosed, to 
COMMROREINGT: TIAN JOUER. 1. anceps cinGnunbbneninmnnetaaneimiabicten 857 


Barnhard, William Jf., of the firm of Sharp & Bogan, letter, dated De- 
cember 27, 1957, to Congressman Hale Boggs___..---.._..._-_____ 770 





vi CONTENTS 


Appendix—Continued 
Barraclough, Alan, general manager in United States, English Blectric Page 
Export & Trading Co., Ltd., statement__.___........_.--__..._---__ 799 
Beebe, Claude E., president, Rowlands, Lamont, national secretary, and 
Mrs. Hamilton Morrison, Washington representative, Tung Growers 
Council of America, letter, dated December 23, 1957, and statement 


a. Comrenenbnriteeee (eee oes tie. eS ceue leet 806 
Dyer, J. E., Sinclair Refining Co., letter, dated December 26, 1957, to 

Congressman I i URL cen 798 
Goss, Bert C., letter, dated November. 19, 1957, with memorandum 

enclosed, to Congressman Hale Boggs__.---__-.--__-_____------- 763 
Hauge, Gabriel, special assistant to the President, letter, dated Decem- 

ber 6, 1957, with enclosure, to Loyle A. Morrison_____.-__.____--__ 745 


Hilts, Harry B., chairman of the board, and Lichtblau, John H., re- 
search and editorial director, Petroleum Industry Research Founda- 
OG ne ise. Ca... eli sea! 781 
Jones, H. C., the Cayuga Pottery Co., Inc., letter, dated December 14, 
1957, with newspaper clippings enclosed, to Congressman Hale 


NR, Sitti einen ieee. ob be eee sua eal 826 
Kent, Mrs. Henry (Paula), president, Kent Metal & Chemical Corp., 

letter, dated November 19, 1957, to Loyle A. Morrison__________--_- 829 
Linville, Donald, euacensee secretary, Hardboard Association, letter, 

dated October 22, 1957, to Congressman Hale Boggs___-_______-___ 770 
Long, H. A., American Importers of Brass & Copper Mill Products, 

Inc., letter, dated December 18, 1957, to Congressman Hale Boggs... 779 


Mora, Michael M., general manager, Norfolk Port Authority, letter, 
dated December 12, 1957, with resolution enclosed, to Congressman 
AS a i eee hg Ss er A ae 830 

Morrison, Loyle A., staff director, Subcommittee on Foreign Trade 
Policy, Committee on Ways and Means, letter, dated November 8, 

1957, with list of questions enclosed, to Gabriel Hauge___________-_ 743 

Masaoka, Mike M., Washington representative, American Importers 
of Japanese Textiles, Inc., letter, dated December 27, 1957, to Con- 


ppeiename enn os.) Cs See ee ls 823 
Norton, E. M., secretary, National Milk Producers Federation, 

acta tarcerc itech nila a Sh Seca in ta map mana ea. Ee, 801 
Pelissier, Raymond F., assistant professor of economics, Georgetown 

Ronan « emeeNNNge 5 OL.O3 ht te J a altel os 759 
Public ‘Affairs Institute, statement... ....-..--.- ~~~... ue 813 
Reischer, Otto R., human resources area files, American University, 

Nha tee ei ee ie et a tas Shee 816 
Rhoades, R. O., Gulf Oil Corp., letter, dated November 12, 1957, with 

statement enclosed, to Congressman Hale Boggs___-__..________~- 789 


Rittersporn, B. A., Jr., Committee on Foreign Trade Education, Ine. : 
Letter, dated December 12, 1957, with speech enclosed, to Con- 


Srna SONND. stirs ers oe et Se ee ee 832 
Letter, dated January 3, 1958, with speech enclosed, to Congress- 
ee Pees oe est te ee ee ee ed 837 
Stitt, Nelson A., director, United States-Japan Trade Council, letter, 
dated November 15, 1957, to Congressman Hale Boggs____________ 754 


Veltfort, T. E., managing director, Copper & Brass Research Associa- 
tion, statementco. 2. ..2_ +. PSU SLL GS PatL celeste aes iheb ticle etlabe as 772 





2 RTO nN? 


5 RENEE DEE 


TR ERT EY OT a 


FOREIGN TRADE POLICY 


MONDAY, DECEMBER 2, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE OF THE 
CoMMITTEE ON Ways AND Mans, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to notice, in the main 
hearing room of the Committee on Ways and Means, Hon. Hale 
Boggs (chairman of the subcommittee) presiding. 

Mr. Boaes. The subcommittee will come to edd 

On behalf of the members of the subcommittee, as well as the 
members of the full committee, I am very pleased to welcome you 
here this morning. 

I think the participants in these panel discussions have been suf- 
ficiently informed of the program of the Subcommittee on Foreign 
Trade Policy of the Committee on Ways and Means in press re- 
leases and other materials which have already been distributed. It 
may, however, be appropriate for me briefly to describe that program 
for the benefit of those who may not have had occasion to see the 
previous releases of the subcommittee. 

The subcommittee was first set up by the Committee on Ways and 
Means near the close of the 2d session of the 84th Congress and 
was directed to make a— 
study of all aspects of our customs, tariff, and reciprocal trade agreement 
laws and trade agreements entered into thereunder and the administration 
thereof with particular reference to the relationship and effect of such matters 
on the foreign economic policies of the United States and their effect on do- 
mestic producers and employment. 

The subcommittee submitted a report to the full Committe on Ways 
and Means on March 15, 1957. That report undertook to descri 
the main features of our existing foreign trade and tariff legislation 
and to discuss the questions that have arisen regarding the interpre- 
tation and administration of that legislation. The report did not, 
however, attempt to evaluate the legislation or its administration 
or to make recommendations with respect thereto. 

The subcommittee was reestablished by the Committee on Ways 
and Means for the duration of the 85th Congress. The subcommit- 
tee agreed that its current studies should involve analyses of the 
economic and political considerations pertinent to the country’s for- 
eign-trade policy and also agreed on a compendium, panel-discussion 
procedure in the conduct of these studies. The compendium was 
published and released on October 7, 1957, and it is intended that 
it will provide a main element in the background material for the 
current panel discussions. 
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The papers included in the compendium were prepared in response 
to the subcommittee’s invitations which were intended to secure up- 
to-date information and analysis of recent developments relevant to 
the many issues and problems involved in the formulation and imple- 
mentation of foreign-trade policy. These are matters of particular 
importance at this time because, in the absence of further legislation, 
the President’s authority to enter into trade agreements with foreign 
countries will expire June 30, 1958, and because there is much con- 
troversy as to whether the authority should be extended and if so in 
what way, if any, the controlling legislation should be amended. The 
studies of the subcommittee are directed to the formulation of conclu- 
sions and recommendations with respect to the country’s foreign-trade 
policy and more particularly with respect to the trade-agreements 
program and legislation. With this end in view the subcommittee in 
selecting people and organizations to invite to contribute to the com- 
pendium was motivated by the hope of securing papers that would 
set forth the reasoned bases of the diverse opinions held by those who 
have given much attention and study to the problems of our foreign- 
trade policy. 

The preparation of the papers included in the compendium obviously 
made heavy demands on the time and energies of the contributors. 
I am pleased to report that the subcommittee has received many in- 
dications that the compendium is receiving widespread attention and 
is considered an extremely valuable collection of papers for the pro- 
motion of understanding of the many issues involved in our trade 
policy. In response to the invitation contained in my introduction 
to the dunhendinn and in press releases, the subcommittee received 
several additional papers and communications pertinent to the sub- 
committee’s studies. These will be included in an appendix to the 
published record of these discussions. Most of the persons partici- 
pating in these panel discussions contributed papers to the compen- 
dium or subsequently submitted statements to the subcommittee. 

We will keep the record of these panel discussions open for 2 weeks 
after the completion of the program of panel discussions on December 
13 so that anyone interested 1 In submitting comments may doso. Such 
submissions will also be included in the appendix to the published 
record of these discussions. 

The experience and interests of those who have contributed to the 
subcommittee’s compendium and others participating in the panel 
discussions which qualify them to provide penetrating analyses of the 
many issues covered by the subcommittee’s studies are widely rec- 
ognized. I want to take this opportunity to express the gr atitude of 
the subcommittee for the cooperation so generously given by the many 
persons involved. 

The hope of the subcommittee is that a free interchange of informa- 
tion and views among the participants in the panel discussions will 
contribute to the clarification of the many issues involved and will 
thus assist the subcommittee to proceed to the consideration of con- 
clusions and recommendations. 

Today’s panel is intended to deal with the very broadest and most 
general aspects of the subcommittee’s studies. It is believed that the 
participants in this, as in the other, panels represent a wide variety of 
informed opinions on the many questions of foreign-trade policy. 
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There has been one change in the composition of the panel that may 
not have been recorded on copies of the roster which some of you may 
have. Mr. Sidney A. Swensrud, chairman of the Committee for a 
National Trade Policy, is not with us as had been anticipated when 
the roster was originally prepared. We are pleased, however, to have 
with us Mr. William L. Batt, secretary of the Committee for a National 
Trade Policy. ) 

We are also pleased to have with us today the other participants 
of the panel indicated on the roster, namely : 

Mr. Theodore Geiger, chief of international studies, National Plan- 
ning Association. 

Prof. Lincoln Gordon, William Ziegler professor of international 
economic relations, Graduate School of Business Administration, 
Harvard University. 

Mr. Samuel Lubell, who is, I see not present at the moment, author 
and political analyst, New York City. 

Dr. Claudius T. Murchison, former economic adviser, American 
Cotton Manufacturers’ Institute. 

Prof. Thomas C. Schelling, professor of economics, Yale Univer- 


sity. 

Prof. Arthur Upgren, Frederick R. Bigelow professor of eco- 
nomics, Macalester College. 

I should apologize to Professor Gordon because of the omission 
from the table of contents of his name as author of the paper be- 
ginning on page 171 of the compendium of papers assembled by the 
staff of the subcommittee. 

I think our discussions may best be gotten underway by givin 
each of the participants in the panel an opportunity to make oa 
brief opening statements as they think appropriate to highlight their 
thinking on the matters under consideration. I shall call on the 
panelists for this purpose in the order their names appear on the 
roster. 

After these opening statements it is anticipated that members of 
the subcommittee present and the staff of the subcommittee may par- 
ticipate in the discussion. It is hoped that the discussion may proceed 
informally. If, however, on occasion several persons wish to raise 
questions or otherwise comment at the same time, it may be desirable 
that they seek recognition from the Chair. 

Mr. Geraer, I would like to call on you first. 


STATEMENT OF THEODORE GEIGER, CHIEF OF INTERNATIONAL 
STUDIES, NATIONAL PLANNING ASSOCIATION 


Mr. Gericer. Thank you, Mr. Chairman. My name is Theodore 
Geiger. I am chief of international studies of the National Plannin 
Association, a nonprofit, nonpartisan institution in Washington, D. C. 
However, the views I express today on American foreign-trade policy 
are my own and are not to be construed as those of the National Plan- 
ning Association. 

I have just returned from a study trip through parts of tropical 
Africa, with a short stopover in Western Europe on the way home. 
Though the purpose of my trip was not directly related to American 
foreign-trade policy, this subject was very much on the minds of the 
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businessmen, farmers, and government officials with whom I talked 
in Africa and Europe. Their present worries about American for- 
eign-trade policy have been largely occasioned by the arrival in Eu- 
rope and Africa in recent weeks of the news of the latest economic 
developments in the United States. These reactions abroad to present 
and prospective trends in the American economy, and particularly 
in American imports, have given me a renewed aneercsere of the 
importance of our foreign-trade policy which may be of interest to 
the subcommittee. 


I. THE ROLE OF AMERICAN FOREIGN TRADE IN THE INTERNATIONAL 
ECONOMY 


Before discussing the importance of American foreign-trade poli- 
cies, however, it may be desirable to look briefly at the limits and 
possibilities of these policies which are fixed by the nature of the 
American economy itself. For, the United States occupies a unique 
position among the nations of the world with respect to international 
trade. The usual pattern is for advanced industrial countries like 
the United States to be large net exporters of manufactures and large 
net importers of raw materials. Underdeveloped countries are the 
reverse—large net exporters of raw materials and large net importers 
of manufactures. But, the United States is simultaneously the 
world’s largest importer and largest exporter not only of crude and 
semiprocessed raw materials but also of manufactured goods. 

This dual character of the American economy in world trade can 
be seen most clearly in the composition of its exports to, and its 
imports from, the two different type of countries. Vis-a-vis the 
underdeveloped areas, the United States is an advanced industrial 
country, importing mainly their primary products and shipping to 
them mainly manufactured goods. Vis-a-vis the industrial nations, 
the pattern of American trade is reversed. 

From the point of view of the rest of the world, trade with the 
United States is of vital importance, for American exports and im- 
ports respectively amount to 18 percent and 13 percent of total world 
exports and imports. From the point of view of the American econ- 
omy, however, trade with the rest of the world is in the aggregate 
of comparatively minor importance. Imports into the United States 
are only 3 percent of the American gross national product, while ex- 
ports are only 4 percent of GNP. These relative percentages indi- 
cate both the anal and the difficulty of achieving and maintaining a 
high level of balanced trade between the United States and the rest 
of the world. 

This discrepancy in relative importance arises from the differences 
in the size, diversity, and productivity of the American economy com- 
etre with the economies of other countries. The United States pro- 

uces large quantities of an unusually diversified number of indus- 
trial products. Because of the advantages of mass production, these 
can be offered at prices and in qualities with which foreign industries 
find it difficult to compete in the American market. Moreover, these 
same characteristics make American goods very attractive in foreign 
countries. But, many of these countries cannot earn enough dollars 
to allow unrestricted imports from the United States. Hence, for the 
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last two decades, they have had to limit their imports of American 
products by exchange controls, quotas, tariffs, and other devices, In 
addition, they have required, and have received, large dollar grants 
and loans from the United States Government and international or- 
ganizations to enable them to buy necessary quantities of dollar 
roducts. 
F It has been argued that the inability of many countries to import 
freely from the United States has been a temporary and exceptional 
phenomenon resulting in the early postwar period from war damage 
and more recently from the effects of rearmament and of overly ambi- 
tious economic development programs. It is true that postwar re- 
construction has reduced the dollar deficits of most European coun- 
tries. It may also be true, as some economists allege, that there would 
be a small or no dollar problem if defense and economic development 
rograms in other countries were substantially reduced or elim- 
inated. But even if this view were correct, the need both for defense 
and for economic development abroad is neither temporary nor ex- 
traordinary. Granted the economic and political conditions of the 
mid-20th century, no free nation can abolish its defense establishment 
or cancel its economic development program. While the size of 
expenditures for these purposes can and does vary with changing 
needs and means, they are both intrinsic necessities of the contem- 
porary world, and countries will have to continue to devote substan- 
tial resources to them for the foreseeable future. 


II, THE SIGNIFICANCE OF AMERICAN FOREIGN-TRADE POLICIES 


The importance of American foreign-trade policies is determined 
both by the nature of the American economy and its relations with 
the international economy and by the world political situation con- 
fronting the United States in the mid-20th century. 

On the one hand, as we have seen foreign trade is not in the ag- 

regate of vital concern to the American economy. True, the United 
States is dependent upon imports of certain metals, minerals, and 
tropical agricultural commodities which it can produce only in in- 
sufficient quantities or not at all. But, the problem of obtaini 
needed amounts of these products relates more to the development of 
adequate sources of supply than to American import policy. The 
lack of a vital concern for foreign trade in the American economy 
as a whole has meant that there has been no widespread and pressing 
interest among American producers and consumers generally in the 
promotion of exports and imports. 

On the other Cond. the international position of the United States 
in the mid-20th century has made foreign-trade policy an in 1 
and important part of American foreign policy as a whole. e 
United States is the leader of the free nations in their resistance to a 
group of determined and implacable opponents, who regard every 
means as justified in pursuit of their design of world domination. 
Strengthening the economies of our allies and friends abroad and in- 
creasing the effectiveness of the international economy are major 
conditions for insuring the freedom and progress of the non-Com- 
munist nations. These two related objectives can be attained only 
if the rest of the non-Communist world has easy and assured access 
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to the American market, which is its largest customer and supplier. 
Hence, the self-interest of the United States requires American 
foreign-trade policies primarily to serve this foreign policy purpose. 
Promotion of American foreign trade for the sake of the domestic 
economy is, by comparison, a secondary objective. 

The difficulty of devising a foreign-trade policy adequate for the 
needs and conditions of the mid-20th century arises precisely from 
this discrepancy between the limited direct economic importance to 
the United States of expanding foreign trade and its enormous in- 
direct significance for American foreign policy in the face of the 
Soviet and Red Chinese threats. 


Ill. LONG-TERM GROWTH POSSIBILITIES OF AMERICAN FOREIGN TRADE 


In the long run, there are factors which will increase the depend- 
ence of the United States on the international economy and improve 
the ability of other countries to trade with the United States. Ameri- 
can imports of raw materials from Latin America, Asia, and Africa 
will expand over the coming decades as the population and production 
of the United States continue to rise and its own raw material re- 
sources are further depleted. Future rises in living standards, as 
well as population growth, will also increase American demand for 
those manufactured consumers’ goods and quality foods and beverages 
which comprise the bulk of our imports from Western Europe. In 
addition, it is likely that American tourists will continue to spend 
more money abroad than foreign tourists will spend in the United 
States. At the same time, the countries of Western Europe will in- 
creasingly unify their economies, thereby enjoying more and more 
of the benefits of belonging to a large, diversified, and expansive 
market. These will be reflected not only in rising productivity and 
living standards in Europe but also in improved European ability to 
export and import. Thus, both the present underdeveloped and the 
industrial countries should over the long term be able to earn more 
dollars and reduce their restrictions on dollar imports. 

Other factors will, however, partially offset these trends. Popula- 
tion is increasing all over the world, and hence world import needs— 
particularly for food, fuel, and industrial raw materials—will in- 
crease. If their rate of increase is faster than the growth of the 
international market for manufactured goods, then payments problems 
could persist. In addition, industrial production and living stand- 
ards in the underdeveloped countries should rise, which might prevent 
adequate increases in their exports of food and other raw materials, 


IV. THE LIMITATIONS OF AMERICAN FOREIGN TRADE POLICIES 


The net effect over the long term of these trends and countertrends 
is likely to work in favor of some mitigation of international trade 
problems. But the outcome does not depend solely upon such long- 
range economic developments. American import policy also has, and 
will continue to play, an important role. However, the effect of 
American import cana on the actual level of American imports is 
exaggerated by those who believe that large-scale reductions in Ameri- 
can tariff rates would solve the world’s trade and payments problems. 
A lowering of import barriers would be desirable on other grounds, but 
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its influence on the magnitude of imports would not be nearly as sig- 
nificant as that of other factors. 

The authoritative studies of Howard S. Piquet and Don D. Hum- 
phrey have shown that the economic growth of the United States dur- 
ing the past two decades has made a much greater contribution to the 
increase of American imports than have reductions in American import 
barriers. According to these authors, tariff cuts to date, though they 
have affected the rates of almost 90 percent of all dutiable imports, 
have been largely made only on imported commodities which were not 
competitive with American products or which were liable to protective 
rates higher than required to render them noncompetitive with domes- 
tic goods. In the vast majority of cases, rates have not been reduced 
on imports wherever such reductions would adversely affect the com- 
petitive position of American products. Such action has been effec- 
tively prevented not only by the so-called peril point amendment but 
by the general reluctance of the Congress and the executive branch 
in the face of opposition from domestic producers who would be ad- 
versely affected. 

Fundamentally, this situation reflects the relatively minor impor- 
tance of foreign trade to the American economy as a whole, In gen- 
eral, foreign trade has been a major concern only to importers, 
exporters, and the groups who believe themselves adversely affected 
by the competition of imports. 

This srobileen of general indifference and specific opposition to in- 
creased imports is a serious one and cannot be wished away. Often 
the industries, or the segments of them, most likely to be adversely 
affected by increased imports are concentrated in certain communities 
and regions where their contribution to local employment and income 
is out of proportion to their contribution to American national in- 
come as a whole. Hence, an effective reduction of existing protective 
rates would involve a concentration of damage, small in the aggregate, 
but severe for affected businessmen, workers, and farmers, and for the 
communities in which they happen to be important—sometimes the 
only—producers and consumers. 

Many of these industries and communities have already been suffer- 
ing from the competition of lower-cost domestic producers in other 
parts of the country, and from changes in consumers’ tastes and ex- 
penditures. Since their capacity for self-adjustment to such domestic 
changes in competitive conditions and consumers’ preferences has been 
so inadequate, increased foreign competition would further complicate 
the adjustment problems these industries and communities already 
face. If economically and socially undesirable results are not to occur, 
it will be necessary to help these depressed industries and communities 
undertake the required saiuebrinte: Nor is such aid desirable solely 
on humanitarian grounds. The interest groups involved—business, 
farm, and labor—are well organized and articulate, and wield consid- 
erable political influence, particularly compared with consumers gen- 
erally, importers, and other direct beneficiaries of lower-cost or in- 
creased imports. Hence, it would be unrealistic to expect that any 
significant liberalization of present foreign trade policies could be 
achieved unless alternative means can be found for meeting the legiti- 
mate needs of these groups. 

In the main, such alternative means would consist of financial and 
technical assistance to producers and communities which would enable 
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them to improve their productivity or, if this possibility is inadequate, 
to shift to other types of production. Where certain industries must 
be kept going for national defense reasons, I believe it would be some- 
what less objectionable to subsidize them directly rather than indirectly 
through protective import barriers. 

But, even if an effective readjustment assistance program could 
be undertaken, the effect on actual imports of further reductions in 
import barriers should not be exaggerated. A few years ago, the 
slogan, “trade not aid” was popular both in the United States and 
in other countries. Its proponents meant to imply that if the United 
States were to abolish all of its import barriers, there would be no 
need to provide dollar aid to allies and friends abroad. This view 
rested upon a misconception of the capacity of the American 
economy to absorb imports and of the ability of its trading partners 
to increase exports. Certainly, further reductions in American im- 
port barriers would be desirable. But regardless of their magnitude, 
they could not eliminate the structural discrepancies between the 
American economy and the economies of other countries. Major 
progress in this respect will be made only by the continued growth 
not only of the American economy but also of those of our trading 
partners throughout the world. The most important contribution 
to solving the problems of international trade will be made by eco- 
nomic growth. 


Vv. THE IMPORTANCE OF ECONOMIC GROWTH AND STABILITY IN THE 
UNITED STATES 


This basic fact underscores the necessity of maintaining a high 
level of economic activity in the United States. The businessmen, 
farmers, and Government officials abroad with whom I have talked 
in recent weeks are more alarmed by the news of economic declines 
in the United States than by the news of space satellite ascents in 
the Soviet Union. The Uganda farmer, whose sole cash income is 
derived from an acre or two of coffee trees, knows and cares much 
more about the price of coffee on the New York Coffee Exchange and 
the level of American coffee imports than he does about Russian 
sputniks, crises in the Middle East, the collapse of the disarmament 
efforts, or any of the other recent setbacks to American foreign 
policy and American prestige. As my colleague, Gerhard Colm, 
observed a few days ago at a conference on the economic outlook, “A 
substantial and prolonged economic downswing in the United States 
would do greater harm to America’s international position than all 
the Soviet sputniks combined.” 

It makes sense to discuss possible changes in American foreign 
trade policies only on the assumption that a serious recession in the 
United States will not be allowed to occur. This is true not only 
because the largest quantitative contribution to the increase of 
American imports has been, and will continue to be, made by eco- 
nomic growth. We must also recognize that improvements in 
American import policies are difficult enough to achieve in periods 
of prosperity; they would be virtually impossible in a recession. 
Indeed, the problem then would be to prevent changes of a restrictive 
nature. Thus, the essential precondition for further progress in 
adapting American foreign trade policies to the needs of the mid- 
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twentieth century is the maintenance of economic growth and 
reasonable stability in the American economy. 


VI. THE BENEFITS TO AMERICAN FOREIGN POLICY OF IMPROVEMENTS IN 
FOREIGN TRADE POLICIES 


Granted that economic growth is quantitatively much ‘more im- 
portant than any practicable changes in import policies in its effects 
on the actual level of American imports, there are nevertheless 
worthwhile benefits that could be achieved by improvements in our 
existing foreign trade policies and practices. Further reductions 
in American import barriers could, for example, result in increases 
in ners which, though small compared with total imports, would 
provide significant additions to the inadequate dollar earnings of 
many countries. But, the importance to American foreign policy 
generally of changes in American import policies cannot be evaluated 
solely—or even mainly—in such quantitative economic terms, To 
my mind, the qualitative political and psychological effects would 
probably be of equal significance to the purely economic ones, and 
in themselves would be suflicient justification for such changes. 
These benefits include: 

1. Improvements in American import policies would be one of the 
most effective means for counteracting the present vigorous Soviet 
efforts to penetrate and subvert non-Communist countries by greatly 
expanding Soviet trade with, and aid to, them. The increasing suc- 
cess of this Soviet economic offensive in the past year underscores 
the importance of making ordinary commercial access to the Ameri- 
enn Patent easier and more reliable for our allies and friends 
abroad. 

2. Whether justified or not, it is nevertheless a fact of life that our 
allies in Western Europe and many of our best friends among the 
underdeveloped countries have convinced themselves that liberaliza- 
tion of American import policies is today a major test of American 
leadership in the free world. Recent international developments 
would make it most unwise to incur the additional loss of American 
prestige and decline of morale abroad which would happen if this 
expectation of our allies and friends were disappointed. 

3. A permanent reduction of American import barriers would en- 
courage European and other producers to undertake the capital in- 
vestments required to expand their exports and improve their com- 
petitive positions not only in the American market but throughout 
the international economy. Such a development would strengthen 
Western Europe economically and would thereby improve the ef- 
fectiveness of NATO, lessen the need for American foreign-aid pro- 
grams, and enable the west European nations to contribute more ade- 
quately to the advancement of the underdeveloped countries. 


VII. POSSIBLE IMPROVEMENTS IN AMERICAN FOREIGN TRADE POLICIES 


Thus, from the point of view of the general foreign policy of the 
United States, it is desirable that improvements be made in American 
foreign trade policies, particularly import policy. The renewal of 
the Reciprocal Trade Agreements Act required in 1958 provides an 
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opportunity for such changes. The question is: What politically 
feasible changes would be most beneficial to American — policy ? 

It seems less likely than in previous years that politically feasible 
changes in the Reciprocal Trade Agreements Act could take the form 
of additional authority to reduce substantially existing tariff rates. 
Not only has opposition to such possible reductions been growing 
but, as we have seen, substantial further cuts would in most cases 
adversely affect a number of American industries and communities. 
It would certainly be desirable to make every effort to obtain further 
authority for rate reductions which, to be effective, would also have 
to include abolition of the “peril point” amendment. But, the in- 
creased difficulty of making significant progress along these lines 
underscores the importance from a general foreign policy viewpoint 
of other possible—and perhaps politically somewhat less onerous— 
improvements. 

In addition to needing greater access to the American market, our 
allies and friends also require that their relations with the American 
economy be more assured and calculable. Indeed, the assurance that 
concessions once granted will not be withdrawn as soon as use is 
made of them is as important a consideration in the minds of forei 
producers interested in entering the American market as are the 
specific levels of tariff rates. Postwar experience shows that many 
producers in other countries are not likely to invest the effort and 
capital required to develop exports to the United States unless they 
are reasonably assured that their initial success will not entail such 
restrictive American reactions as increases in tariff rates, imposition 
of import quotas, and use of other protective devices. This conclu- 
sion was reinforced in my recent talks with businessmen, planters, and 
government officials abroad, who in many cases expressed themselves 
as more concerned over the permanence and reliability of present 
American import policies than over the need for significant addi- 
tional reductions in American tariff rates. 

These considerations suggest that American foreign policy gen- 
erally would be substantially benefited by two specific improvements 
in foreign-trade policies: 

1. Of all possible changes that might be politically feasible, the 
one which, to my mind, would have the most reassuring effect abroad 
would be to make the Reciprocal, Trade Agreements Act permanent 
legislation. Abolition of the requirement for periodic reauthoriza- 
tion of this act would be enthusiastically interpreted throughout the 
non-Communist world as proof that the United States was securely 
and permanently committed to a policy of expanding international 
trade. It would encourage producers in other countries to make the 
capital investments required to expand and improve their production 
and to establish the necessary marketing and servicing facilities not 
only in the United States but in other foreign markets as well. More- 
over, it would facilitate the reduction of barriers in other countries 
against the import of American goods, for foreign governments would 
be more willing to risk enlarging their dollar expenditures if they 
felt that their export trade to the United States was more secure. If 
it should not be possible to make the act permanent legislation, then 
the next best step would be to renew it for 10 years. 

2. Next in importance in reassuring our allies and friends abroad 
about the continuity of our import policy would be modification of 
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the present escape clause so as to make possible a much less restrictive 
interpretation of it than the Tariff Commission now uses. 

These measures need not result in the loss of congressional in- 
fluence on foreign trade policy. As in the case of other important 
programs, provision could be made for periodic reports to and re- 
views by the appropriate congressional committees. Nor should 
these two pddeibls changes be regarded as alternatives to further 
reductions in import barriers. Their importance would, however, 
be correspondingly enhanced by failure to grant authority to make 
significant additional reductions in tariff rates, 

3. One other major improvement in American foreign trade poli- 
cies is to my mind long overdue. The basic principle of the Re- 
ciprocal Trade Agreements Act is that American tariff concessions 
can be made to other countries only in exchange for equivalent 
tariff concessions on their part. There is nothing wrong with the 
principle of reciprocity. The condition that the lowering of Ameri- 
can import barriers should be changed for real benefits to the United 
States is a valid one; indeed, it has obvious diplomatic and political 
advantages. Mutuality in economic relations with other countries 
is as important for their morale—and for the stability of the rela- 
tionship—as it is for the United States. The trouble with the exist- 
ing form of reciprocity is that it is so restricted as to be largely 
meaningless insofar as the real interests of the United States are 
concerned, 

Reciprocity limited only to mutual tariff concessions may have 
been appropriate in’ the 1930’s, when the major aim of foreign trade 
policy was to increase American exports. Not only, as we have 
seen, did export promotion cease to be the main purpose of the trade 
agreements program after World War II, but tariff reciprocity has 
also become almost completely inadequate to serve even this second- 
ary objective. In the past decade and a half, most other countries 
have limited imports from the United States by quotas, currency 
controls, and other devices, and the tariff reductions they have granted 
under the reciprocal trade agreements have been largely ineffective. 

In consequence, the poeaane of reciprocity should be broadened to 
permit the United States to make tariff concessions to other countries 
not only in return for equivalent tariff concessions on their part but, 
alternatively, in exchange for other types of mutually beneficial ac- 
tions. Such nontariff concessions could include, for example, the 
guaranty by other countries of so-called full national treatment for 
private American investors; agreement by our European allies to 
accelerate the unification of their economies; and other measures de- 
signed to improve the international flow of trade and investment. 

Indefinite or long-term renewal of the Reciprocal Trade Agree- 
ments Act, liberalization of the escape clause, and broadening of the 
reciprocity principle to permit nontariff concessions by other coun- 
tries are certainly not the only improvements possible or desirable in 
American foreign trade policies. But, together they should make 
an important contribution to increasing the effectiveness of American 
foreign policy. This is particularly desirable in a period like the 
present, when the growing strength and more flexible tactics of the 
Soviet Union, and the increasing stresses and strains in our system 
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of alliances, have combined to pose new and more difficult problems 
for American leadership in the free world. 

Thank you. 

Mr. Boces. Thank you very much, 

I might say that after the introductory statements, we will have 
an open discussion back and forth between all members of the panel 
who care to participate and the subcommittee. Mr. Gordon, please. 

Mr. Gorpon. Thank you, Mr. Chairman. Thank you especially for 
your kind remark about the omission of my name from the table 
of contents in the book. 

Mr. Boces. I am sorry about that, Mr. Gordon. 


STATEMENT OF LINCOLN GORDON, PROFESSOR OF INTERNATIONAL 
ECONOMIC RELATIONS, GRADUATE SCHOOL OF BUSINESS ADMIN- 
ISTRATION, HARVARD UNIVERSITY 


Mr. Gorpon. My general views on this subject are set forth in the 
paper which appears at page 171 of your book. With respect to 
trade policy in particular, there are some specific recommendations 
es page 185. I will, therefore, make my statement this morning very 

rief. 


The central point I would like to stress is the urgency of placing | 


consideration of trade policy on the plane where it belongs; that is, 
as one important element in the national strategy for survival and 
growth in a very dangerous world where many current trends are 
against us. This is not to suggest that the Congress disregard the 
problems of specific industries or localities affected by foreign trade, 
whether those effects come from import competition, from forei 
limitations on our own export markets, or from international price 
changes. But it is to argue that we must find solutions to these prob- 
lems which reinforce our general national strategy rather than under- 
mine or frustrate it. 

Foreign trade policy has a direct bearing on three central elements 
of national strategy. They are (1) relations with our economically 
advanced allies, (2) relations with less developed countries, whether 
allied or neutral, and (3) the long-run assurance of a satisfactory 
raw materials base for our own growth and prosperity. 

As to the advanced allies, we have put immense effort into build- 
ing a free-world-alliance structure. I have in mind especially the 
North Atlantic Treaty Organization. 

Now in past years, many people thought that this was more in 
Europe’s interest than in ours. I never myself shared this belief, 
but I think it is quite clear that the Russian sputniks and what they 
signify, both militarily and scientifically, make it clear that Euro- 
pean geography, European brains, and European resources in con- 
tinued alliance with us are absolutely vital to our own survival. Pro- 
moting mutual trade on a stable basis of cooperative economic policy 
is one essential underpinning of this alliance. 

If we retreat into protectionism, or if we permit the growth of a 
spiral of retaliatory discrimination, this would weaken pro-American 
and strengthen neutralist or third-force sympathizers right down the 
list of NATO members, and that would start with our closest part- 
ners in Canada and Britain. There is indeed substantial sentiment 
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now in other parts of the free world for trying to organize it econom- 
ically against us. The Russians have played and, I think, will con- 
tinue to play on this theme, and I do not think we can afford to give 
it ammunition. 

Secondly, with respect to the underdeveloped countries, it seems 
to me that if they are not to be seduced increasingly into a rapidly 
expanding Soviet economic orbit, they must have assurance of access 
to our markets and dollar purchasing power to buy from us on 
mutually profitable terms. 

Raw material import policies are particularly relevant to this. I 
have in mind at the moment oil, lead, and zinc. But others may soon 
be added to the list. 

These policies must not be permitted to play into the increasingly 
powerful hands of the Russian economic warriors. 

Thirdly, with respect to the long-run raw materials base for our 
economy, it seems to me almost self-evident that we cannot expect 
to maintain 40 percent of the world’s production on 6 percent of the 
earth’s land surface indefinitely without becoming increasingly de- 
pendent upon imported raw materials. 

I do not think we can afford in the long run to increase our own 
costs by shifting constantly to lower grade domestic reserves when 
we should be promoting exploration, investment in, and development 
of higher mad and lower cost reserves abroad. 

These are the basic considerations, Mr. Chairman, and they lead 
me to a fourfold recommendation for the future of foreign trade 

olicy. 
It seems to me not merely enough to hold the line which is being 
constantly eroded by protectionist exceptions. We should rather 
push forward with the four essential policy elements: (1) stability, 
(2) further negotiating authority, (3) strengthened international 
machinery, and (4) methods of adjustment in tough cases which do 
not frustrate the basic policy. 

Just one word on each of these four, if I may. 

First, as to stability, it seems to me that this requires permanent 
or at least greatly prolonged extension of the Trade Agreements Act, 
as Mr. Geiger has just suggested. 

There should also be a modification of the escape clause to remove 
its present exclusive preoccupation with injury to import-competing 
segments of industry. The segmentation amendment of 1955 seems 
to me not in the national interest. I believe it should be repealed 
and that the criteria for the escape clause should be broadened to 
include the effects of withdrawing concessions on consumers, on ex- 
porters, and on relations with supplying countries. 

The escape clause as now written is supposed to be applied only 
where excessive imports flow in as a result of a concession. In prac- 
tice I think that the clause has not been and is not being literally 

interpreted in that regard. I could, if time permitted, cite some 
— cases where I believe the clause has not been properly inter- 
preted. 

In addition, I think stability requires rejection of the use of quotas 
as a protective device outside of the agricultural field where, clearly, 
our price-support legislation makes that sort of import restriction 
inescapable. Quotas are objectionable on all kinds of grounds, ad- 
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ministrative and policy alike. They freeze the status quo; they 
mean stagnation. I am shocked to see people who claim to be advo- 
cates of the system of free enterprise recommending the use of quotas 
as a protective device, because they clearly work contrary to the very 
notions of dynamic change and in growth which are essential ele- 
ments of free enterprise. 

What we want when we talk about stability is not stagnation but 
a stable policy which permits flexible growth. 

Secondly, with respect to further negotiating authority, this re- 
quires additional selective tariff reducing power and a broadening 
of the concept of reciprocal concessions. 

Here I would differ slightly from my friend, Mr. Geiger. I would 
like to see the concept of reciprocity extended to foreign restrictions on 
our exports other loess tariffs, but I would not like to see tariffs bar- 
gained against policies outside the trade field. I think this might 
create more trouble than it would resolve. 

The same considerations that suggest a broadening of the criteria 
of the escape clause also apply to the peril point provisions, and this 
broadening should be on the same lines for both provisions. 

With respect to further negotiating authority, it has been suggested 
in a number of the papers, that this is not terribly important now as 
compared with stability. I think it is less important than stability, 
but nonetheless desirable. 

One current development that makes it especially desirable is the 
coming into being of the European common market and the possible 
addition to that of a European free trade area. I would like to see 
us equipped with adequate authority for future bargaining with this 
large and rather impressive economic unit which is in process of crea- 
tion. 

Thirdly, strengthening the international machinery. This clear] 
would mean adherence to the Organization For Trade Cooperation. 
would like them to see the working out of cooperation between OTC 


in the trade field, and the International Monetary Fund in the finan-- 


cial field. Even in the narrowest terms, it seems to me perfectly clear 
that American interests have gained and stand to gain much more 
from the existence of such international machinery than any possible 
losses which its application might involve. 

Fourth, with respect to adjustment procedures, there are, of course, 
difficult cases which arise from the application of trade policy. There 
are possible cases of injury from imports, but it seems to me that we 
must find means of dealing with these without sacrificing stability 
or the basic trade policy. They would include time limits on escape- 
clause actions where injury is found and the tariff is raised. This 
is suggested in a number of the papers in your compendium. The 
exploration of other alternatives for promoting adjustment, if other 
alternatives are workable, would be helpful. I have in mind tech- 
nical and financial assistance for adjustment and retraining. 

In a case like lead and zinc, where the problem apparently is one 
of temporary world overproduction and an excessively low price 
level not only for us but for foreign producers, I cannot help but 
wonder whether a better remedy than the one suggested in the legis- 
lation considered and rejected by your committee last spring and 
summer might not be an international buffer stock. That legislation, 


RET LIRR MTS EN A 


LITO LEE 


ree 


Qua rme preter 


FOREIGN TRADE POLICY 15 


it seemed to me, really was an effort to export the whole burden of 
adjustment to temporary world surpluses. It was said that the pur- 
pose was to share the adjustments on a fair basis between the domes- 
tic and foreign producers, but I cannot see how, if it had been 
enacted, it would have had that effect. 

In concluding these introductory remarks, Mr. Chairman, I would 
like to stress that fitting trade policy into a broader national strategy 
does not imply sacrificing domestic interests to some vague global 
concept. On the contrary, these policies would benefit the Nation 
as a whole, and would also benefit some particular segments of the 
economy more than others would be hurt. 

Thank you very much. 

Mr. Bocas. Thank you very much, Mr. Gordon. 

Has Mr. Lubell come in ? 

Mr. Murchison, may we call on you now ? 


STATEMENT OF CLAUDIUS T. MURCHISON, FORMER ECONOMIC 
ADVISER, AMERICAN COTTON MANUFACTURER INSTITUTE 


Mr. Murcuison. My paper is somewhat long to be read, and, so, I 
will speak from notes largely in order to save time, and referring to 
the paper only in spots. 

It seems to me that in our discussion of the trade agreement pro- 
gram we have failed to attach as much importance as we should to 
the developments which have occurred during the past decade. I find 
very infrequent mention made of these basic changes, and, yet, cur- 
rent thinking must proceed from these changes. 

Now the first of these—a fact well known—is the extent of tariff 
reduction which has occurred since the inatguration of the trade 
agreement program. The American tariff wall has been lowered by 
approximately two-thirds since the beginning of this program, either 
through direct tariff concessions or through the effect of price changes 
as they relate to specific duties. ’ 

The present average of dutiable goods is in the neighborhood of 
something like 12 percent. That has a bearing on our thinking as to 
what could be done in the future, and it has a bearing on the con- 
siderations that we have in mind when we talk about our bargaining 
power in the future. 

Now, a second very important change is the tremendous develop- 
ment that has occurred in the solution of the dollar exchange prob- 
lem. That problem, insofar as it is related to our trade agreement 
program, has virtually vanished. Wherever a dollar exchange prob- 
lem exists in the worlt today, its existence is due entirely to factors 
which have no relationship to American trade policy. 

In the great underdeveloped areas of the world—and I think it is 
helpful to look at this whole problem in terms of its geographical 
distribution, taking southwest Asia, India, Indonesia, Australia, New 
Zealand, and South and Central America, Arabia and Africa—what 
do we have to offer? What do we have to offer in the way of tariff 
reductions which would be of any great significance to that great 
area ? 

Our imports of raw materials and crude products of every type and 
description from those regions are either on the free list or bear 
nominal duties. The only exceptions are those particular products 
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which are imported in conformity to our internal domestic program. 

Of course, with respect to such things as wool, cotton, and certain 
other commodities, they must necessarily be dismissed as has already 
been indicated by Mr. Genden: 

Now, it is true that even in the underdeveloped areas, much of the 
exchange difficulty is due primarily to the internal problems of the 
countries affected. We have the most dramatic illustrations in coun- 
tries like Brazil, Argentina, Chile, and Bolivia. In Western Europe, 
only France has a Gellar exchange problem. All of us are keenly 
aware of the specific difficulties confronted by that country, and 
which explain those exchange problems. 

So it has happened in connection with what I call the vanishing 
of the dollar exchange problem, insofar as it relates to our trade 
agreement program, that the dollar supplies of foreign countries 
are now in excess of $30 billion at the end of the last fiscal year on 
June 30, 1957. The amazing total of something like $32 billion in 
gold and dollar assets—that figure being restricted, of course, to the 
purely liquid items—is shown in the balance of payments. Of that 
immense total, the great concentration, about 60 percent, is in the 
industrialized areas of the world in the countries of Western 
Europe, the United Kingdom, Venezuela, Canada, and Japan. 

Our trade agreement policy, insofar as any further tariff adjust- 
ments are concerned, has no practical bearing on any part of the 
world—that is, directly—except Western Europe and the other in- 
dustrialized nations of the world. 

I do not mean, when I refer to Venezuela, to indicate that that 
is a highly industrialized country. I refer to the fact that that is a 
highly specialized situation involving a tremendous inflow of Ameri- 
can capital funds, which is also true of Canada. 

In the case of Japan, a slight lowering of dollar exchange supplies 
during the past few months, of course, is due to the exchange alloca- 
tion liberalizations on the part of the Japanese Government, in order 
to afford a greater inflow of raw materials and equipment to meet 
the requirements of Japanese industrial expansion. From the 
standpoint of that country, taken in its economic entirety, it has 
never enjoyed so great a scale of prosperity and so high a volume 
of exports or of industrial activity. 

I think it is highly important then to view the situation as it is, 
one in which the practical questions of policy revision really apply 
to Western Europe and to Japan. 

Now another exceedingly important development—and perhaps this 
has not been given the publicity to which it is entitled—is the extra- 
ordinary degree of modernization of industria] plant and equipment 
and scientific methods of production throughout this industrialized 
area which has occurred in the past few years. We can now truly 
say that, with respect to those commodities which are of major im- 
portance in international trade, that the machinery and the methods 
of production are essentially uniform in these divisions of the world. 

All of the ancient ideas, some of which are referred to in the com- 
pendium, having to do with the relative differences in productivity 
have changed completely in their meaning. With respect to Japan or 
Belgium or Italy or the United Kingdom or Germany, articles of 
international commerce which even approach standardization of type 
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or quality are produced essentially in the same way and through the 
same facilities. 

There is no longer a question, therefore, of “relative productivity,” 
a phrase which is physical in its meaning. When used in terms of 
comparative price, it is extremely misleading. The man-hour phys- 
ical productivity with respect to the type of articles referred to, does 
not vary widely. In reality, therefore, differences in the cost of 
production are the differences in wages and the cost of materials. 

A fourth major change which has occurred in our international rela- 
tionship is the tremendous growth of the invisible items of trade in 
our commerce. I think it is exceedingly unfortunate that almost 
everybody talks of international trade as if it consists wholly of a 
physical movement of goods into and out of countries. 

Now that was true in the years of turmoil immediately following 
World War II. It is no longer true. Take the one item of foreign 
investments. Foreign investments made by the United States are im- 
ports. Last year alone they amounted to 41% billion, approximately. 
Take the enormous development of the tourist trade now reaching to 
the great sum of practically $2 billion. 

Those are imports. The purchases of the vastly increased array of 
foreign services—banking, insurance, transportation and others are 

rowing rapidly into enormous sums. The total is absolutely aston- 
ishing, something like $8 billion in invisible items of trade, which have 
bulged our import volume up enormously without attracting too much 
attention on the part of anyone except those who have the patience and 
the courage to get down to a study of the international payments 
balance. 

The truth is, that for every $4 billion of merchandise imports we 
have, we have an additional $3 billion of intangible imports. As a 
result of these deepening channels of the dollar outflow, the foreign 
countries in the industrialized area of which I speak are themselves 
now undertaking tremendous foreign investment activities. In the 
United States, last year, long-term investments, which are not included 
in the gold and dollar figures, were over half a billion dollars. Those 
made in the United States fall far short of those made in Canada and 
other portions of the world, and I would estimate that something like 
$214 billion have gone out of the industrialized nations into foreign 
investments during the past fiscal year. That tendency is moving 
forward. 

What is the significance of it? 

It is good, of course. It is the resumption of a normal condition 
in international economic relationships. It means that the dollar 
exchange which these foreign countries have is no longer considered 
merely as a means to buy goods from the United States or other 
countries, but it has become the means of financing every type of 
financial transaction which goes on in the world. 

At this time the flow of foreign investments is very important. 
With their supplies of dollar exchange built up, foreign countries are 
not looking at them merely in terms of importing goods, but they 
are also looking at them in terms of rebuilding the structure of their 
international investment. 

Does that sound like the continuation of an emergency condition? 
Does that sound as if we have to talk of American trade policy in 
terms of sacrifice and escape clauses, and injuries ? 
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Now, coming down to the positive portion of my paper—and this 
is going to be very brief, Mr. Chairman, because I think it can be 
developed in the later discussion. 

Foreign trade in commodities is an implementation of production. 
It is, in a technical sense, a secondary, complementary part of the 
total economic process. The primary part—the part which generates 
the power and provides the dynamic elements of the total economy— 
is the production system. 

The production system is a thing which is integrated. Its parts 
do not stand separately. Every portion is interwoven and inter- 
welded with every other portion. Every unit in the production 
system is dependent on other units, both as buyer and seller. 

It is an illogical thing, and incompatible with the concept of a 
system to make distinctions between the various industries of the 
United States, tariffwise, and say this one is expendable, and that 
is nonexpendable, or industry here can suffer, and over here it cannot. 

If our production system stands as a unit, with every part of it 
contributing to the grand total, then it is unrealistic to think sep- 
arately of so-called export industries and other industries in the 
designing of tariff policy. 

The truth is we have no export industries depending mainly on 
foreign markets. 

The greater part of their market is here in the United States; and 
it is here because of the existence of all other industries which con- 
stitute the production system. Collectively they are the creators 
of the domestic market. 

Additionally, the export industries in a real sense export the 
product of the total production system. 

They are likewise exporting the products of virtually every ma- 
terial resource in America. Their action is the outcome of a great, 
vast web of economic activity of which the export industry is mainly 
an agent. 

By the same reasoning imports are not to be judged in terms of the 
immediate point of contact. The immediate impact may, if the im- 
ports are excessive, involve injury to a particular industry, but, 
through this injury and through all of its interrelationships, it re- 
acts against the rest of the system. That injury becomes multiple 
in character. So we must think both of benefits and of injuries in 
terms of our total production system. 

Now, Mr. Chairman, I have in the final 2 pages of my paper— 
and I have taken enough time—set forth specific recommendations. 
They are in terms of principle. I feel it would be violating the code 
here to take the time to go over those now. 

I will yield the floor to the next gentleman, hoping that we can 
come back to these later. 

(The following paper was filed by Mr. Murchison :) 


Foreiecn TRADE POLICY AND THE DoMESTIC Economy, By ©. T. MURCHISON 


Naturally, the Trade Agreements Act is now being reconsidered for the pur- 
pose of bringing it into closer conformity with the requirements of our foreign 
trade and our domestic economy. Certain revolutionary changes, affecting both, 
have occurred since the Geneva Conferences of 1947-48. 

American tariff protection, in terms of ad valorem equivalent, has been re- 
duced by approximately two-thirds. Relative to the rest of the world, the 
United States is a low-tariff country and, if all forms of import control be 
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considered, the American market is the most freely accessible market in the 
world for the widest range of goods, even when allowance is made for those 
articles under domestic price-support programs, 

The problem of dollar exchange has vanished insofar as it is related to United 
States trade policy. Gold and dollar assets of foreign countries now approxi- 
mate $30 billion, a sum which would be greatly expanded by the inclusion of 
long-term investments and corporate securities. Those countries which are still 
short of dollar exchange, such as France, Brazil, Bolivia, Argentina, and Chile, 
are in that plight because of national policy. It is generally true that American 
imports from the underdeveloped areas of the world are either on the free 
list, or bear only nominal duties which are in no sense restrictive, relative to 
our capacity of consumption. The only exceptions are those made necessary by 
our agricultural support programs, and these exceptions clearly are not within 
the scope of the Trade Agreements Act. 

The issues of the tariff controversy are made much simpler by these geo- 
graphical considerations. With respect to such areas as southwest Asia, India, 
Indonesia, Australia, New Zealand, South and Central America, the Caribbean, 
Africa, and the Mideast, the American market, with very minor qualifications, is 
either wide open, or subject to those limitations necessitated by domestic internal 

olicy. 

: Imports from the underdeveloped areas, therefore, will continue to grow 
as the industrial activity and national income of the United States continue 
to grow—which means that the maintenance of American prosperity is the 
greatest possible trade contribution we can make to these areas. 

This fact is not new, but it takes on a new significance when we relate it to 
what has happened in the remaining portion of the free world, which would 
be the beneficiary of further American tariff concessions. This portion com- 
prises, in the main, the highly industrialized countries: The United Kingdom, 
some (but not all) of the countries of Western Europe, and Japan. This is 
the area on which considerations of American tariff policy are centered. 

In this area of observation, two changes of the utmost significance to our 
problem have occurred. In the first place, this is where the net foreign gains 
from the great outpouring of American dollars have been most highly con- 
centrated—some 60 percent of the total. According to Federal Reserve Board 
figures, no less than seyen European countries were above the billion-dollar 
bracket on June 30, 1957. The position of France has weakened because of 
war and government instability. On the other hand, the holdings of Germany 
and Switzerland are nothing less than spectacular. The Netherlands and 
Belgium have purposely reduced their unneeded large holdings, in order to 
expand their foreign investments, and several other countries are making in- 
creased use of their excess dollar assets to build up their investments abroad, 
particularly in the United States and Canada: 

Japan, at the end of 1956, was well above the billion-dollar mark, and the 
recent decline below that figure was due entirely to a program of more liberal 
exchange allocation for the import of added materials and equipment for her 
industrial expansion. Her export trade and production are at record high 
levels, with an unabated growth trend. 

Aside from the great strengthening of their trade and exchange positions, 
France excepted, the second change of major importance in these industrial 
countries is the rapid attainment of thoroughly modernized plant and equip- 
ment in their industrial operations. The most advanced and scientific methods 
are now in use in the production of those articles which move competitively 
in the channels of international trade. Both the machinery and the tech- 
nologies of production in all of these countries have reached levels of efficiency 
which are very close together in the manufacture of competitive goods for 
international commerce. Not only is modern equipment virtually universal in 
the area now being viewed, most of the countries are actually competing with 
each other in the invention, manufacture, and export of radically new creations 
in the field of capital goods—what we in America would call the machinery 
of tomorrow, the latest expressions of the new science. 

Many of the end products of this industrial revolution are now coming in 
to jolt our complacency, but perhaps the one most visible to the greatest 
number of people, is the rapidly accelerating influx of foreign-made automo- 
biles. This is no place to speculate on the significance of this development, 
but it does provide the opportunity to point out that our domestic automobile 
industry is commonly regarded as the classical example of the best in efficiency, 
productivity, and resourcefulness. Its position is thought to be impregnable 








20 FOREIGN TRADE POLICY 


in the domestic market and, in the enumeration of our export industries it is 
always placed first. This illustration is intended only to sharpen the more 
general fact that the technical efficiencies and facilities of the highly in- 
dustrialized foreign countries are no longer of a lower order. Consequently, 
the long familiar notion that the lower wages of these foreign countries are 
offset by correspondingly lower productivity has lost whatever factual basis 
it once had, and has become obsolete. 

Another changed condition, highly pertinent to considerations of tariff policy, 
is the great and growing importance of the so-called invisible items in our 
foreign trade. The erroneous impression still prevails that all imports take 
the form of physical goods. It is commonly believed that the purchase of 
physical goods abroad and their delivery to the United States market consti- 
tutes the only normal and desirable way of providing dollar exchange to foreign 
countries. It is understandable that such a belief could prevail under the con- 
ditions of international instability which existed in the early postwar years, 
when our only choice was either to buy goods, or to extend Government loans 
and gratuities, if we wanted to build up a foreign dollar supply. 

This situation is now completely changed. Within the past 3 years, the in- 
tangible forms of imports have grown almost incredibly, and at a rate far faster 
than the growth of physical imports. Chief among them, of course, are pri- 
vate capital investment abroad, which now exceeds $4 billion annually; Amer- 
ican tourist expenditures which are now close to the $2 billion level; and the 
purchases from foreigners of a wide variety of services, such as transportation, 
insurance. These are private business transactions and do not include Gov- 
ernment spending or lending, military or otherwise. In fiscal 1956-57, these 
private, intangible imports exceeded $8 billion, or about three-fourths of total 
physical imports. In other words, for every $4 we are spending for 
physical imports we are spending an additional $3 for invisible imports, and 
the proportion of invisibles is rapidly growing—-all of this being on private 
account. 

Because of the deepening channels of private dollar outflow from the United 
States, the more advanced industrial nations of the European area have reached 
so satisfactory an exchange position as to be able to engage in large foreign 
investments on their own account. Foreign investments of European coun- 
tries during the year ending last June were in the neighborhood of $2.5 billion, 
of which one-fourth, or more, were made in the United States. It is a gratify- 
ing return to normal economic relationships and indicates clearly that for- 
eign dollar receipts, in the exclusive area marked to benefit from American 
concessions, are exceeding by a wide margin the funds used for financing com- 
modity imports. Alleged foreign dollar scarcity is still the biggest gun in the 
arsenal of propaganda, but it has run out of ammunition. 

The basic changes, as above enumerated, which bear directly on our interna- 
tional economic relationships, obviously call for a reexamination of policy ob- 
jectives. Taken together, they proclaim the probable ending of a tragic and 
confused period in international economic history; and at the same time con- 
stitute the stage from which new beginnings can be made toward a world 
trade governed by the principles of realism. 

From the universal turmoils and maladjustments following the war, there 
emerged the notion that trade was the predominant fact of all economic life. 
As the most pressing subject of common interest, it was the focal point of in- 
ternational conferences, agreements, and conflicts. It became the great obses- 
sion of the time and, as such, the logical and necessary relationships of trade 
to the other facts of life were either minimized or largely disregarded. 

The renewal of these relationships now calls for first attention. To accom- 
plish it, we must view trade for what it actually is—a secondary and comple- 
mentary part of the total economic process. The primary part, which is also 
the nuclear center and the dynamic element of the total economic process, is 
the production system. Upon the strength and scope of the production system 
depend the volume and character of all merchandise trade with other nations. 

Production is the energizing factor of economic life, both internally and ex- 
ternally. In an industrial nation, the forces of progress are weak or strong 
in proportion to the health and creative powers of its production system. 
Viewed in all its ramifications, it is, of course the major source of national 
income, the wages of labor, as well as the earnings of capital. It is the major 
foundation and the chief substance of a nation’s social savings. It supplies 
the buying power to sustain consumption of domestic products and also the 
consumption of imported products. Thus all effective purchasing power, 





5 eS Ff ae "7s 


iad 





FOREIGN TRADE POLICY 21 


whether used at home or abroad, is initially derived from domestic production. 

In a worldwide view, production becomes all the more evident as the basic 
initiating force of economic activity. World consumption is limited and shaped 
by world production. Trade is only the facilitating implement, the balancing 
factor, in the distribution of what is produced. In the total economic process, 
either of a country, or of the world, its role is not that of master, but of serv- 
ant. Consequently, the first concern and supreme duty of any country is to 
establish and maintain those conditions which nurture a system of production 
coordinated to its needs and resources. 

Without the use of this guiding principle, trade policy has no enduring founda- 
tion to rest upon, but remains an uncertain, vacillating thing, eternally rushing 
from one set of objectives and criteria to another, forever subject to whatever 
whims, fancies, and inspired visions that may prevail at the moment. 

If concern for the Nation’s production system is to become a key principle in 
the formation of trade policy, it must recognize that the production system is 
an integrated whole, and is not composed of parts which stand separately. A 
highly developed industrial economy is an intricate network in its structural 
relationships and in the interactions of its operations. All of its parts fall into 
a pattern of mutual dependence. Each unit depends upon others for material, 
equipment, and supplies; at the same time it depends upon others as market 
outlets, or as secondary processors. 

Every enterprise is both a buyer and a seller. The act of buying extends 
backward in its succession of effects to the basic resource. The act of selling 
reaches forward through a succession of transactions and further processing, 
until the final market is arrived at. At each stage in the sequence, the pattern 
of interactions begins anew. Hence every unit of production, whether it be in 
industry, agriculture, or mining, is a Connecting link in many chains. These 
chains traverse the entire system and are without end. They bind the economy 
into a coordinated whole and their united strength at any given time is the 
measure of a country’s economic health and prosperity. 

Technological changes, new commodities, shifting consumer desires, are always 
forcing readjustments within the system, but they are the manifestations of 
normal growth. They give more than they take and never break the chains of 
mutual dependence. 

The integrated nature of the production system as a whole and its position as 
the prime generating force in all economic activity provide the basis for new 
policy considerations. 

1. The maintenance of favorable conditions for the operations and growth of 
domestic production should be the prime objective. 

2. The importance of an industry cannot be determined “by its dimensions, 
taken separately, but by its interrelationships with the production system. 
Within the concept of an integrated whole, the ideas of expendable or non- 
expendable industries, are equally untenable. 

8. Neither the benefits nor the injuries of any given trade action can be 
appraised fully in terms of individual interest. Exports, whether they be 
finished articles, such as automobiles, or raw material, such as cotton, are, in 
reality, the composite products of many industries. 

Because of the same pattern of integrated relationships, an injury from excess 
imports is not confined to the immediate area of competitive impact. Through 
a series of repercussions, it is transmitted to all stages of production and to 
the outermost fringes of suppliers and subprocessor. A single continuing injury 
at a given point is ultimately resolved into a multiplicity of injuries, adversely 
affecting both volume and price. 

4. Because of this tendency of chain reactions to widen greatly the effects 
of excess imports, the notion that imports should be liberalized to the point of 
injury in certain segments of the economy in order to promote exports in other 
segments, is incompatible with the concept of integrated interest. 

Since the production system is an entity, export expansion in one quarter is 
a net gain only if it exceeds losses in domestic sales elsewhere. Actually, the 
term “export industries” as commonly used in the United States is misleading. 
These industries, in reality, have far larger domestic sales than foreign and, 
generally speaking, their ability to gain and hold foreign markets is largely and, 
in some cases mainly, due to the economies arising from domestic volume which 
is made possible by other industries not in the export category. In terms of 
economic advantage to the total economy, there is no necessary difference between 
export industries and other industries. Each are dependent on the other. In 
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the true economic sense, the sale of automobiles to Columbus, Ga., or to 
Kalamazoo, is no less an export operation than sales to Morocco or Caracas. 

5. Import policy as related to an integrated production system should take 
into account the contrasting effects of different classes, or types of imports. 
More than one-half, possibly as much as 60 percent of our imports, are crude 
industrial materials and noncompetitive consumer goods which are on the free 
list, or bear only nominal duties. Their volume is conditioned on domestic 
industrial activity and national income. This class of imports is assured of an 
expanding American market, so long as the American production system expands 
and prospers. ‘ 

Another class of imports, amounting probably to about 10 percent, and more or 
less neutral in their market impacts, are in minor or transient categories, with 
uncertain and unmeasurable competitive relationships, and, therefore, of minor 
importance in considerations of policy. 

It follows that the whole arena of the tariff controversy contains something like 
80 percent of our imports. They are of far less importance in the balance of 
payments picture than the sum of the other categories and, moreover, relate to 
that group of countries which, as previously explained, have overcome their dol- 
lar exchange difficulties. 

While this 30 percent is of minor importance relative to exchange considera- 
tions, it has supreme and overwhelming importance in terms of potential effect on 
the American production system. Its competitive impact is against the end-prod- 
uct stages of domestic production activity and in consequence strikes at all of the 
sequences and interrelationships of the production process. 

6. In these strata of production activity the avoidance of injury as a policy 
principle becomes compelling. Yet it is not a principle which demands the closing 
of gates. On the contrary, it calls only for a recognition of the principle of 
adequacy. Adequacy is measured by the requirements of total consumption. Be- 
tween this total and the unobstructed output of domestic production lies the area 
of beneficial and permissible imports. 

The practical implementation of this concept supplies the solution which should 
be the goal of our national trade policy. 


Mr. Boaes. Thank you very much, Mr. Murchison. I am sure we 
will come back to it. 
Professor Schelling, we would be very happy to hear from you. 


STATEMENT OF THOMAS C. SCHELLING, PROFESSOR OF ECONOMICS, - 


YALE UNIVERSITY 


Mr. Scuetirnc. Mr. Chairman, I am in complete agreement 
with the emphasis that Mr. Geiger and Mr. Gordon have given, and I 
believe Mr. Murchison also, to the foreign policy aspect of the subject 
we are discussing today. Trade policy receives the attention it does 
because it is an extremely important part of our foreign policy, not 
because it is a critical part of our economic policy. 

The figures that Mr. Geiger gave you about the importance of trade 
in the American economy I think even overstate the case, because the 
portion of such trade that is directly affected by changes in our trade 
policy is likely to be even smaller. But since a great deal of attention 
is being given to the foreign policy side of the subject, I would like 
this morning to confine myself to some of the domestic economic parts 
of it. We use the term “reciprocity” so often that it continually sug- 
gests that a liberal trade policy is something in the nature of an eco- 
nomic sacrifice that we make in the interest of our foreign policy, some- 
thing that is justified only by what we achieve in the form of reciprocal 
concessions. I think there 1s substantial exaggeration of the domestic 
economic sacrifice that might be involved. I personally would agree 
with Mr. Gordon that if we want to think of an economy that is flexi- 
ble in terms of its growth capacity, it is not a sacrifice but rather a 
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gain to the United States to engage or at least to be willing to engage 
in a higher level of trade than has taken place. _ 

Let me make one point, though about the international field and 
then turn to the American economy. : | 

I think one thing may have been overlooked in the discussion of 
of the importance of American trade policy to the underde- 
veloped countries, Mr. Geiger stressed the mineral and agricultural 
products, and the raw materials that the underdevel countries 
of the world do sell and are likely to sell in the future. I would 
conjecture that over the next decade or two, one of the critical aspects 
of the foreign trade of the countries that we now call underdeveloped 
is going to Fe the development of manufacturers seeking export out- 
lets. I would guess that Brazil, India—and certainly Japan, if we 
class Japan among these countries, which is cages te gol 
to think of the United States and Western Europe as places to se 
the output of a growing industrial economy, not just.a place to sell 
agricultural and mineral goods. I would point out that the history 
of textiles over the last 200 years is a ged illustration of this kind 
of tendency. 

Now let me turn to our domestic economy. It is hard to think of 
any area of economic policy on which there is as much persistent 
disagreement over both the purposes and the facts as on the subject 
of protection against imports. For that reason I would like to state 
at — outset some of the premises that underlie my approach to the 
subject. 

The first premise is that, by and large, the level of American im- 
ports and the level of American exports will move together. They 
will do so for the simple reason that neither this. country nor any 
other will persistently finance an export surplus to other countries 
or continually accumulate foreign currencies, except to the extent 
that grants, loans, and private investment abroad are deliberately 
undertaken for their own sake. 

From this it follows that American policy toward imports will not 
have a major impact on the level of American employment. Weare 
discussing the distribution of employment among industries, espe- 
cially between those that compete with imports and those that compete 
abroad in export markets. 

A second premise is that from the point of view of maximizing 
American productivity there is a good deal to be said for a minimum 
of interference with foreign trade, As a general rule, American 
industries are in a technical sense more efficient than their counter- 
parts in the rest of the world. But our supertesity in productive 
efficiency, compared with the rest of the world, is greater in certain 
industries than in others. And in the absence of trade restrictions, 
those of our industries that have the greatest productive superiorit 
over foreign industries are the ones that compete successfully with 
potential imports and are able to export as well. Those industries 
in which our productive superiority is least are the ones that find it 
difficult to compete with imports. For this reason the industries in 
which our prodnctiye superiority is greatest will be able to pay higher 
wages, higher profits, and higher prices for materials. To protect 
the less competitive industries against foreign competition is, in 
effect, to protect them against the competition of other American 
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industries in the labor market, the capital market, and the markets 
for materials. 

These premises do not deny the validity of protection. They only 
deny that protection can be justified on grounds of the prosperity or 
overall productivity of the American economy. They imply that 
protection for particular groups is achieved at the expense of other 
parts of the economy. In this respect protection against imports is 
like any other domestic price-support program—to be justified on 
grounds that people in particular industries would suffer concen- 
trated hardship and deserve favorable discrimination from the Fed- 
eral Government. 

From these considerations I think the proper approach to protec- 
tion is one of reluctance—not unwillingness but reluctance. It should 
be viewed as a means of minimizing particularly acute hardships in 
adjusting to foreign competition, not as a means of evading such 
adjustment altogether. 

I would cinliebins that there is always a dilemma in protection: 
it is that import barriers not only help those who are already in a 
threatened industry, but by keeping hs industry prosperous at its 
original level they induce new firms and new workers to come into 
the industry, thereby perpetuating the problem they seek to relieve. 

I would say that the Government has a greater obligation to move 
cautiously in removing existing tariffs than to respond to the demand 
for new barriers against new competition from imports. As a matter 
of simple fairness, a government has some obligation not to change 
its mind too abruptly in these matters. Many firms are protected 
by tariffs that they have taken for granted, that are older than the 
firms themselves, or even that they are not aware of. While such 
firms may have no strong claim to protection against economic events, 
they may well deserve some protection against the vicissitudes of 
Government action. 

As to specific recommendations, I am much more interested in 
seeing new tariffs avoided than in seeing old ones quickly removed. 
I should not mind seeing the escape clause invoked much more than 
it is, on condition that the escape clause be explicity recognized as a 
means of slowing down a scheduled tariff reduction, not of stopping 
it altogether or reversing it. 

Most strongly of all I would urge that, however painful it may 
have been for certain industries, like New England textiles, to suffer 
contraction in the recent past for a number of reasons including 
import competition, it would be tragically shortsighted to let the 
process reverse itself. Much of the pain of readjustment is past. 
We have paid the price of shifting labor out of textiles into other 
jobs. We should not do anything to recreate the problem in its 
original force. Those who have left an industry, and those who 
chose not to enter it in the first place because of poor employment 
prospects, would not be helped by a reenlargement of the industry. 

We should keep in nid that it is not the employment statistics 
of an industry that deserve our sympathy; it is the people involved. 
In Connecticut during the past decade textile employment has de- 
clined by about a third. By itself this fact is only suggestive that 
there may have been unusual hardship; actual evidence for hardship 
has to be found in what happened to the individuals who left the 
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industry, or who retired without being replaced. Total penance 
tural employment in Connecticut has increased; so any hardship is 
to be found in the transition, not in the size of the textile industry. 

Finally, I would propose that in dealing with protection, as with 
most. of our economic problems and policies, we have been slow to 
drop our depression orientation of the 1930’s and to learn to; think 
of our problems in a context of prosperity and ecnomic growth. We 
have had a dozen consecutive years of what by any earlier standards 
is real prosperity and unprecedented living standards. I think we 
should take our prosperity and high employment much more for 
granted than we have in the past. In depression it was little con- 
solation to a worker who lost his job that another worker, somewhere 
else in the economy, was being hired. Under full employment it is 
likely to be the same worker. We should therefore not exaggerate 
today’s economic hardships by a depression-oriented view. We 
should learn to live with prosperity and to take advantage of it. We 
can afford a more flexible economy if it is a fully employed one. 
This is the fundamental source of protection in the American 
economy. 

Mr. Boees. Thank you very much. 

Mr. Batt, may we hear from you ¢ 


STATEMENT OF WILLIAM L. BATT, SECRETARY, COMMITTEE FOR 
A NATIONAL TRADE POLICY 


Mr. Barr. Mr. Chairman and gentlemen of the committee, I hope as 
was previously suggested by one of those who spoke earlier, that my 
formal statement, which is fairly long, may go into the final written 
record. 

Mr. Boaes. Without objection that may be done. 

Mr. Barr. I find myself justified, I think, in saying to the commit- 
tee that I have some other qualifications to speak to this subject besides 
being secretary of the Committee for a National Trade Policy. 

If you will forgive me, I want briefly to say to you that 1 was the 
vice chairman of the War Production Board throughout 6 years of the 
prewar and the war period. 

Mr. Bocas. We remember quite well, Mr. Batt, and we remember 
the fine job that you did. 

Mr. Barr. In that responsibility, I was American member and 
chairman of the Combined Raw Materials Board, and the Canadian- 
United States Materials Board, and the United States-Canadian Pro- 
duction and Resources Board. 

In 1950 I left business—I had been in business most of my life—and 
I went back into government. For 314 years I was in London and 
Paris as Minister for Finance and Economic Affairs, as Chief of the 
Marshall Plan Mission, representative of the Defense Department on 
the NATO Production Board, and in Paris in 1953 I had a very con- 
siderable experience with both the political and financial and the eco- 
nomic and military aspects of United States interests. 

I think it might be useful today—or at least I propose, with your 
approval—to talk briefly about an aspect of this that has not been dis- 
cussed by my predecessors. I propose, if I may, to suggest to you 
that this treatment, the treatment of this very important subject in 
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this postsputnik era, is perhaps of equal significance with the military 
and political consideration being given this recent phenomenon. I 
propose to treat this subject, as I believe it to be, one that concerns a 
nation at war. I submit for your judgment that the difficulties of the 
United States, and indeed of any other democracy, in dealing with 
this kind of war are in some ways far greater than in dealing with 
those of a direct war. 

I suggest to you that the specific amount of a tariff rate or any spe- 
cific part of a program in this field may not in itself be nearly so sig- 
nificant as the general impression created by the United States in 
everything it does in this field. Businessmen will assure you that 
much of their policy in the last analysis is based upon emotion. Ifa 
businessman feels that he can get a market, all the statisticians laid 
end to end won’t worry him with their figures, provided he has some 
general assumptions as to whether he can get away with it or whether 
he can’t. 

I don’t argue with Mr. Murchison or the others who will lay great 
stress on the fact that our tariff rates are this or that. I will say that 
our tariff rates may have a restrictive effect on an expansion of imports 
of particular products and may stand in the way of new types of im- 
ports. As much tariff reduction as practicable is sound policy, and 
the President should have such authority as a bargaining device. 
What seems to me equaliy important, however, is that we look at the 
impression created by our whole foreign-trade policy in the minds of 
the rest of the world. It seems to me that today, as never before, that 
policy is vitally critical in this war in which we are engaged. 

In many respects one can take the position that the Russians are 
outmaneuvering us in fields which we thought uniquely belonged to us. 
The shock that they have made scientific advances of which we never 
thought they were capable should be no greater—if we look at it in 
cold perspective—than our concern over the political and economic 
headway they are making in critical parts of the world and in ways 
in which we never thought they were capable. 

How many Americans would have expected that the under- 
privileged nations of the world would from time to time accept 
with even greater confidence the proposals and programs and 
promises of Soviet Russia than those of the United States? 

We may have thought that that was a completely impossible de- 
velopment. Yet it is happening. 

Now on the importance of Kekiat trade to the United States, of 
which Mr. Geiger spoke—I can readily follow his conclusion from 
the point of view of the statistics on imports and exports. Of 
course I know that the trade with the rest of the world is a smaller 
part of our gross national product than that of other parts of the 
world.. But it would be a great mistake to assume that the per- 
centage of our national product is a measure of what foreign trade 
means to individual companies. 

To Mr. Murchison I would have to remark that exports are very 
vital to a great many American companies. In the field of machine 
tools, and in the field of. office equipment, and a whole host of in- 
dustries, a large and significant part of their business comes from 
exports, Their interests are of course always to be taken into ac- 
count. I think the position of American leadership is not to be 
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coldly assessed only from the point of view of statistics in world 
trade, but also from the standpoint of what the rest of the world 
thinks about us. 

We have that position of leadership. We have had it ever since 
the war. To be sure, in some statistical respects, it is not so sig- 
nificant, but to assume that the rest of the world is not anxious for 
American leadership seems to me to be assuming a position which 
is not a valid one. The rest of the world wants leadership from 
us in those areas in which we alone are uniquely equipped to 
provide it. 

I submit that what it wants from us, however, is confidence at the 
same time. What it wants from us is confidence in a policy and 
a program. 

Indeed, as a businessman who has had a re many years of ex- 
perience in importing and exporting goods, I have been greatly con- 
cerned about the basis on which export values are set and about tariff 
stability. I am much more concerned as a businessman with those 
rates being fixed so that when a business is developed it isn’t taken 
away as a result of changes in import policy. The fears of the busi- 
nessman in England, with which I had a great deal of experience, and 
Mr. Gordon, who was my successor as Minister in London had also, 
the fears of the British businessman when he was subjected to pres- 
sures from his own government to develop trade in the America mar- 
ket, would always take this form: “You want me to go over there and 
spend a lot of money on developing a market, and the moment I get it 
developed the Americans will take it away from me by changing their 
import policy.” 

History unhappily tends to bear out that conclusion. Therefore, 
I submit to you that what we need in our foreign-trade policy is a 
reasonably consistent policy so that Europeans who do business with 
us either as exporters or importers may have a fair assurance that we 
won’t change the rules on them overnight. 

A great deal has been said before this body in the years since 1934 
about the value of reciprocal trade agreements. I think the action 
of the Congress over most of that period has been a good one. It has 
had its ups and downs, but if an engineer draws a curve through, he 
will conclude that on the whole the policy of the American Congress 
has been a sound one in the way of encouraging world trade, and 
of course encouraging American trade at the same time. 

There have been some major lapses, as I see it. In 1955 the modi- 
fication of the escape clause was one of them. Certainly recourse to 
complaints under the national security amendment has been abused 
in most cases, There could be no objection to the provision of pro- 
tection for industries whose production is truly in the interest of 
national security. 

But if you had the opportunity to follow the hearings conducted by 
the Defense Mobilization Board here, you would come to the con- 
clusion, I believe, that a great number of the claims for protection 
under the national security clause are not warranted. 

When we speak of the reciprocal trade agreements machinery, we 
are of course dealing with a totally new, or at least it was in 1934, a 
totally new method of working out trade arrangements with other 
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parts of the world. It is a method which could be considered to be 
uniquely American. 

There is the roundtable form of approach, the one that you are using 
here being a small example of it. There you meet with all of the 
countries involved in trade, and do not limit yourself solely to the 
most-favored-nation clause and the reciprocal type of agreement con- 
fined only to two countries. Here all of the nations engaged in the 
sale of a particular product sit around a table, and work out an agree- 
ment which in a general way is expected to benefit all of them as 
much as possible. This multilateral approach is the greatest advance 
which the United States has made in handling world trade relation- 
ships within our knowledge. 

I believe history will bear that out. Anything we do to weaken 
that approach, it would seem to me, would be a direct threat to 
American security. The failure of this House, I say with all due 
deference to this body, to ratify that simple piece of machinery called 
the Organization for Trade Cooperation is, in my judgment, a serious 
mistake and one which it seems to me our national security gravely 
requires we should take care of very promptly. 

I think it is as a part of our national security in terms of the neces- 
sity for building up the strength of our allies, that our foreign trade 
policy takes on added significance in these times. Mr. Gordon, I 
think it was, made reference to the development of this new common 
market program in Western Europe. These countries as they be- 
come stronger and they are becoming stronger, become equally ca- 
pable of retaliating against us if they should decide that they were 
forced to do that and if a restrictionist trade policy on our part 
opened the way. 

We ourselves, you know, take steps in the trade area of the world 
which are bitterly resented by other countries. I was up in Canada 
2 weeks ago, in a meeting up there, and I don’t have to tell you what 
commodity was discussed in Canada, but it was very critical and 
very much to the point. There it is, and when you go to Denmark, 
and when you go to some other countries of Europe, you find the 
criticisms of the United States are just as bitter as those which we 
launch at them. 

In building free world security, gentlemen, we cannot overlook the 
economic position of our allies abroad, and the economic position of 
those billions of uncommitted people, who if we can’t have them on 
our side, we at least would not like to have them against us. 

Our position, it seems to me, politically and economically, with 
the Middle East, has been unhappily vacillating, and has not been 
such as to attract the confidence of that part of the world. Unfor- 
tunately, it seems to me, it has cost us just as many enemies as it has 
cost us friends. 

All of those aspects which represent uncertainty in the minds of 
those countries who should be our allies, are factors which this body 
should take into account as a part of its contribution to winning this 
war. The Soviets are determined to break down our domestic struc- 
ture, the economic structure of all of the free world; indeed I think 
they are much more devoted to that now than beating us to any mili- 
tary punch. We have to meet them on the same kind of carefully 
calculated ground, doing no damage at home when we are not obliged 
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to, but if we have to do damage let us deal with it as a damage which 
is for the good of the country as a whole. 

During the war we had a tragic history of shutting down con- 
cerns whose employees were hurt but who were not necessary to the 
war effort. 

I saw something in Reader’s Digest which I think will interest 
you. They have set up a fund of $1 billion designed to te each 
country and each industry adjust to the changes wrought by the 
common market treaty. The committee I represent has warmly sup- 
ported some of the bills before this Congress designed to take care 
of damage which might result from tariff change. 

I would like to urge this body as strongly as I can to look at this 
problem as a problem of national security and not just a problem of 
trade in terms of 4 percent of gross national product for imports, 
and 6 percent for exports, or whatever it may be. I urge you to look 
at it as a matter of national security. 

It seems to me imperative that the reciprocal trade agreements 
machinery be extended. I would like to suggest not 5 or 10 years 
but 5 or 11 to get the renewal date out of a campaign year. It should 
be declared a matter of national policy without any timetable, but 
that may be going a little too far. 

The term “politically feasible,” used by almost everybody who 
receded me, worries me. If you will accept my thesis that we are 
in a war, let us not forget that we didn’t deal with things as politi- 
cally feasible in 1942 to 1945. If this situation is as desperate as 
I believe it to be, I would hope that this body would not base its 
decisions upon political feasibility, but on the demands of the na- 
tional interest. 

(The following paper was filed by Mr. Batt :) 


STATEMENT BY WILLIAM L. Batt, SECRETARY AND A DIRECTOR OF THE COMMITTEE 
FOR A NATIONAL TRADE POLICY 


The meetings of your subcommittee which today’s session initiates will come 
to be known, I suppose, as the first post-sputnik public review of our foreign- 
trade policy. For the sputniks have done a great deal more than signal the 
fact that the Russians have stolen a scientific march on us. They should have 
given us a new perspective about our position in the modern world. In the 
first flush of shock and dismay, we ought to be in a frame of mind to look at 
our international relations with a coldly rational eye, to see our problems in 
more realistic proportion. 

This period will shortly pass and, justifiably or not, our confidence and our 
self-assurance will reassert themselves. But before they do, we ought to exploit 
to the fullest the opportunity to make a realistic stocktaking of our position 
in the modern world. 


FOREIGN TRADE AND FOREIGN POWER 


For years, the Ways and Means Committee and the Congress have been con- 
fronted with an array of witnesses who have insisted that a liberal United 
States trade policy was of critical importance in determining the free world’s 
recovery and the free world’s strength. On the whole, the Congress has re- 
sponded wisely to these views. It has renewed the Trade Agreements Act 
10 times. It has passed a series of customs simplification acts. And although 
it has reversed its general direction from time to time, by enacting occasional 
measures of trade restriction, it has persisted in the general direction of a 
greater liberalization of our trade with the rest of the world. 

Today, if a witness were to insist that United States foreign economic policy 
makes a vital contribution to the free world’s strength and unity, he would still 
be right. But he would have to add one new emphasis in order to present the 
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whole story. He would have to add that the United States position in the 
structure of world trade is not quite so dominent as it was 5 or 10 years ago, 
and that it might never again be the paramount factor in the world’s economic 
structure to the extent it once was. He would also have to add that there are 
forces at work within the free world which, reflecting the sustained influence of 
American policy and practice, have great potential for ever-rising levels of 
production and consumption and hence even greater economic strength. But 
this potential might not be realized if the United States reversed the tariff and 
trade policy it has followed for close to 25 years. I am referring, of course, 
to plans, either about to be set in motion or on the drawing boards, for regional 
economic integration in the field of foreign trade. 

He would also have to point out that the Communist bloc is expanding eco- 
nomic penetration into the trade and economic development programs of many 
parts of the free world. We are, or should be, acutely aware of the political 
penetration that is a fellow traveler of Communist economic maneuvering. 

The Russian rate of progress, demonstrated by satellites that now move out- 
side the earth’s atmosphere, poses a real challenge to the United States in 
both military and technological terms. But as we look up to the skies and 
accept the challenge posed by signals from sputniks, let us not overlook, not 
only the crucial economic dimension to military and political preparedness, but 
also the new international economic devices—some possessing great potential 
for our cause, others posing a threat—which have been or are about to be 
projected onto the world stage. 

To be sure, the United States is still the leading economy of the free world; 
the quantities of foreign goods we buy and sell still well exceed those of any 
other nation; we still can use our power with great effect on other nations; 
but our position is changing. 

The signs of this change are all around us. Though the United States 
economy has grown phenomenally since World War II, our rate of growth has 
been matched and exceeded elsewhere. With all the debate about the meaning 
of Soviet statistics, no one doubts that their aggregate output has risen rela- 
tively more rapidly than ours. Western Europe has had a rebirth of industrial 
vitality which is so extensive that it strains belief. Latin America’s pro- 
duction has grown so fast that it may achieve the living standards of Western 
Europe before this century is out. The economies of Asia and the Middle 

tast have been laggard, but their sights have been raised considerably. (These 

promising developments are, to a great extent, the result of the foreign eco- 
nomic policies this country has carried out especially since World War II.) 
But the strength of Russia and Western Europe has offered the Asian coun- 
tries increasing opportunities to turn to these quarters for aid. In brief, we 
no longer have quite the monopoly in strength and surplus we had a short 5 or 
10 years ago. But our leadership responsibilities remain as great as ever. 

This shift in our relative position is being speeded up by another kind of 
development. The very dominance of the United States and the Soviet Union 
has given other nations pause. It has lead them to consider economic and 
political mergers with their neighbors in groups which would have seemed 
incongruous a decade ago. The merger of France and Germany and four 
other nations in a European common market, for instance, will soon create 
an entity equal to our own in population and potential development, though 
not yet in economic strength. India has talked of a grouping with Pakistan, 
Ceylon, and Burma. The South American countries, the Central American 
group and the Nordic nations are all developing similar proposals. For the 
long run, therefore, some nations which cannot give strength fast enough on 
their own may gain that strength through economic mergers designed to create 
a mass market free of trade or other economic barriers. 

We see the implications of these developments in many forms. When 
India wants to buy a steel mill on long-term credit, there are countries other 
than the United States in a position to build the mill and offer the credit; the 
Germans, the British, and the Russians also can find the material and financial 
resources to do the job. When Egypt wants financing for the Aswan Dam, 
there are others who can step forward to offer to finance and build the project— 
or at least talk about it. When the African territories of France and Belgium 
call for credits, it is occasionally a consortium of Western European capital 
that is called on to fill their needs. 

If the United States is still first among nations, it is beginning to be the 
first among equals, not the first without peers. And those with whom we deal 
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in the world’s market place will not be nation states alone, but will include 
blocs of nation states. 

This shift in our relative position in the world is likely to be accelerated by 
the continued development of thermonuclear weapons. At the moment, the 
cost of maintaining an arsenal of these new weapons is one which few nations 
can bear. The Soviet Union can do it by ruthlessly suppressing the con- 
sumer needs of her people; the United States can do it with the surpluses 
which a bountiful nature and a provident organization of our society have 
provided us. But we must not confuse this transitional short-run situation 
with the status toward which we are moving in the longer run. The odds 
are very high that in the next quarter-century a dozen or so nations will be 
in a position to threaten their neighbors with the use of thermonuclear de- 
vices. In this field, too, the monopoly we share with the Soviet Union is 
likely to be broken. 

The next few years, therefore, are especially precious years for the United 
States. They constitute a period in which our crown, if it has slipped a little, 
yet still stands firmly on our head. They represent a period in which we shall 
still—and will of necessity—have a vital role in shaping the political and 
economic structure of the free world—hoping to strengthen it economically, 
politically, and militarily, and in that way to magnify our chances of pre- 
venting the thermonuclear explosion we all fear. Not all the facets of such 
an appraisal are within the scope of this hearing. It involves a reexamination 
of the role of the United States, of NATO, of the extensive structure of 
specialized agencies in which we participate, and a reconsideration of our 
role in these organizations. This morning, I propose to try to make some 
contribution to that process by considering our stake in the international ar- 
rangements operating in the field of trade. 


FOREIGN TRADE GOALS 


As I look back at the last 25 or 30 years in the world’s trading history, it 
seems to me one of the minor miracles of our time that world trade is still, for 
the most part, a function of businessmen and not of the bureaus of govern- 
ments. In the 1930’s a world depression and the rise of totalitarian regimes 
had combined to force governments into the business of international trade. In 
the 1940’s the problems of war and postwar reconstruction put continued pres- 
sure on governments to intervene actively in the international trade field. In- 
deed, in 1946, many in the United States had a deep foreboding that state trad- 
ing might represent the wave of the future. If this were the case, we asked 
ourselves, How could the United States itself avoid becoming deeply enmeshed 
in detailed government regulation of foreign trade? 

Today, a decade later, the place of private enterprise is more firmly fixed in 
international commerce than it has been in 40 years. This did not happen by 
accident. It came about partly because of the existence of the reciprocal trade 
program, partly because of the imaginativeness of our wartime planning for a 
postwar trading world, partly because of the singlemindedness and devotion 
with which United States principles were sold to other key trading nations. 

This was the real significance of the development of the General Agreement 
on Tariffs and Trade. It offered other nations an alternative to a trading 
world in which the state would dominate and in which the individual would 
be brushed aside. It proposed that all nations place a brake on their inter- 
ferences with foreign trade; that, step by step, every nation advance to the 
point where its commerce would be restored largely to private hands. 

Let me underline this point with a heavy emphasis. No system of bilateral 
reciprocal trade agreements between the United States and other countries 
could conceivably have accomplished this result. When Germany and Belgium 
and Canada agreed to relax their use of quotas, state trading, and all the other 
paraphernalia of governmental trade control, it was not alone because of any 
assurance as to United States policy. What these countries needed—and 
through the General Agreement on Tariffs and Trade, what these countries 
got—was the assurances of the world’s major trading nations that all of them 
were committed to the same policy. We must never assume, therefore, that 
the reciprocal trade statute alone is our principal weapon in improving world 
trade. It is our reciprocal trade program executed through an international 
multilateral agreement that is indispensable to our world trading objectives, 
one of which is to expand the volume of our own world trade so vitally im- 
portant to our prosperity. 
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This is therefore a world problem in which we have a significant stake. This 
has been our battle and it still is. As of this moment, we have not done too 
badly. The world’s free nations, at least for the present, have agreed with us 
on the way of conducting international trade; our own institutions and system 
of values have gained support from a world environment which we helped develop 
and which is compatible with their continued growth. But how long will our 
success last in this field? All that one can do in trying to answer this question 
is to examine the forces which are threatening our system of world trade and 
to look at our defenses. There are, of course, two such forces quite outside 
what we ourselves do in our own trade policy: The risks of a depression, and the 
risks created by the Soviet Union. I shall not dwell long on the first; we are 
all aware that if unemployment should increase in the world’s trading nations, 
the pressures on all sides to shut out foreign goods would be great. Each nation, 
including ourselves, would be apt to suppose shortsightedly that it has something 
temporarily to gain in the process, and in the end, every nation would lose. 

The nature of the loss, it seems to me, would be more extensive than many 
suppose. I am not naive enough to believe that in a world engaged in economic 
warfare, the United States could simply sit out the storm behind high tariff walls 
or strict quota systems, leaving it to others to fight for the markets of the rest 
of the world. We have too much at stake today in retaining a foothold for our 
exports in world markets. Little by little, pushed by domestic pressures to ship 
goods abroad, the United States would be likely to try fighting fire with fire. 
Step by step, we might well slip into trade transactions on a government-to-gov- 
ernment basis, as we already have done in agricultural commodities: Gradually, 
we might be pushed into the very system of state controls and state regulation 
which we profess to abhor whenever it appears in other countries. In the mod- 
ern state, protectionism no longer simply means high tariffs ; now that the world 
has learned how the power of the state can be used, protectionism inevitably 
means state control and trade warfare. 

In the event of a recession, nothing short of the most rigorous self-restraint 
by the free world’s principal trading nations, nothing short of constant consulta- 
tion among them, can prevent a chain of action and counteraction, restriction and 
retaliation. And nothing short of a vigorous, international organization can 
provide the channels of such constant consultation and reassurance, and prevent 
the rise of governmental controls of foreign trade. 

The threat of the Soviet Union to our world trading system is quite another 
problem. Dealing with the Soviet threat is just as serious and difficult for the 
democracies on the economic front as on the political and military. The Soviet 
Union broods on the edge of our trading world, capitalizing on the weaknesses 
and occasional breakdowns in our trading system whenever they appear. The 
pattern of Soviet trade operations is always clear enough. Soviet trade special- 
ists are on the alert to find underdeveloped areas, hungry for foreign goods and 
unable to readily to market some staple product on whose sales they critically 
rely. Burma’s rice and Egypt’s cotton are of course the classical cases of this 
sort, but other cases are in the making. One can be sure, for instance, that 
Ghana’s willingness to entertain a Soviet trade mission stems from her long-term 
worries about the marketing of her cocoa crop. And communism’s growing 
strength in Ceylon arises partly from Ceylonese concern about the long-run 
prospects for marketing their rubber and tea output. , 

Nobody has yet devised an effective means for meeting this probing and 
expanding Soviet tactic. If the United States should attempt to meet the Soviet 
offers with like measures, the chances are that we would be hopelessly quagmired 
in a sea of offers for commodities we do not want and could not use. An 
effective response, therefore, must be sought in other directions. 

We shall have to find better bases of communication and understanding with 
the people of the underdeveloped areas, a field in which we have so far, I fear, 
failed dismally at times; we shall have to evidence a greater willingness to take 
on long-run commitments for foreign aid; and we shall have to give encourage- 
ment to a world trading system which offers some reassurances to these nations 
against the risk of being capriciously shut off from their major markets. This 
is not the sort of program which the United States can implement by itself; it 
cannot do so now, and it is likely to be in a less favorable position to do so 10 
years from now. This is a program which requires the participation of all the 
major nations of the free world. To the extent that trade measures are involved, 
it is a program which requires multilateral agreement and action and multilateral 
organization. The indispensability of such a multilateral structure will increase 
immeasurably as our own dominant position in the free world’s economy tends 
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to lessen. Let me emphasize that our own immediate and selfish interest will 
demand this protection for our own trading interests. 

There are, of course, additional forces at work in the world economy that should 
give us pause and that demand a realistic look at our tariff and trade policies. 
These forces relate neither to the danger of depression nor to the threat of com- 
munism. They include the problem posed by inflation and the problems that 
might surround the creation of new trading blocs. The sharp oscillations of eco- 
nomic activity and of national gold and dollar reserves around the world strain 
the system of trade liberalization—keystone of the free world’s economic and 
political cohesion—we have sought so assiduously to develop. These are prob- 
lems we have lived with for many years and with which we have dealt with con- 
siderable success, made possible by a multilateral system of consultation and the 
standards it formulated. 

How shall we cope with the new forces at work—the common markets, free- 
trade areas, and other forces that may come into being? We must make sure 
that these many manifestations of free-world economic vitality are used to best 
advantage and do not result in division between the various sectors of the free- 
world community. The multilateral economic arrangements we have helped 
build—in foreign trade policy, the General Agreement on Tariffs and Trade—offer 
the best assurance we have today that the forces to which I have referred will be 
used to foster sound growth, not harmful division. 


OUR NATIONAL DEFENSE 


It is surely appropriate to say something about the relation of our foreign- 
trade policy to our national defense. This relationship can be looked at on 
several levels. One approach is to think of the United States defense problem 
as the risk of more cold war and more sustained tension, extending through 
another decade or more. If we see the United States defense problem in these 
terms, then obviously the largest threat is that the Soviet Union will pick off 
Ceylon or Ghana or Burma or Egypt with a complex policy of internal sub- 
version, promises of long-term aid, and bail-outs of short-term export crises. 

In facing this problem certainly a policy of trade restriction can have no place 
in its solution. And anyone who recommended seriously that we revert to a 
bilateral trade program as a way of dealing with this sort of problem would be 
a poor adviser, No; the only approach that promises a constructive defense 
against such Soviet tactics must be multilateral and it must be vigorous; it must 
offer these weaker nations a real stake in remaining within the free world’s 
community and a real hope that this stake will continue. 

The case of Japan illustrates both the problem and the approach to a solu- 
tion. When the Japanese resumed the control of their own affairs after a peace 
treaty was signed, she was tottering on the edge of bankruptcy. The problem of 
finding markets to replace those which she had held before the war and the 
problem of earning the foreign exchange needed to feed her people were her 
major preoccupations. 

To help her in this process, the United States has explored every advantage 
which the General Agreement on Tariffs and Trade created. At every GATT 
meeting for a succession of years, the United States has urged the nations of 
the rest of the world to open their markets to Japanese goods. Eventually, 
Japan was admitted to membership in the GATT, although some countries 
withheld a full trading association with her. In any event, the existence of the 
GATT was a catalyst for which there was no substitute. 

If we had not succeeded, it is perfectly apparent that the Japanese would 
have sought to open trading relations with the mainland Chinese earlier and 
more extensively than they have now done. It seems clear, too, that the resent- 
ment of the Japanese people at being excluded from the free world’s trading 
markets would have strengthened the Japanese Communists as nothing else 
could do. Indeed, this is still a major risk, especially if we abandon our sup- 
port of an open, multilateral world trading system. 

There is another way of looking at the defense problem, however. Let us 
suppose that this approach turns upon the holding together of a great retalia- 
tory power, such as exists in the combined forces of NATO. Will trade restric- 
tion and bilateralism contribute to NATO's cohesion and add to its strength? 
To contend that they would is manifestly absurd and would be dangerous, 
NATO today is being weakened by incipient distrust, recrimination, and sus- 
picion. That atmosphere is an amalgam of many things—of Cyprus and Suez, 
of Tunisia and sputnik. But we must make no mistake about it—that at- 
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mosphere is also made up of spring clothespins, of cloverseed, of bicycles, and 
of Chief Joseph Dam. It is made up also of Europe’s doubts about our inten- 
tions on GATT and OTC. The United States would not remove all these doubts 
overnight by approval of these arrangements. But the United States will 
certainly strain such doubts beyond the breaking point if it follows a course of 
procrastination and uncertainty in the international trade field. 

We could, of course, look on our defense problem in still a third light. Can 
it be that we should now be thinking of a reversion to the concept of Fortress 
America? Should we abandon the concept of a community of free nations and 
plan to go it alone in the field of defense, hoping to rely on an arsenal of 
ICBM’s and missile interceptors yet to be produced? This position is so unten- 
able it scarcely warrants serious discussion. According to our military experts, 
a single large “dirty” bomb is capable of blanketing 100,000 square miles with 
radioactive fallout; a few of them, judiciously placed, could probably paralyze 
our major centers of population. We simply do not have the space to survive. 
Surely we are committed to a continued defense with our free world partners 
and, if we accept that major premise, our job today is to forge our free world 
ties as firmly as they can be forged, and as quickly. 

One last point on the subject of defense: The technology of warfare is chang- 
ing at so headlong a rate that it is almost impossible to keep one’s thinking 
on other subjects abreast of defense developments. But most of us will agree, 
I think, that the relevance of cheese and manila hemp and even of petroleum 
is fast fading to a minor position in the calculus of modern warfare. Anyone 
who has seen the sputnik riding across an early-morning sky over the great 
cities of the United States cannot take the debate too seriously when it argues 
that import restrictions on this product or on that are indispensable to United 
States security. Assuredly, our discussion of defense must rest on larger issues. 
Certainly we shall never lag in a willingness to examine the contentions of one 
domestic group or another that its production is indispensable for war, but we 
must assess these contentions in the light of modern warfare, not in the light 
of some outdated standards that may have been valid in earlier years. In this 
area, time has surely marched with 10-league boots. 

Your committee will be told many times in the course of theses sessions that 
the greatest contribution the United States can make to the free world is to 
maintain its own strength. This is a premise which all of us will accept. As 
far ahead as we can see, the continued strength of the United States will be 
indispensable to the collective strength of the free world. 

But what does this mean in terms of trade policy? Surely it is too easy to 
suppose that, once we agree on the critical need for maintaining our own 
strength, we have ipso facto made out a case in favor of protectionism. The 
evidence which your subcommittee has collected and published in its splendid 
compendium points in the opposite direction. Indeed, these papers indicate that 
the economic strength of the United States is being greatly enhanced by its 
participation in world trade. 

In attempting to appraise the impact of world trade on the United States 
economy, there are two ways of approaching the job. One can look painstak- 
ingly at each import and ask where competition is hitting; we can try to deter- 
mine how many lace weavers, glassblowers, hatmakers, and clothespin pro- 
ducers have been put out of work by foreign competition, and by this route 
we can come to some kind of assessment of the total effect of trade. These 
are most important considerations, to be sure. 

But if one reaches a final conclusion, on the basis of these considerations alone, 
one could get a grossly distorted view of the impact of foreign trade on our na- 
tionaleconomy. Trade sometimes destroys jobs but trade also creates jobs. The 
question is: What kinds of jobs are destroyed and what kinds of jobs are created? 
These answers, I suggest, are found in your subcommittee’s collected papers. 

As I read the record, the effect of foreign trade on our economy’s job structure 
has been something like this: There has tended to be a stunting of industries 
where the methods of manufacture have been frozen or where they have failed 
to keep pace with the development of the rest of the economy, or where consumer 
demand has diminished or even vanished. At the same time, the growth we have 
experienced in our newer industries has been all the greater because of the bur- 
geoning of foreign markets for these products. What we have been selling to the 
world, more and more, has been our skill in mass production, our skill in advanced 
design, and our skill in developing entirely new products and in marketing them 
abroad. 5 
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According to the reports your subcommittee has published, our exports have 
grown even faster than our domestic demand, in such products as construction 
and mining machinery, textile machinery, tractors and agricultural machinery, 
civilian aircraft, and railroad cars. And there have been great upsurges in our 
export of synthetic fibers, plastics, resins, prepared foods, and the “miracle” 
drugs. In broad terms, then, the effect of our foreign trade has been to take some 
of our labor from the benches and looms where it had worked with outmoded 
technology and at lagging productivity levels, and to place that labor in factories 
where the capital and advanced skills of the 20th century are in use. 

This shift would appear to have been a boon both for our economy as a whole 
and for the worker in our economy. It has increased his productivity manyfold 
and has created the basis for higher real wages and higher consumption. It is 
not a coincidence that the industries of the United States which rely heavily on 
exports pay significantly higher wages than those which are faced with import 
competition. I have often wondered, in light of these facts, how any of us could 
listen seriously to the unreal notion that foreign trade lowers our wage levels. 
To the contrary: Foreign trade has set our workers to the tasks at which we as 
a nation excel; it has left to other nations the jobs which we do least produc- 
tively. And everyone has benefited from the resulting exchange. 

So far, of course, I have spoken in broad terms. Yet, we must realistically 
bring our analysis to bear on specific situations. All of us are aware that 
progress takes place at a price—that the shift from wagons to automobiles, 
from glassblowing to the manufacture of synthetic rubber, leaves some workers 
stranded, too old or too poorly trained to make the shift successfully. The 
United States cannot overlook the problem of the groups in this unfortunate 
position; sometimes they are crucial and they deserve the help of a nation 
which can well afford to help them. That is why the organization which I 
represent is quite prepared to support some phases of the proposals now before 
the Congress for easing the transitional difficulties of the workers and the 
firms which cannot make the shift on their own resources. 

It is one thing, however, to be willing to ease this shift. It is quite another 
to block the shift altogether. As a nation, we can afford the first alternative; 
but we cannot afford the second. We are caught up in a world in which we 
shall grow or die. 

In conclusion, Mr. Chairman and members of the committee, let me urge, 
with all the solemnity and all the emphasis I can muster, that our economic 
policies in this cold war be determined with the same overall national interest 
in view as determine our political and military policies. I submit that the 
avowed purposes of Soviet Russia set our free enterprise system apart as even 
more clearly marked targets for Communist aggression than those in any other 
area. Just as we are now determined to strengthen massively our military arm, 
let us equally determine that our economic policies, both at home and in all 
our free-world relationships, shall similarly be strengthened; let us urgently 
work toward the creation of a free world sufficiently strong to deter decisively 
all aggression in the economic and trade area. If we are in a desperately 
serious economic conflict with Soviet Russia, as I am convinced we are, then 
one can only query if this is a time for “business as usual” or “politics as 
usual.” In World War II American business and American politics utterly 
disregarded both of these normal and proper peacetime practices. No nation 
in the world exceeded our democratic devotion to the end of winning that war. 
Today the very existence of the United States and its allies of the free trade 
world are challenged on another and, in some ways, an even more difficult 
front. Can we show less devotion to the national interest now than then? 

As for our immediate action, let us unhesitatingly renew the Trade Agree- 
ments Act next year without any weakening amendments and for a period of 
at least 5, and preferably 11, years. Let us approve the principle of the Gen- 
eral Agreement on Tariffs and Trade and likewise its essential operating 
mechanism, the Organization for Trade Cooperation. 

Let us here firmly announce to the world that we see increased free-world 
trade as a vital part of the security of the free world, that we propose to treat 
the whole problem with that high-level support which its contribution to our 
very existence demands and that we look to all other freedom-loving nations to 
join in this declaration with the same devotion. 

Failure to take decisive, effective and prompt action in the area you are 
now discussing, Mr. Chairman, can launch another type of sputnik whose con- 
sequences could well destroy our world. 
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Thank you very much. 
Mr. Boees. Thank you. 
Mr. Upgren, would you proceed. 


STATEMENT OF ARTHUR UPGREN, FREDERIC R. BIGELOW PROFES- 
SOR OF ECONOMICS, MacALESTER COLLEGE 


Mr. Upcren, Mr. Chairman and gentlemen of the committee; I 
think our last speaker has pointed out the great importance of our 
foreign trade policy as a part of our entire foreign policy. I think 
the next, and final, speaker in this summary will give us some of the 
strategy that we need to carry out a foreign policy effectively. I 
come near the end of the list, so I thought I would make somewhat of 
a summary to try to see if I can come close to what I would think 
would be the general consensus that we have, and should have. 

So I would like to subscribe to the point that our foreign trade 
policy should be considered as a part of our foreign policy, and then 
make a summary of that policy. 

It happens I came to Washington on July 5, 1934, to start work 
on the trade agreements program in the State Department. It 
started, I think, in July of that year. It seems fitting now that the 
policy has come of age and a little more, 23 years old, to look back 
and see what has been accomplished. I think all of those in the Con- 
gress can take great pride in what has been accomplished. Our 
tariffs for various reasons have come down from a 50-percent level 
at that time on dutiable goods to a 12-percent level. That is a fine 
achievement. 

In the same period, tariffs elsewhere have been lifted. It reminds 
one of Will Rogers, who after reading the Naval Disarmament Con- 
ference in 1923, I believe, said a conference of that type is one that 
we go to and agree to sink 2 of our battleships for each 1 the other 
fellow builds. We had a 5-5-3 ratio, and one country, Japan, had to 
build up to its share, and we had to sink some of our battleships. We 
have been reducing our tariffs for some 23 years while a fair number 
of other countries have been increasing theirs. 

But don’t mistake me, we have been doing very well indeed, and I 
think the medicine that we have accepted for ourselves is one that we 
can very heartily recommend to them. 

In this work of lowering tariffs, we have had the great assistance 
of the rise in the price of goods where there are specific duties. Per- 
haps our tariff reduction has cut tariffs by one-half of the total de- 
cline. We have had from, say, 48 or 50 percent to 12 percent, and 
the rise in prices of goods accounts for the other half. 

But a first-rate job has been done, and it is only natural that we 
now see various resistances to further reductions. There is the peril 
point and escape clauses. Perhaps those indicate that we have done 
a good job and go about as far as we can readily go given the political 
situation, and so now the recommendation might well be to make our 
policy one that stands on the present basis, and try to get good ma- 
chinery to administer it so that all of these interests are taken into 
account, and so that this committee does not have to do quite as much 
work as it has done so excellently in planning for these hearings. 

So that proper machinery to administer it which would take into 
account the suggestions Mr. Batt has made, that we fit it in with for- 
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eign policy, whereas it seems to me machinery that works on a peril 
point or considers an escape clause is bound to just see a tree or two 
and miss much of the forest. 

Now, these domestic economic policies we have, I would like to add, 
are of utmost importance. We do the greatest act of international 
assistance we can possibly render by keeping our domestic economy 
strong. 

I alah suggest that there is no single thing one can do to assist 
the world more than to drink a cup of coffee. That enlarges the 
imports of coffee which have gone up from I believe about $140 
million in 1940, or 1939, to about $1.4 billion. When we chew up all 
of these industrial raw materials, jute, burlap, and silk, and, nat- 
urally, rubber, by keeping a strong economy, we are succeeding in 
enlarging our imports quite “irregardless” of whether we have tariffs 
on them or do not have tariffs on them. 

The import flow of products into the United States has risen from 
$6 billion in 1946 to about $16 billion last year. 

I would suggest that the effect of lowering our tariffs on that total 
increase of $10 billion in our imports has been small. We now have 
our tariffs down and the question is whether our foreign countries 
so invest capital “over there” as to seek the markets which have poten- 
tially been made available to them over here. Therefore continuing 
the trade agreements program without the greatest emphasis on low- 
ering tariffs would seem very wise, to give them this steady and 
abiding approach to our markets which they want and which is some- 
thing they will undertake only if they are certain our tariff rates 
will remain as they are, for that period of time which makes it safe 
for them to invest capital in the enterprises that must be expanded to 
obtain a larger proportion of our own market. 

Next I would like to point out that now having done this very 
excellent job, lifting imports by $10 billion and lowering our tariffs, 
it seems to me that we come to the international court with very clean 
hands. So we have lacked, I think, the willingness to put pressure 
on Western Europe to develop a common market. 

I would like to just reinforce in the minds of the committee, some 
of the advantages that Europe would gain from that in the way of 
strength to achieve the very explicit purposes of Mr. Batt. 

A few years ago Dr. Gunnar Myrdal in Geneva made studies of 
the steel industry and the automobile industry of Western Europe. 
In Western Europe at that time they were producing 86 different 
makes of cars. In the United States we last produced 86 different 
makes of cars in 1912. None of them, I think the committee would 
agree, were very good cars. If Western Europe could do as Dr. 
Myrdal recommended, combine the market and make just a small 
number of cars, they could develop an efficiency which would greatly 
enlarge the per capita ownership of cars, which is I think 1 for each 
3.7 people in the United States, and about 1 for each 12 in Europe, 
and a little lower than that in Sweden, which I think has a ratio of 
1 car for each 7.4 people. 

Now a part of developing a potential economically that will give us 
a potential for defense in Western Europe is to build up these indus- 
tries that develop a very high potential. 

Next Dr. Myrdal considered the steel industry. In the United 
States, at the time he wrote, our average hourly wages were about 
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$2.25. They have since been increased to well over $2.85 an hour 
for the hourly rated workers. The price of steel at that time was 
about the same as in Belgium, in France, and in England, but the 
wages over there averaged about from 59 to 65 cents an hour, or only 
one-quarter of the hourly wage that our steelworkers earned in 
America. Now we will know since most of us are descended from 
those people over there, that they have the competence, and they have 
the ability, and they have cheap ocean, river, and canal transportation, 
and they have the coal and they have the iron. Certainly they should 
have as efficient industry as we have and if they could combine and 
get that scale of output which we have there should be every reason 
to expect a very, very great enlargement in the standard of living 
that would lead to larger exports on our part, and lead to larger 
imports on our part, as a result, and lead, of course, to this very, 
very great development of economic potential we want to give us a 
secure Western World. 

Now, lastly I would like to just deal for a moment with the interests 
of agriculture in the entire program. I think almost every one at the 
table comes from east of the Appalachian Mountains. Out where I 
now live, and I have lived for many years we consider the territory up 
and down the Atlantic coast as in the nature of a free port zone, we 
are a little distrustful of opinions that come from that area, because 
the United States we think is to be found out in the Ohio and Missis- 
sippi River Valleys and beyond in the Great Plains States. 

Agriculture has been a little diffident with respect to foreign trade 
policy, and so I would like to suggest to the committee that agriculture 
has a very great interest in the type of program for enlarging our 
imports carefully, and that grows out of the fact that our agriculture 
in the United States produces for 55 percent of its output livestock 
and its products. 

In Minnesota, Iowa, 72 percent of farm output approximately, is 
livestock and its products. 

Now, who consumes these livestock products? The workers and their 
families in the high-wage industries consume them. A low-wage in- 
dustry family isn’t much good to a Minnesota, Missouri, or Iowa 
farmer. They may do a few things for the thin lettuce that comes 
from California, and perhaps vegetables elswhere, but they are not 
large meat consumers. So that I think that our western agriculture 
and our American agriculture has an interest in lowering the tariffs on 
the goods where low wages prevail in order that the workers will 
gradually shift over into the high-wage industry which is where 
agriculture finds the major share of its markets. 

Of course, our population figures very strongly sustain this partic- 
ular policy. It is estimated generally by economists that in the next 
10 years we will want to produce a minimum of 36 percent more output 
of all goods and services, but that we shall have only about 6 percent 
more man-hours and woman-hours with which to achieve the output. 
How do you get a 36 percent increased output with only 6 percent 
more hands going into the production ? 

The only way of course is greatly to enlarge the capital placed 
between the hands of the worker and the job to be done. That is 
precisely the way in which you produce a high-wage industry. The 
researches of the committee, if they would permit, might investigate 
American industries, both for their high wages, for their maximizing 
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of capital investment. These are very good objective rules for ex- 
anding the markets for American agriculture and thus we should 
fit in our trade policy with that objective. 

So I would conclude by saying, then, that we have a very special 
problem ahead. First of all, we have had some 23 years of the 
trade agreement program and it has done very well. We are in a 
position where now we have resistance to further tariff cuts. We 
oppose the further concession, and when we give a concession and 
then hedge it with restrictions, quotas, peril points, and escape 
clauses, we act a little like taking a girl out to a fine dinner and then 
squeezing some of the dinner out of the girl afterward. We de- 
fend against the very thing that we have given and it doesn’t seem 
quite the thing to do. Let us not give the concession in the first 
instance. 

So we have a policy which has served us very well and now we 
face the fact that we could give to our countries that look this way 
a certainty that the policy will continue overtime, if we cannot 
achieve further reductions. 

Next we have the very special problem of the economic strength 
to create the potential for the defense of the free world, and thirdly, 
we have the problem in the next 10 years of an extreme shortage 
of labor relative to our output. 

If you take the new jobs into which workers have gone in New 
England, thinking heavily of textiles, and the total number of 
workers, New England has probably done the finest job of any area 
in the United States of getting its workers transferred to new and 
better jobs. Think of the great long-run gain. The long-run gain 
is that these workers will have the high-wage incomes of the elec- 
tronics industry, for instance, and with those high wages enjoy 
what we really think of as the American standard of living, which 
was just defined the other day as being something that produces a 
minimum pay or income of $72 a week, and that might be an ex- 
cellent standard to be guided by. 

If the wages are under $72 per week, if the capital investment 
per worker in an industry is substantially under the round $15,000 
average, these industries are not quite what we want, and as rapidly 
as we could ameliorate the difficulties of the transition period we 
should purposely reduce our tariff rates on the products at those 
‘industries to transfer workers over into the higher wage industries. 
The prospects for high employment are so very good in the next 10 
years that it gives a wonderful stretch of years in which to ac- 
complish this great goal of lifting the American standard of living. 

Mr. Boaes. Thank you very much. 

Mr. Lubell, we are very happy to have you, and I wonder if you 
would conclude. 


STATEMENT OF SAMUEL LUBELL, AUTHOR AND POLITICAL 
ANALYST, NEW YORK CITY 


Mr. Lusett. I am probably the only one around these tables who is 
not an expert in this field. During the war, it is true, I was an assist- 
ant to James Byrnes, while he was Director of Economic Stabilization 
and I was also Bernard Baruch’s aid on all his economic studies. 
Also, I have written a book on trade and our foreign economic policy. 
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Still I bring to this problem, I think, mainly the temperament of a 
reporter. 

I am a writer by business, and a writer tries to have opinions and to 
be provocative on a lot of things, and I suppose that is my specialty. 
I am also a political analyst, but I am not going to talk politics here 
today, unless any of the members of the committee are interested in 
their own districts. I would be glad to talk about them. 

A full statement of my views is contained in the paper I contributed 
to your compendium on foreign trade policy. Since that has gone in 
the record I will not bother to duplicate that here. 

I think that I can summarize my own position on this whole question 
very quickly, and also make a few comments on some of the things that 
other people have said here this morning. 

First of all, I do think that the reciprocal trade treaty program 
should be reenacted substantially as it is. That would include leaving 
in the escape clause, and the peril points. As I see it, we have in the 
world today something pretty close to a tariff truce. No country is 
changing anything too fast or too much. There may be imperfections 
and hardships and details that are worth trying to work on, but I can- 
not see any change up or down that would be worth doing if it means 
sacrificing the existence of this tariff truce with people not doing too 
much in the way of raising tariffs anywhere. 

This tariff truce is, I think, fundamental. Noone really knows what 
a normal economy is. We are probably just as well off to take the 
status quo as a working norm, and try to set up a pattern under which 
each nation makes as much of the adjustments as it can domestically 
and tries to avoid having some other nation bear the brunt of adjust- 
ment. We ought to set an example of working together, of trying 
to exhaust our domestic means of adjustment before we push any mal- 
adjustments that may come up on to some other nation. 

This it seems to me is about the most workable approach. Along 
with that, you should have sort of machinery which the present trade 
treaties program has, to enable people who feel stepped on, and who 
are suffering hardships, to come and state their case. As far as 
possible these cases should be judged on a factual basis. Let the 
person who is hurt bring forward the facts of his injury. Then it 
becomes a question of the judicial determination by the agencies 
charged with this responsibility. 

So I don’t think that the present setup is really too bad. I won’t 
say it is perfect. But considering what we have had in the past, and 
what you could get into, I would just as soon stay where we are, and 
say “still pond, no more moving.” 

Now, as to the relationship between the Executive and the Con- 
gress in this, I hope the Members of Congress won’t take offense if 
I say that I think that the job of tariff negotiation should be left to the 
executive branch, in view of our larger strategic economic interests. 

On the other hand, I do think that Congress should set up the 
standards to guide the Executive and should provide the machinery 
so that things that the people in the executive branch might be in- 
clined to overlook are at least brought to their attention, through the 
escape clause or something like that. 

I am a little skeptical about extending this act for 5 or 10 years, 
or 7 or 11 years. I do think there is great advantage in making clear 
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to the world that this kind of a program is now our permanent tariff 
olicy. 

. tn pioleks manner that is done, that would be fine. But I also 

think that every administration should have its implementation of 

the policy reviewed at least once. Congress should have a go at the 

executive branch at least every 4 years and see whether the purposes 

of the act are carried out. 

Also, I am not prepared to go along with many people who favor 
the trade treaty program, who think that Congress ought to abdicate 
its power in this situation. I have not been overimpressed with the 
wisdom of the executive branch in foreign economic policy. Or 
let me put it this way, I don’t think the executive branch has all the 
wisdom about these things. People in the executive branch still are 

roceeding on a great many obsolete assumptions. I think Congress 
his a very vital role to play in this whole picture. It seems to me 
that the best compromise would be to make clear that the reciprocal 
trade program is permanent but add to it a review every 4 years. 
The review nisin should be staggered so that each incoming ad- 
ministration would at least have a year in which to get its feet wet, 
or maybe 2 years, before the review. Maybe the half administration 
yoint is the best time to have this review. But certainly there should 
e a review once every administration, and once every 4 years. 

That sums up my comments on the reciprocal trade treaty pro- 
gram. Having said that, I want to make a couple of other points. 

One is that this tariff issue is not as important as the previous 
speakers have said. It is time we realized that tariffs are only a 
very small part of the whole picture. 

I go along with Mr. Batt in feeling very strongly that we are in a 
war. Everything that we stand for is under ceaseless attack. We 
have not yet awakened to the realization of what needs to be done 
to meet that attack. 

Now I think the problem we face is this: There are trade problems 
of how one industry is affected by imports or exports and how another 
industry is affected, and that in itself is not too important as against 
the main problem. The main conflict that we face is that our economic 
interests, which must be a sort of projection of the trends of our own 
domestic economy, do not dovetail with our strategic interests, In 
Latin America, by and large, they do. But in the rest of the world, 
there is a tremendous gap between the economic measures we need to 
take in defense of our national security, and what our normal trade 
and investment interests are. It seems to me that this is the problem 
that should receive top priority and consideration, and that is not 
being done, or rather it is being done inadequately. We must have an 
overall global strategy, into which everything fits in as a part of the 
vere Such a strategy will not be formulated under the setup we now 
lave. 

The step that has been announced of centering all of these economic 
activities under an Assistant Secretary, or under an Under Secretary 
of State won’t work. That is really a step backward. This comment 
has nothing to do with Mr. Dillon personally. But that is not the way 
to do what needs to be done. A vigor and energy in operating detail 
is needed beyond what anybody working in the State Department will 
be able to manage. 
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What I think we need to do is to set up what might be called an 
Advisory Commission on Economic Defense and ee This 
oup should have two jobs. First, it should set out and do a job of 
rawing up a global strategy in economic terms, country by country, 
how best can we use our economic resources to implement our strategic 
policies, and how well we can use our economic resources to implement 
the resources that each individual country will put into the picture. 
This thing has to be worked out in great detail, country by country, 
and resource by resource. 

Once that is done, this Commission then should act as a sort of 
combination watchdog and planning body, to guide the implementa- 
tion of this overall policy, advising our businessmen how best to do 
it, and acting in certain situations where opportunities may arise, to 
use our economic power. 

These situations may exist now, but since it is no one’s responsibility 
to act on them, we let them go. 

I believe, in relation to Soviet economic power, that we should put 
ourselves into a much more flexible situation. We can, for example, 
offer to buy from the satellite countries the things they are now selling 
to Russia. We could offer the satellites a little more, a little higher 
price. In that way we would increase the bargaining power of these 
satellites against the Soviet Union. 

We ought to watch everything that the Russians get from these 
satellite countries, or rather what they give to these satellite countries, 
and see wheher we can’t go in and underbid them on the price that 
these satellites are paying to Soviets. 

The military and political control that the Soviets have will prob- 
ably settle what these countries finally do, but we will have 
strengthened the bargaining power of these satellites against the 
Soviets. 

Now, I think that all over the world we are faced with situations 
where it is not good enough just to draft the legislation and then 
hope that somebody is going to act on it. We need some kind of 
active operating agency in the picture to follow these things place 
by place, and day by day, and come through with specific suggestions 
for action. There should be safeguards, of course, in what is done, 
but the main objective can be visualized this way—you have sitting 
in the Kremlin a group of men who are trying to make trouble for 
us and the rest of the world every place, all the time. We ought to 
have somebody sitting in one place here trying to figure out ways 
of counteracting this trouble in a constructive way. Now this is our 
job. It has to be made some one person’s responsibility. It will 
never be done piecemeal by passing a law here, giving foreign aid 
there, and doing something else on the other side. 

Then I had one final thought that I wanted to pass on: Professor 
Schelling here has passed a remark that we ought to get out of our 
depression psychology. I think we ought to also get out of the 
psychology which assumes that just reducing trade barriers, by them- 
selves, is an end worthwhile in itself, that it is the end policy or 
objective. 

here is a tendency to look to tariffs for the solution of all kinds 
of things that it cannot possibly do. It seems to me that some- 
where, increasingly, we ought to make clear that tariff changes can do 
relatively little one way or the other. 





FOREIGN TRADE POLICY 43 


Now, Mr. Geiger in his paper—and we are old friends, and so this 
is entirely impersonal—used the comment somewhere that “whether 
justified or not, it is nevertheless a fact of life that our allies in 
Western Europe, many of our best friends among the underdeveloped 
countries have convinced themselves that liberalization of American 
import policies is today a major test of American leadership in the 
free world.” 

Well, I have been abroad and I have talked to a lot of Europeans. 
This, of course, is a nice argument they can use to hide behind and 
bargain. They set up a kind of strawman by asking the United 
States, “Why don’t you liberalize your trade policies” and then pro- 
ceed to do a great many things that they want to do which we might 
not like. 

Now, I think the fact of life is that no liberalization of trade 
policies that we could make would actually provide real leadership 
in the world. It is ridiculous to think that we can change our tariff 
policies sufficiently to justify the British, for example, making their 
currency convertible. If the British have to rely on American tariff 
adjustments to make their currency convertible, they should not make 
their currency convertible, because there is no tariff adjustment we 
can make that will ease the pressures Britain is under. These pres- 
sures are the result of a great many forces, which tariff adjustment 
simply cannot touch. 

It is a British responsibility to decide whether ey want to con- 
vert their currency or not. If they are afraid to do so, let them 
operate their own affairs. They have great problems, and I think 
of them as our strongest ally. We should not kid ourselves that we 
can do something to make their currency convertible by adjusting 
tariffs. 

If the impression exists that American tariff reductions are vital 
to the rest of the world, then I think, rather than to adjust to this 
false impression, we ought to try to change the impression. Facts 
of life, if I may use that phrase, ought to be things that are true 
rather than delusions that may exist because of propaganda or 
which may be used for bargaining purposes. In all of these things 
our allies have to look out for their bargaining situation. 

I suppose a good alliance comes from striking a bargain that is 
mutually advantageous to both. 

It is time that we impressed the world and impressed ourselves 
with the limitations of what you can do with tariff adjustment. A 
great many things need to be done in our foreign economic policy, 
but we can’t change our tariff rates much to make it possible for 
these nations to come into our markets. It is somewhat questionable 
even whether they are as anxious to do so as sometimes they talk. 

Britain’s problem is one of dividing its resources between how 
much they can send to our country here in the way of trade and 
how much they can invest and sand into their own sterling area, to 


maintain their influence there. They are continually adjusting that 
balance. They have tended to give priority to investing in their 
own favored area. They have not wanted to put their first resources 
into American markets, and really from the point of view of the 
whole strategic picture there is no reason why they should. It is 
certainly to our interest that they be a stabilizing force all over the 
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world rather than that they just sell a little more in this country. I 
think there is need for a balance, and that is sometimes overlooked. 

I made a couple of notes that I wanted to comment on. Mr. Batt 
used the phrase that we should meet the Soviets on carefully calcu- 
lated grounds. This is exactly what I would like to see. I think we 
ought to work out the needs of. our situation, country by country and 
place by place, and I don’t think that you can do this without a perma- 
ment group that is working on this all day long. 

I have already mentioned that I agreed with Mr. Schelling’s point 
that it was more important to avoid new tariffs than to reduce the old 
ones. The status quo is better than risking too much change. 

Now let me run through a couple of notes here, and then maybe I am 
all through. 

There is one other point : Somebody passed a remark that we have to 
assume that the least possible interference with world trade is best. 
That was Mr. Schelling. I think we all agree with that just as we 
all agree with Jefferson’s remark that the Teast government is best. 
But our problem really is that we can’t have this ideal of the least gov- 
ernment anymore. Our own economy is now a managed economy. 
This has happened under a Republican President. More and more the 
Government is getting into managing the economy to a greater degree. 
Now all over the world we are dealing with managed economies. Why 
should we cling to this naive idea that import controls are not a neces- 
sary part of a managed economy? If you are going to have a man- 
aged economy, you use all of the tools at your disposal. Certainly, the 
control of imports is crucial in some countries like Britain. The whole 
island would go under if they ever let people import all they wanted. 
All of Britain’s financial crises in the postwar period have come from 
importing toomuch. They were importing beyond their ability to ex- 
port in view of their other requirements, even while they were increas- 
ing their exports. It was not that they were not able to increase their 
exports but they imported too much. 

We in this country set an example to the rest of the world of how 
everybody can live beyond their means. Why should we expect 
other countries not to live beyond their means if they can get away 
with it, too? I think we ought to move toward a philosophy or 
concept which will recognize that control of foreign trade is an 
almost inevitable complement of a managed economy, and that the 
real decision or choice that you have is how well you manage it. The 
essential question is: Do you manage it for the interests of a few 
individual industries or for the national country as a whole? 

The problem is not to throw out the managers, and not to throw 
out the controls, but to get a set of objectives and methods and ma- 
chinery that will enable us to use these controls for our common 
strategic effects. 

Let me repeat this: It is much more important how we defend this 
country than whether we provide some assistance for some industry 
that is going to be hard hit by some economic adjustment one way 
or the other, or give some industry a little more profit. What hap- 
pens inside this country we will be able to work out among ourselves, 
with give-and-take and adjustment. We have enough political sta- 
bility to do that. 

What happens abroad though, this is where we don’t get a second 


try. 
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Mr. Boces. Thank you very much. 

It is 12:15, gentlemen, and I think that it is probably best that 
we recess now until 2 o’clock. We will come back and have a dis- 
cussion among ourselves. If that is convenient to all of you, we 
will do that. 

We will stand in recess until 2 o’clock. 

(Thereupon, at 12:15 p. m., the committee recessed, to reconvene 
at 2 p. m., the same day.) 


AFTERNOON SESSION 


Mr. Boaes. Gentlemen, we will come to order. The panel is now 
open for discussion. 

Mr. Reed, would you like to start off by propounding an inquiry to 
some of these distinguished gentlemen. 

Mr. Reep. One of the things I would like to ask the panel, because 
the membership can probably enlighten me on it, and some of you 
mentioned it, is that much of this tariff situation is plaguing this 
country so far as imports are concerned. It would be greatly re- 
lieved if they developed a mass market abroad, which they could do, 
as I understand. What do you have to say on that subject? What 
I mean by that is this: The wages over there do not give any pur- 
chasing power, so they have not much of a market. Then they have 
a lot of barriers within their own small countries over there which 
they could eliminate. We would be glad to hear you on those 
subjects. 

Mr. Uperen. I will be glad to make one comment. There hap- 
pened to be an article in this morning’s New York Times telling in 
great detail about the visit of a typical factory worker from Britain 
to our country. It tells about his family life. He earns $33.81 a 
week as a toolmaker. His counterpart over here earns $3.50 an hour, 
which would be something over $133.81 a week. He has no car, and 
seldom goes to the theater. He rides a bicycle 5 miles to work. 

The limitation as modern technology goes ahead is the same old cul- 
tural lag we saw before Bismarck unified the broken-up set of coun- 
tries into Germany, the German Empire of 1871. Now the industry 
of Germany forged ahead in a generation and caught up to the British 
level. Similarly, if we could have that forging ahead by all Europe 
today, which they are working on, they could move forward and pro- 
duce in a way that would lead to that high standard of living we want 
for them. ‘That, of course, would lead to a high rate of purchase from 
us, and they might then produce more things we would be able to buy. 

Mr. Rep. Following that, they would not have to be fighting to get 
into our market all the time; they would have a market of their own, 
would they not ? 

Mr. Urcren. It would certainly be immensely larger than it is today. 

Mr. Reep. Certainly. Thank you very much. 

Mr. Bocas. Gentlemen, I would like you to discuss some of these 
things among yourselves, if you will. 

Mr. Gorpvon. Mr. Chairman, if I could make one comment on what 
Mr. Upgren and Congressman Reed were just saying, I would appre- 
ciate it. 

Mr. Bocas. Yes. 
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Mr. Gorvon. If one looks at the trends in the last 10 years, and I 
think Mr. Batt mentioned before that I succeeded him as Minister for 
Economic A ffairs in London and for the year 1952 to 1955 was able to 
observe this at first hand, there has, of course, been a great increase in 
the living standard and real wage levels in Europe. In fact, Europe 
has been growing economically more rapidly than we for the last 8 or 
10 years. Actually, I think that the average comparable British real 
wages today are closer to one-half ours than they are one-quarter. 

Mr. Ureren. I used the tool workers. I would not call that repre- 
sentative. 

Mr. Gorvon. I think, if you take it across the board, one-half is 
closer the figure. Ten years ago it was about a third. So there has 
been progress in this direction. I do not think, however, that it would 
be right to assume that the further increase of European prosperity, 
with the help of the common market, will mean less interest in the 
American market. I would hope that it would result in two-way 
trade. Obviously, the thing has to work both ways. 

I think it will result in a decline in certain types of our exports to 
Europe, particularly machinery. I would hope that it would result in 
an increase in agricultural exports to Europe as the living standard 
increases, but those cannot be paid for unless there is trade the other 
way. 

So, I think I would have to raise a question as to whether increasing 
European prosperity will necessarily mean a lowering of interests of 
Europe in finding American market opportunities. 

Mr. Barr. There are two other aspects, Mr. Congressman, which I 
would like to emphasize because they are fairly basic to the discus- 
sion that we have had here and that you always will hear when we 
discuss tariffs, and that is the tariff rate is one thing and the other 
conditions which surround the sale and importation of goods may be 
something entirely different. When we talk about wages, we are talk- 
ing about hourly rates. 

Mr. Murchison made the statement this morning, which I would 
like to see him change somewhat, when he said the productivity in 
Europe was substantially the same as productivity over here, given 
the availability of the same types of machines which we use. That 
is only superficially true. You can turn out the same number of 
wedges with a skilled French worker with the same type of machine 
as you can in the United States, provided one important thing, and 
that is that you have the same type of management in Europe, and 
you do not have that. 

Management in Europe, with some exceptions today in Germany, 
some exceptions in France and England—management in Europe 
broadly is much further behind management in the United States 
than any of the technical processes, as such. I think that needs to 
be emphasized. 

There is another thing, and I want further to add this, that one 
of the great contributions of the American program abroad, aside 
from money and really much more significant than money, has been 
to teach Europe as much as it would learn of American management 
methods. 

We brought groups of management people over here, exposed them 
7 the type of organization we have, and it has had a noticeable 
effect. 





FOREIGN TRADE POLICY 47 


The next thing is that we have done so much more in applying 
basic science than Europe has. Let me put it another way: No one 
ought to have been surprised at the sputnik development of the 
Russians. 

Many of the significant advances we have made have been based 
on European basic sciences. We are good at applyin it. 

The aid program in the last 3 years has brought 200 topflight 
basic scientists to the United States to expose them to American 
methods in the field of applied sciences. There is not a school in 
Europe comparable to the Harvard School of Business Administra- 
tion or many other schools which are so common. Those schools 
do not exist in Europe. 

So, American management is so far ahead of Europe that, even 
with the same machinery, Europe is far behind us in the final pro- 
ductivity output. 

Mr. Reep. We appreciate that. How do you account for the great 
comeback on the part of Germany? She is getting her markets 
again in South America, in Central America, and in other places. 
How do you account for the greater progress she has made compared 
to that made by other European countries ? 

Mr. Barr. 1 am not a German authority. I will answer it to the 
best of my ability. It is made up of 3 or 4 phases. 

In the first place, she had large dollar payments and hard-currency 
peoments mello as a result of the occupying forces. She has not, 
ierself, had a defense load to carry. That is a major factor. 

She has, however, worked very Lenk Management in Germany, 
in my judgment, is among the best in Europe, and management and 
men have worked very hard. It has been a self-denying economy, 
and it has, as a result, of course, accumulated the largest gold and 
ae balances of the large trading nations outside the United 

tates. 

Mr. Reep. I remember some years ago, as I recall it, Great Britain 
was worried because Germany was making such progress in industrial 
development and in obtaining markets. Great Britain sent a com- 
mission to Germany—lI have forgotten the name of the commission— 
to study the system Germany was following and the English found 
out that the vocational education Germany was giving her mechanics 
was outstripping England’s in nackanioel aluik That is true today, 
is it not? 

Mr. Barr. It is. 

I spent the summer in France. I think the French are actually 
and with cause more worried about their competitive position vis-a- 
vis Germany than the British are, but both of them are seriously 
concerned. 

Mr. Reep. Thank you. 

I do not want to consume any more of the time. 

Mr. Boees. That is all right. 

You have brought up a very important subject. 

Mr. Murcuison. Mr. Reed, if I may comment on Mr. Batt’s 
suggestion. 

Mr. Reep. Yes? 

Mr. Murcutson. My experience, of course, has been mainly in 
the field of textiles. For many years, I was president of the Cotton 
Textile Institute and became economic adviser in 1949, when I reached 
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that point of age where such changes are desirable, and over those 
many years I had a very deep responsibility regarding this particular 
industry in the United States. I had occasion to make trips both to 
Japan and to England and to engage in a number of international 
textile conferences. In the course of that same experience I also kept 
in touch with technical developments in those countries through the 
engineers who had international interests. 

On the basis of that experience I believe I can say with a very high 
degree of confidence that in textile production generally not only is 
technical development in these foreign countries of the same high 
order as ours, but that management itself has already mastered those 
peculiar qualities and techniques of American management. They 
have been the continual source of conversation at these international 
meetings for the last few years. They were special topics of dis- 
cussion at the International Federation of Master Spinners in Eng- 
land only a few months ago. 

We feel, therefore, that management is not lacking, the technical 
facilities of these countries are not lacking, and the major difference 
now remaining in the broad field of textiles, speaking in terms of com- 
petitive relationships, is the wage factor. Of course, that has been 
supplemented to a very large degree by our own American cotton 
policy, of course, which has the effect of providing a cotton market, 
cotton supplies to all of these foreign countries from 6 to 8 cents per 
pound cheaper than the prices available to the American industry. 
So, for the moment, that too is a very important factor. 

When I speak of textiles I am not confining my observations to the 
general run of cotton textiles but to the broader divisions of the 
industry which would include woolens as well as floor-covering manu- 
facturing. We find that in Belgium, for example, in the manufacture 
of carpets, they are not only masters with the very best techniques 
and have the advantage of the most modern machinery, but they have 
that same management quality which we expect to find——- 

Mr. Reep. The lower wage, too? 

Mr. Murcuison. In the average American industry. 

Mr. Reep. And the lower wage? 

Mr. Murcuison. And wages in the carpet factories of Belgium— 
the wages average around 40 cents an hour compared to $1.80 per 
hour. 

Mr. Reep. I did not quite hear the last figure. 

Mr. Murcuison. Compared to $1.80 in the United States. 

Mr. Reep. Yes. 

Mr. Murcuison. Those cost differences are not offset by lower pro- 
ductivity. That is one of the new developments which I think 
should be kept in mind in consideration of tariff revisions. 

Mr. Reep. At one of the last meetings of the so-called Randall 
Commission, Senator George, a distinguished gentleman whom you 
all know, was lamenting the fact that the textile industry in his 
State was over 100 years old and was driven to the wall by the im- 
ports from Japan and other countries. 

You have been speaking about England. What about Japan? 

Mr. Mourcuison. I think in that connection, Mr. Reed, I should 
mention the fact which has not been mentioned here this morning 
to my great surprise, perhaps my fault, but I am not here represent- 
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ing any particular industry; I am here thinking in terms of general 
principles. That is the reason I did not mention it. 

But the Japanese agreement which resulted in very drastic tariff 
reductions on cotton goods produced something in the nature of an 
international commercial crisis. You might put it more strongly, 
I think I could probably and still be conservative—international 
diplomatic crisis between the United States and Japan. The enor- 
mous and rapidly accelerated inflow of Japanese goods was of such 
magnitude that it was wholly beyond the reach of the escape-clause 
provisions of the Trade Agreements Act, and it had to be done by 
governmental action, which did set up a quota. ; 

I took very close cognizance of what was said this morning by 
one of our speakers in opposition to quotas, and of course, as a gen- 
eral principle I think we would agree with what he said. But here 
we have an illustration of a situation that cannot be solved in any 
other way, and again it comes back to that tremendous wage differ- 
ential. r 

Mr. Reep. Is it correct to say then, as I understand you, that they 
avoided this agreement by simply sending in finished products, the 
cotton goods, into this country ? 

Is that what you mean ? 

Mr. Murcuison. Yes. As I pointed out this morning, the incom- 
ing of the finished product in view of the fact that the finished prod- 
uct is a standardized commercial article, has repercussions far wider 
than any immediate point of impact. 

Mr. Reep. Yes. 

Mr. Murcuison. The basic textile goods, referring to that indus- 
try merely as an illustration, have a way of affecting prices. They 
move in the open market, and have a way of affecting prices through- 
out the entire industry. So for that reason a new concept of injury 
has to be built, and that is one of the reasons why this morning I 
emphasized so strongly what in my view is an integrated relationship 
of the American production system which makes it impossible to think 
of any industry or any subdivision of an industry as being separate 
from the whole. They all contribute to the total strength. They 
all benefit from exports. They all benefit from imports where im- 
ports are desirable and where imports are injurious they all suffer. 

Mr. Reep. I understand, too, that some years ago Great Britain 
sold to Japan much machinery for the handling of the cotton and the 
Japanese improved on that machinery, but they kept it secret so that 
England could never find out the technique that they were using and 
it gave Japan a great advantage in competition with England. 

Mr. Murcutson. Those techniques were more or less hidden trade 
secrets for a long time. They are now out in the open. The Japanese 
have the very finest machinery. As a matter of fact, they have con- 
tributed to machinery design and refinement as much, I would say, 
as any other country, I would say in the world. 

Mr. Reep. Thank you very much. 

Mr. Boces. I might say at that point that members of this subcom- 
mittee visited Japan last year, aa it was our observation, or at least 
it was mine, that the Japanese textile industry is a very modern, 
efficient industry, and that, excepting a few areas, namely velveteens, 
blouses, and one or two other things, the extent of competition with 
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domestic mills was rather insignificant, amounting to about 3 percent 
of our domestic production. However, in the field of velveteens and 
ginghams imports constituted a much higher percentage of domestic 
»roduction and competition was very heavy. Consequently, it was 
in those areas that most of the difficulty occurred. But the Japanese 
industry is highly modern and very efficient. 

Mr. Murcuison. If I may just carry your thought further there, 
it was not so much the total volume which created the crisis in 1955 
and 1956 as it was the tremendous rate of growth. The growth was 
accelerated at an incredible speed and it continued. Then such per- 
centages of 5 percent or 6 percent of domestic production was quite 
high. 

Mr. Boces. Of course, they also took over a million bales of Amer- 
ican cotton. 

Mr. Murcuison. Oh yes, I know. They took it away from the 
Americans, while the American mills were declining a million bales. 

But perhaps more basic, more fundamental than that is the fact 
that the Japanese buy their cotton in the world market; that is, such 
cotton as is not sent to them under Public Law 480 or by special laws, 
and, of course, that is their policy and in that respect they are the 
same as the other countries who are also important 

Mr. Boces. I would like to have the discussion turn from the one 
commodity, cotton, to the subject of the effect of certain general aspects 
of our agricultural program, namely, the selling of commodities on 
the world market at a price different from that on the domestic market, 
and the effect of this program upon our trade generally. 

Would somebody be good enough to comment on that? 

Mr. Ureren. I would be glad to open. I will be glad to open up a 
comment. I suspect there is—— 

Mr. Boces. We are having a separate panel discussion on this gen- 
eral subject. But in light of the fact that we are just discussing the 
broad implications of American foreign trade policy, I think it is 
entirely appropriate to have a discussion of this matter at this point. 

Mr. Ureren. I suppose one of our greatest difficulties is trying to 
support the price at home above what we sell abroad. I think there 
is no escape from that circle except having further restrictions, and 
the restrictions take the form of acreage restriction. Then the farmers 
use their better acres, and then we have the astounding results this 
year that our cotton farmers produced on 13 million acres as much 
cotton this year as they did in 1930 on 43 million harvested acres. 

So we set up a system to suport the price and restrict the acreage 
and then the farmer sets up a system to defeat that. 

As one looks over it, the only thing one can perceive is that there 
be a persistent breakdown because of the efficiency of agriculture and 
I believe we had some of the special cottongrowers, long staple grow- 
ers, appeal to the Congress or the appropriate committee against price 
supports to give them a chance to expand markets. If I might follow 
up the hint the chairman gave, I think those of us who are interested 
in agriculture’s growing needs and those of us who are interested in 
growing cotton, if we look at our own self-interests, should form 
cheering galleries, cheering the Japanese on, because when they sell 
cotton elsewhere in the world they put a lot of their inexpensive labor 
and a lot of our expensive cotton in their textiles. If we can retreat 
moderately and safely from that industry, which is essentially a low- 
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wage industry, they are not making this $72 a week, and transfer the 
workers over, that will permit the purchase of meat and products 
produced out our way. The clue to all this, I think, is to minimize 
the investment per worker. 

If we want a progressive nation we must expect that certain indus- 
tries will retreat and we cannot save them. It would have been a 
gem mistake to save the jobs of teamsters as teamsters. Now truck- 

rivers have a mighty efficient piece of equipment and their wage 
levels are extremely high. That is the shift we want. 

I think the difficulty is that in cotton textiles the investment per 
worker was about $3,000 before World War II. We need a higher in- 
vestment to lift the productivity, and that change should come, Then, 
finally, as Carl Major Wright has shown in his book Economics 
Adaptation to a Changing World Market, in countries as they get 
richer the pursuit of the cotton textile industry is not one that means 
producing a product with a high elasticity of demand. We should 
move into other lines. Similarly, if we could move the workers over 
into these other lines we could have a better level of living for them. 

Mr. Murcuison. I must hasten to correct the statement made by 
Mr. Upgren regarding investment to the cotton textile industry. I 
think he mentioned the figure of $2,000. Did I hear you correctly ¢ 

Mr. Urecren. Prewar $3,000. 

Mr. Murcuison. Oh. 

At the present time a single loom costs much more than $2,000. Of 
course, a single worker will handle a great number of looms, 15, 20, 
25. I would say that in the cotton textile industry the average in- 
vestment in capital goods per worker compares very favorably with 
that of any other industry. 

Mr. Curris. Could I ask a question ¢ 

Mr. Boaes. Yes. 

Mr. Curtis. Do you know what the actual figure would be? 

Mr. Murcutison. No, the figure is available. I am depending upon 
memory and I would beafraid tosay. But it is high. 

Mr. Curtis. Mr. Chairman, could we have that put into the record 
when it is furnished ? 

You can get the information and submit it for the record, can you 
not é 

Mr. Murcuison. I would be very glad to do that. 

Mr. Boaes. Without objection it is so ordered. 

(The data furnished by Mr. Murchisen is as follows :) 


INVESTMENT PER WORKER IN THE TEXTILE INDUSTRY 


As of the end of the second quarter 1957, investment per employee in the tex- 
tile mill products industry was $8,647, compared to $12,223 per employee for all 
manufacturing industries (71 percent). The figures are based on assets data for 
manufacturing corporations as reported in the Quarterly Financial Report, sec- 
ond quarter 1957, by the FTC-SEC computation was as follows: Total assets less 
United States Government securities, divided by number of manufacturing em- 
ployees in June 1957. ; 

In the interpretation of the above data, it is important to note that the textile 
industry normally operates on a three-shift, around-the-clock basis. Hence the 
capital investment per worker in a statistical sense is only one-third of the capi- 
tal investment per job. In other words, if the industry were operating on a two- 
shift basis the capital investment per worker would be approximately $17.000. 
On a single-shift basis, it would be in excess of $25,000. 
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Mr. Scuetiine. I would like to say a word on the subject of textiles 
and wage levels because I think we really hit the crux of the problem 
that inevitably arises in these discussions. 

I would first say I agree with virtually everything Mr. Murchison 
has said. I also agree with virtually everything Mr. U pgren has 
said. 

We have some incontrovertible facts here that focus on the problem. 
The truth seems to be that in the textile industry, as in some industries, 
foreign countries, even underdeveloped countries, do not find an in- 
superable management problem ; they do not find an insuperable prob- 
lem of training workers, either training them in a technical sense or 
getting an industrial labor force able to accept the social conditions of 
manufacturing. They do not find it difficult to perform whatever mar- 
ket analysis is required to produce a product that will sell. They 
tend to deal in sufficiently standardized commodities that they do not 
— sophisticated marketing procedures. 

I do not know enough about the textile industry to have any confi- 
dence in my own opinion as to why this is true of textiles, but it has 
been true of textiles since the Indians began to compete w ith the Brit- 
ish more than 100 years ago. The Japanese demonstrated before 1900 
that their quickest accomplishments 1 in industrialization, and in com- 
peting with Western Europe, was in textiles. It seems to be true in 
developing countries today, including, I would say, Communist China, 
that the easiest kind of manufacturers for a backward country to get 
into is textiles. 

As I say I am not sure why this is true but it seems to be true. 

Here we have, I think, a case that clearly typifies what Mr. 
Upgren was referring to. We have a case here of the kind of in- 
dustry that in a country like the United States is bound to contract 
and suffer serious loss of sales if it is not protected. This, I think, is 
something most of us can agree on. 

A lot of the reason, true enough, is low wages; but that does not 
quite hit the point because the Japanese wages are not particularly 
low in textiles. American firms that do not have trouble competing 
with the Japanese, whether in this country or in Japan itself or in 
third countries like Brazil, also pay American wage levels; and on 
the average they pay higher wage levels than American textile firms 
do. So, we are dealing not with the fact that low Japanese wages— 
or eventually low Indian w ages, low Belgian wages, low Ttalian 
wages—are the cause of the problem. It is that the low w ages in the 
foreign countries do something to the American textile “industry 
that by and large they do not do to most American industries. 

This seems to be because textiles is an industry in which it is 
comparatively easy for a low-wage country, a country that lacks 
American business methods and business sophistication on the whole, 
to succeed in competitive manufacturing. 

We are faced then with the kind of question Mr. Upgren has 
pointed to: do we want the textile industry, as an industry, to sur- 
vive at its original size and with the level of prosperity that other 
American industries enjoy, or is there an advantage in letting 
American resources shift into the kind of industry in which we do 
successfully compete with the Japanese and others, even though our 
wage levels are so much higher than theirs? 

I do not see any way really to evade this question. 
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Mr. Boaes. I do not want to cut anybody off. But we have a special 
panel discussion scheduled on the textile industry. In light of the 
fact that we are today considering the very broad aspects of the trade, 
I wonder if we could not move on to discuss some of these matters. 

Mr. Gorvon. There was one very broad topic raised this morning 
which I hoped we might turn to for a little bit of time. 

It has to do with the connection between imports and exports gen- 
erally and whether or not there is a dollar shortage. I was very 
troubled by some of the statements Mr. Murchison made which might 
lead to the impression that other countries have been accumulating 
reserves in very large quantity, and that there is not a dollar shortage 
problem. 

He mentioned the figure of $32 billion of foreign reserves. I have 
in front of me the October Federal Reserve bulletin which shows a 
figure of some $31 billion, including holdings by international insti- 
tutions. 

What I think is important, however, is not the size of the figure 
but the trend. 

Now, the fact is that for 6 years, from 1950 to 1956, as I point out 
in my paper in your compendium, foreign reserves of gold and dollars 
generally were increasing. This was a period of very great liberali- 
zation of foreign trade restrictions against American exports, and 
it was of course, a period in which we have enjoyed this tremendous 
export boom. 

In the last year there has been generally a reversal of this trend. 
Our exports have gone up substantially more than our imports. 

The boom was made possible, and these increases in reserves were 
made possible, largely coca of extraordinary American overseas 
expenditures of one kind or another: pay for the troops abroad, mili- 
tary expenditures abroad, expenditures on bases in Europe and else- 
where, and of course, the aid program. 

Now, some of these things I hope will continue; others I would 
expect rather to decline. In any event the actual trend for the last 

ear has been in the other direction. Foreign gold and dollar hold- 
ings during the first half of 1957 went down by $640 million as com- 
pared to an increase of $900 million in calendar 1956 and over $1 
billion in calendar 1955. 

The other point is the question of distribution. We all know that 
Germany has been accumulating a very large proportion of the total 
increases. If you look at the distribution you find reductions in the 
last year or year and a half in a whole series of countries that are 
important trading partners of ours: Belgium, Denmark, France, 
which Mr. Murchison referred to, Greece, the Netherlands, Portugal, 
Spain, Sweden, even Switzerland, Turkey, the United Kingdom, and 
the whole sterling area, which has been in exceeding serious financial 
position and has, as you know, drawn on the Export-Import Bank 
and obtained a special line of credit from the International Monetary 
Fund. 

In Latin America, there have been declines in Argentina, Bolivia, 
Brazil, Chile, Nicaragua, Peru, and Equador; and in the Far East, 
in Indonesia, Japan and the Philippines. 

I think it is quite evident that in the minds of the people concerned 
with international finance and international trade in other countries 
there is a dangerous resumption of the general dollar shortage situ- 
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ation. This is a matter of grave concern. It was expressed in the 
annual meeting of the Governors of the World Bank and Monetary 
Fund in September in very sharp terms. 

I wish the dollar shortage had completely evaporated. I would 
like to have seen general currency convertibility by now. But un- 
fortunately it is not the case. 

Mr. Murcuison. The point, if I may comment, Mr. Gordon, is 
that the continued increase in gold and dollar assets has undergone 
a halt, a slight recession, as you say, in the past few months. _ 

My position is that that decline was due to special factors, having 
no relationship whatever to American trade policy. In the case of 
Great Britain, of course, the Suez Canal difficulty forced upon that 
country a tremendous expenditure, certainly through no fault of ours, 
and in addition to that, Great Britain stepped up her foreign invest- 
ments. 

The same is true of Belgium and Holland and several of the other 
western European countries. 

The decline in gold and dollar assets in a technical sense have been 
more than offset Ey the increase in the foreign assets in the form of 
other types of investment. 

So I maintain that on the international balance there has been no 
halt generally speaking in the accumulation of foreign assets through 
gold and dollar receipts mainly from American transaction. 

Mr. Gorvon. Mr. Chairman, if I can make a comment in reply, I 
would say two things: 

First, if we are going to look at long-term assets, long-term for- 
eign investments, we ought to look at both sides. In fact, many of 
our troubles in this whole field come from just looking at one side of 
the picture at any particular time. If we are going to look at Eu- 
ropean investments in dollar countries we must look at dollar country 
investments in European countries. My impression is that they have 
grown considerably more than European investments in the dollar 
areas so that this really does not make an offset. 

The other point is the way in which foreign holdings of dollars 
control the relationship between American imports and American 
exports. If foreign countries have very large gold and dollar hold- 
ings then obviously for a period they can finance a surplus of im- 
ports from us which means an American export surplus. If they do 
not have excess reserves the amount they can buy from us depends 
directly on what they can sell to us. Over the long run that is aways 
the case, of course. I include not only goods but tourism, services, 
and various other things that Mr. Murchison mentioned this morning. 

During the last year, and I am afraid this has continued beyond the 
recovery from the Suez crisis, the trend has been unfavorable rather 
than favorable from their point of view, and therefore the tendency 
to think about restraining our exports has gotten greater rather than 
less. It follows that our future import policy wilt have more of an 
effect upon our own export markets than would have appeared to be 
the case 1 or 2 years ago. 

Mr. Mourcuison. If I may elaborate, not with the idea of objecting 
to your view, but from a standpoint of the great underdeveloped 
areas of the world, from which we receive approximately, say, two- 
thirds of our imports, whatever decline has occurred there recently 
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of course is due to the recession we have had in the United States. 
Now, we have sidestepped that. I do not think people like to talk 
about it. 

But our industrial activity has undergone a definite decline, al- 
though the percentage is small; nevertheless, it has a psychological 
effect upon foreign buying as well as actual consumption. ‘That has 
been quite apparent. We see the effect of that specifically, of course, 
in such items as lead and zinc and some of the good items——— 

Mr. Bocas. Copper, coffee ? 

Mr. Murcuison. There youare. That is exactly right. 

Well, how does our trade policy have anything to do with that? 

It seems to me the thing that we should do is to evaluate our im- 
ports in terms of their general types and origins. 

Mr.Boces. May I interrupt, sir? 

Mr. Murcuison. Yes, sir. 

Mr. Bogas. It would seem to me that to have an intelligent trade 
policy we would have to take into consideration those very subjects 
that you mentioned. 

Mr. Mourcuison. I quite agree. 

Mr. Bocas. And I would like you to make some suggestions on 
how one goes about doing that. 

Mr. Mourcuison. The principle which follows my statement, and 
that is the prime concern of every government, is to foster the con- 
ditions which are favorable to domestic production. That gives 
us a common meeting ground, that enables us to set up a system of 
principles and if we follow through on those principles then auto- 
matically we get the increase in our foreign trade. 

If 70 percent of our trade depends on the growth and prosperity 
of the American economy, all right, what is the answer to itt, 

It cannot be found in tariffs. It is found in maintaining our do- 
mestic economy. 

Mr. Boces, Excuse me. 

Mr. Mourcuison. If only 30 percent—do you see? 

Mr. Boces. How does that work out in an economy where you are 
in competition with Soviet Russia ? 

Let me give you an example. Russia is now bargaining for the 
entire cotton crop of the Sudan. I do not know whether they have 
bought it or not. But I know they have been bargaining for it at a 
price which is artificial. The economy of that strategic area depends 
on that cotton crop. 

How do we meet that specific type of situation ? 

Mr. Mourcuison. I do not think we need to worry unduly about it. 

Mr. Boses. I will give you another example. 

One of the satellite countries makes a bilateral agreement with 
Argentina for its meat. Any policy today must ipso facto take into 
account what is going on in the Soviet orbit and the types of economic 
and trade warfare they are engaged in. 

Mr. Murcuison. Yes. 

Mr. Boaes. We are discussing now broad policies. 

Did you have a comment to make on that, Mr. Lubell ? 

Mr. Lupety. Yes. 

I do not think you can set a policy in legislation that will meet 
the situations as they develop. This is a point I tried to make earlier. 
Wherever we are coming into competition with the Soviets—and it 
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is a state of whatever you want to call it, economic defense, economic 
warfare, or what—the prime essential is for us to have one agency 
which will collect the facts and act on them in time. The ramifica- 
tions of each of these situations will be far greater than you can 
anticipate in any legislation. 

Now, clearly we can offer to buy certain things from nations. We 
cannot offer to buy everything that the world produces. 

On the other hand, we have allies that can come in and offer to 
buy certain things in competition against the Soviets which we can- 
not. 

What you need is somebody, some agency of the Government, 
which will watch these things as they develop and even anticipate 
them and put ourselves in a position to take the most constructive 
action in time. Now you may do one thing in one case and something 
else in another situation. In other words, I think you ought to draw 
in your own minds perhaps this distinction, that you have an operat- 
ing problem here, to be able to make continuous adjustments and to 
deal with varying situations quickly and _ effectively on a constant 
basis. The terms will change each time. Now this is quite different 
from trying to set what you consider an equitable level of tariffs 
which everybody within the same economic area can adjust to, be- 
cause that is only a matter of price competition. 

Here you have a situation of economic warfare and you need a 
different apparatus to deal with it. 

Mr. Harrison. Professor Schelling, to change the subject a second, 
a few minutes ago you were addressing yourself to the thought that 
some American industries, and you used textiles, I think, as an ex- 
ample, needed protection to exist. Then you were about to address 
yourself to the proposition as to whether or not it should be allowed 
to continue to exist. I wonder if you might finish that thought for 
the record. 

I do not think you were talking in particular about textiles other 
than an example, but I would like to hear your thoughts. 

Mr. Scue.iine. I was using textiles as an example of this wage 
problem rather than as a particular industry. I was mainly con- 
cerned to formulate what I think is the problem is brought into focus 
by what Mr. Murchison and Mr. Upgren said, namely, that there are 
industries that cannot survive without protection. 

These tend to be the industries in which the less-advanced countries 
find it easiest to move ahead, the industries that least require the 
peculiar productive advantages of the United States. Here I think 
we are faced with the question: what is the advantage to the United 
States in maintaining an industrial composition that includes these 
particular industries that require protection ? 

It seems to me we make an error in identifying the industry in a 
kind of abstract quantitative sense as the thing that needs protection. 
What would need protection is the people involved. I mention this 
because it is not an economic tragedy in a country for a particular 
industry to decline or disappear. What is a tragedy depends on 
what happens to the people in the process. If we are talking about 
maintaining particular industries, through protection, sufficiently 
prosperous that they can maintain themselves indefinitely and at- 
tract, say, new high-school graduates into them, then we maintain 
forever a situation in which we continually have these weak industries. 
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They tend to be low-wage industries, but they are the ones that are 
peculiarly vulnerable to foreign competition and the ones that least 
utilize America’s peculiar productive capacities. 

We should view this as a problem not of protecting an industry, 
per se, but of easing the adjustment of people who are caught in these 
industries during a time when there is a shift of American production 
from the so-called weak industries into the ones that capitalize on 
special advantages. The problem should be judged in terms of de- 
pressed area problems, and economic adjustment problems, rather 
than as a problem of maintaining what is really a kind of statistical 
idea, namely, an industry independently of the a who are in it. 

To give an example of why I think this is a relevant point of view: 
labor turnover in industry ought to have some relevance in a judg- 
ment of how rapidly the industry could adjust to decreased imports. 
It makes a good deal of difference whether a declining industry is one 
that is not recruiting or one that is literally laying people off. 

Mr. Harrison. How would you accomplish that objective? 

Mr. Scueirne. I think I would accomplish it by attaching things 
like peril points and escape clauses to a scheduled increase in imports, 
allowing escape clause action not to be used on grounds that an 
American industry is losing sales but on grounds that imports coming 
into the country are causing a personal hardship problem or a de- 
pressed locality hardship problem sufficiently grave to warrant Fed- 
eral action, in which case I think favorable tariff action is one of the 
easiest to apply. 

Mr. Lupexxi. Professor Schelling, I am not suggesting this but I 
just want to raise a question as a point of discussion. What would be 
wrong with setting up a quota which would reserve so much of your 
market to domestic producers and allow so much for foreign producers 
if you are committed to protecting your textile industry? Why could 
you not do it with a quota arrangement ¢ 

Mr. Scueiiine. 1 would not object to the quota as much as some 
others if it is explicitly recognized as a means of easing an inevitable 
adjustment problem rather than simply a substitute for other forms of 
permanent protection. 

Mr. Harrison. What you do, then, is apply the “segmentation prin- 
ciple”; that is, to apply a quota system to an industry on the seg- 
mentation principle both as to geographic area and as to the segment 
of the industry. 

Mr. Scueturne. I would not apply quotas on an area basis. I would 
say the severity of the damage is to be judged by looking at areas. If 
then part of your solution is import solution, I think the quota solution 
is not as bad as it is made out if it is explicitly recognized as an ad- 
justment mechanism, and not as a permanent one. 

Mr. Gorpon. Congressman, I made this morning probably the 
strongest objection to quotas. Perhaps I might say a word about that 
to explain why. Actually I think Mr. Lubell was suggesting that we 
have quotas on the domestic firms, protecting a quantitative market 
for them. 

Mr. Lusett. You would not need to put quotas on individual firms. 

Mr. Gorvon. This is the difficulty. I do not think you can admin- 
ister a quota unless you subdivide the quota. If you start subdividing 
the quota then you freeze the relative positions of the domestic produc- 
ers in the industry. You get into all the troubles we have had in 








58 FOREIGN TRADE POLICY 


agricultural support, with acreage quotas and the like. If you con- 
trol production either positively or negatively, you have to have a 
subdividing. 

Mr. Batt and I spent the wartime in the War Production Board 
doing this kind of thing. You do it in wartime because you have 
to. It is the only possible way. But you would certainly not want 
to freeze the relative position of American producers ae 
The same thing applies to the quotas on imports. You have to su 
divide the quota among countries somehow. You have to decide who 
gets it. You give a windfall advantage to whoever gets it. If it 
is a very temporary thing I can see exceptional circumstances where 
it might be less objectionable than other devices, but there are very 
few such cases. 

If it is a permanent thing then it simply freezes the status quo 
and this is what we ought to avoid doing at all costs. 

It has to be administered. It is a complicated device. 

If one looks at the present oil situation, which involves a sort 
of voluntary import quota control system, you find all kinds of 
difficulties in apportioning the quota among the various oil com- 
panies. There is, in fact, no rationally objective way of doing it. 
If you just look back and see what would have happened to the oil 
industry if you imposed quotas of that kind 5 or 10 years ago, you 
would have frozen the competitive situation in a fashion that would 
rule out the growth of the most efficient units in the industry. I do 
not think we want to do that in the United States. We want to 
encourage growth and not freeze the competitive situation. 

Mr. Barr. May I add: you can do this in wartime. You have an 
enormous demand for manpower and materials. When you close 
up a nonessential industry there are plenty of places for those men 
to go where they are badly needed and places for those materials to 
go. You do not have to make an unpleasant choice with respect to 
communities. You do not execute a community because you cut 
down an industry. 

There are plenty of places for all of that opportunity to work for 
those workers to go, for that capital to go, and for their material. 

Mr. Luseti. May I enter a sort of reservation to what Mr. Gordon 
had said on philosophic grounds, particularly in regard to this matter 
of regulation and the parallel that was drawn with our agricultural 
situation. I know more about that than I do about textiles. It is 
true that the present operation of the agricultural adjustment pro- 
gram is inefficient and has many things wrong with it. But it is also 
true that no one has been able to come forward with a better solution 
to the problem. I have talked to a lot of farmers. They do not agree 
on what needs to be done. A whole complex of forces which are 
larger than the individual and larger than the Government are at 
work in this farm situation. The solution does not seem to be to 
throw off all controls, and at the same time the production controls 
are working with only a limited efficiency. 

On the current situation, one reason why the production controls 
of last year did not work was because the soil-bank program was 
dishonest to start with. It was passed, if I may say so, and I am not 
criticizing any individual Member of Congress here or the adminis- 
tration, it was passed mainly as a vote-getting measure. I was out 
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talking to farmers at the time and they were all putting in their worst 
land into the soil-bank plan. 

They put in land that they would not have planted anyway. If 
a hail storm had ruined their crop, that was the land they put into 
the soil bank. I do not think this is a very good factual basis for 
arguing against the effectiveness of production controls. At least 
let us get a situation where you have honest production controls and 
then see whether they will work. 

Then we also ought not to forget that neither the textile industry 
nor the agricultural industry in this country is quite healthy. You 
are dealing here with a situation not where you have a choice of no 
controls or let the fellow go ahead and do as he pleases. You have an 
invalid and you have to give him a crutch of some sort. 

If Professor Schelling’s analysis is correct, the textile industry can- 
not survive in this country without some protection. Then you face 
an alternative of either driving the industry out completely, or of 
figuring out at what level can you maintain it to reduce the hard- 
ships at home and not upset your policy abroad. If you get into that 
situation where you are making that choice let us not kid ourselves 
that you are going to have an easy choice, that there is going to be 
any permanent solution. If the industry could be dealt with very 
easily there would not be a problem. 

This is one of the things about Government; you only get the tough 
problems. The easy problems, private people take care of them- 
selves. They always dump the asth ones on the Government. So 
we do not have that easy choice. 

Mr. Boges. I think Congressman Mason would like to make an 
observation. 

Mr. Mason. Mr. Chairman, of course, ’m not a member of the 
subcommittee. 

Mr. Boaes. You are a member of the Ways and Means Committee 
and we are very happy to have you here. 

Mr. Mason. I notice all the arguments by every member of the 
panel but 1 today are based on 2 premises which I cannot accept, and 
those 2 premises were made very clear by Mr. Geiger in his opening 
statement. 

One was that the primary importance of our foreign trade is its 
—— on other nations, not its impact upon ourselves. 

That was very clearly stated. 

Mr. Gricrr. Not nations, Mr. Congressman—economy. There is a 
difference. 

Mr. Mason. All right. You can use your word, but that is the 
substance of it. 

And the other premise is that our American foreign policy, what- 
ever it is, and I do not know what it is, is the dominant thing that 
must control this whole foreign trade thing. I’m not willing to accept 
either 1 of those 2 premises. 

That is all, Mr. Chairman. 

Mr. Uparen. May I comment, Mr. Chairman, on the point Mr. 
Mason made. 

Mr. Boces. Certainly you may comment. 

Mr. Ureren. I would just like to comment in terms of our own self- 
interests. Our foreign trade does not make jobs or more jobs; it just 
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makes better jobs. I am just sustaining your point in a sense. From 
the viewpoint of the United States’ self-interest, foreign trade only 
makes better jobs. We could have jobs making all the things we im- 
port but most of such jobs would be miserable jobs. 

We would have to decorticate flax, if anyone enjoys that type of 
work, the lowest wage occupation in the world. We would have to 
make our bags out of cotton at 35 cents a piece instead of jute burlap 
at, say, a dime because nobody in America would take on the jute 
burlap industry. 

What we want to do in foreign trade is to arrange it so that we in 
America have the best kinds of work. 

Now what to do in the case of an industry that has been so abused. 
We had a union, an electrical union out in St. Louis—Mr. Curtis is 
not here at the moment; I am sure he could elaborate on this. The 
electrical workers in a certain field were being threatened by—here 
comes Mr. Curtis now—threatened by some electronic machinery 
production. 

Did they decide to go and try to get defensive quotas and all that 
against the machinery? No. They decided to go to school and learn 
how to become a cowboy to electronic machines because of the wage— 
income—was higher in such work. That is very apparent. That is 
the type of change we need. 

Mr. Boces. If I may interrupt you; I like the sound of what you 
say, but I am not certain it is entirely logical. 

For instance, in the chemical industry, which is a rather high- 
wage industry and one which has developed as a result of inventive 
genius more than anything else, there is probably as much education 
on the part of the chemic al industry for protectionism as any indus- 
7 that I know of, more so than in the case of the textile industry. 

I do not believe that you would say that the chemical industry in 
the United States was either inefficient or unproductive. 

Mr. Uperen. True. They are literally in the position of President 
Coolidge once in earlier days. His topcoat was just brushed by the 
fender of an automobile which did not touch him personally at all. 
All his aides and Secret Service men rushed up and said: “Well, Mr. 
President, did it hurt you? Did it hurt you?” 

And President Coolidge replied: “No, it didn’t hurt me, but it 
didn’t do me any good.” 

Take Monsanto, a St. Louis industry. Its very life was threatened 
twice by tariff cuts. It was killed off once, and its life was threat- 
ened a second time, and they are extremely agitated by it. 

I think the industry is much stronger than it is willing to admit. 
When, in your early days you were killed off as was the Monsanto 
Co. and threatened as was the Dow Chemical Co., and you are going 
to hear about that later, naturally you have very strong emotional 
feelings. 

I think the chemical industry is mistaken in a great deal of its 
positions, but I certainly understand it in light of its early hardships. 

Mr. Bocas. Aside from the chemical industry, are there any similar 
industries which are high-protection industries? I know that the 
General Electric Co. is quite a successful corporation and they have 
been concerned about foreign competition. 

Mr. Barr. I would like to speak to that problem if I may. A 
company may be very successful as a whole and it may be hurt in 
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some areas of its production. There is no doubt about the fact that 
the large electrical manufacturers have been worried about the im- 
ortation of some of these large generating units from England. 
The reason that those units can be brought in more cheaply is pretty 
simple. They are not manufacturing jobs. They are one at a time 
jobs and they are generally tailormade jobs. There is a great deal 
of engineering in them. The engineering in an electrical manu- 
facturing company in England may be just as good as the engineer- 
ing here. It will certainly be cheaper. And if it is a custommade 
job for which you cannot tool up too extensively, certainly the total 
labor content will be very much less abroad than here. 

Now, General Electric, because you used the name, Mr. Chairman, 
can be hurt from time to time with the importation of some items” 
of that sort, while making a very handsome profit in their overall 
operations. 

Mr. Gorpon. Mr. Chairman on that 

Mr. Bocas. Excuse me just a moment. 

I just mentioned General Electric as an example without any re- 
flection upon General Electric. 

Mr. Barr. There are two concerns that carried that issue par- 
ticularly, General Electric and Westinghouse. 

Mr. Boggs. I might say that in Japan we go the other side of the 
coin as far as the General Electric Co. was concerned. Some of our 
corporations, and again I do not want to reflect on anybody, suffer 
from a very severe case of schizophrenia in that area of operations. 

Mr. Gorvon. I was only going to remark before that, Mr. Chair- 
man, that electrical machinery usually heads the list of our exports. 

Mr. Boaes. That is correct. 

Mr. Gorvon. And there is no doubt that the electrical companies 
for most of their lines of products can compete not only in the United 
States where they have some tariff protection, but they compete all 
over the world where they have no tariff protection at all. 

Mr. Barr. According to the last figures that I saw we were ex- 
porting in dollars, the Department of Commerce lists as electrical, 
about 20 times as much as we were importing, but the same people 
are not exporting and importing the precisely same products. 

Mr. Geiger. Mr. Chairman, I wonder if I may say a word in reply 
to Congressman Mason ¢ 

Mr. Boces. Go right ahead. 

Mr. Gricer. When I said that the primary purpose of our foreign 
noe policy was to serve foreign policy, I meant to imply a number 
of things. 

Firstly, that foreign policy is in the national interest as much as 
the welfare of the domestic economy. 

Secondly, that the domestic economy is not dependent upon foreign 
trade policy, and the figures I cited indicate that. 

There are, obviously, a number of industries which are very much 
affected by imports. There are a number of industries which are 
wholly or largely dependent upon imports. 

But, in the aggregate, what determines the state of health of the 
domestic American economy is not the state of our foreign trade. 
That which determines the health of the American economy is the 
state of demand generated within the American economy by the Gov- 
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ernment’s domestic economic policy, by the level of consumer expendi- 
tures, by the investment plans of domestic businessmen, and so on. 

In contrast, the economies of countries, whose continued existence 
is vital to our own national safety, are very heavily affected by the 
state of their trade with the United States. 

It was in this sense that I meant that the primary purpose, not 
the sole purpose, but the primary purpose of American foreign- 
trade policy was to serve the needs of our foreign policy. 

A secondary purpose of American foreign-trade policy is to foster 
the welfare of our domestic economy. This is a secondary purpose 
just because foreign trade is of relatively little importance to the 
American economy as a whole. 

I would also like to make a comment on the discussion about the 
textile industry. I am not, by any means, an expert, on the textile 
industry. However, I think that in an effort to dramatize his point 
Professor Schelling has overstated his case a bit. In a practical sense, 
the question is not “Do we want to see the textile industry disap- 
pear?” The question is, really, “At what rate should the least efficient 
producers ol branches of the textile industry disappear?” 

There are large parts of the textile industry which are efficient, 
which not only compete with imports in the domestic market, but 
which actually export in competition with foreign producers. These 
branches of the vextile industry do not require protection, and imports 
are not a problem for them. Obviously, too, we are never going to 
reach a stage in this country where we would permit the entire textile 
industry to disappear. This is a wholly theoretical possibility. The 
practical question is: “At what rate do we want to see resources shift- 
ing out of these plants and branches of the textile industry which 
cannot adequately increase their efficiency.” Such shifts of resources 
out of textiles into more efficient lines of production are definitely in 
the national interest and are bound to occur in any event. What we 
can control by Government policy is the rate at which they occur. 
Tariffs or quotas are not the only way in which governments can in- 
fluence the rate at which resources are going into or out of the textile 
industry. There are many other ways, some of which are much more 
in the national interest than are import restrictions. The problem is 
to determine the optimum rate of resource shifts out of the textile 
industry and the least harmful, from the viewpoint of American na- 
tional interest as a whole, way of achieving this rate. 

Mr. Boces. Mr. Curtis has some questions that he would like to ask. 

Mr. Curtis. Thank you, Mr. Chairman. I wanted to go over a 
series of questions. First, I would like to ask the panel whether they 
agree with this: That our foreign-trade policy must be directed toward 
the development of domestic markets of countries abroad. 

Mr. Boces. May I make one announcement, and I suggest that it 
be a policy for all of these panel discussions. We are going to try to 
finish at 4 o’clock. 

Mr. Curtis. I won’t be that long. 

Mr. Boces. I know that. 

Mr. Curtis. I will repeat that, as to whether or not the panel would 
agree that our foreign-trade policy must be directed toward the devel- 
opment of domestic markets in countries abroad. 

Mr. Barr. How do you use the term “domestic”? You mean the 
markets of those countries ? 
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Mr. Curtis. Of those countries; in other words, sort of picking up 
the suggestion that Mr. Reed made. I pose that for various reasons. 
One, your balance of payment. Isn’t that the way you solve that? 

No. 2, that which we constantly talk about, helping our friends 
abroad to build their economies against communism. 

Three, from our own economic standpoint of having places we can 
trade, because if those domestic markets are built we have a place 
where our imports can go. That is why I pose that, as to whether 
or not that must not necessarily in these times be a basic feature of our 
foreign-trade — ; 

Mr. Barr. May I ask you to substitute some other word for basic? 
Important? Taken seriously into account? If you would make such 
a thing, I, for one, would gladly accept that. 

Mr. Curtis. I would prefer basic and have the panelists object if 
they don’t like “as a basic policy for these times.” 

Mr. Gorvon. I would like to make one comment on that. It seems 
to me that half of what ee have in mind is probably sound, but I 
think that it might easily be misinterpreted. It is the use of the word 
“domestic” which bothers me. 

Mr. Curtis. I should say, because I want to get my terms clear, when 
I say domestic markets of countries abroad, I mean the markets within 
those countries; for example, France’s own domestic market. Home 
market would perhaps be a better word. It is the same thing if you 
use a Latin word or use the English word. 

Mr. Gorpvon. I would suggest this in reply : Certainly, we want our 
friends in the world to be more prosperous, just as we want ours to be 
more prosperous. That, of course, includes an increase in their domes- 
tic markets as part of the process of economic growth. What concerns 
me about the formulation of the question is that it may imply that 
we want to increase self-sufficiency abroad. 

Mr. Curtis. It might be that would be a part of it. 

Mr. Gorpon. I would be inclined to believe that self-sufficiency 
should not be an objective of trade policy, either for ourselves or for 
our friends. 

Mr. Curtis. May I interrupt? I say that is a byproduct. Lagree ~ 
it is a byproduct. I didn’t say, though, that it would be our policy to 
create self-sufficiency. You can say that a byproduct of developing the 
home markets of countries abroad would be self-sufficiency. 

Mr. Gorvon. I don’t think it would. 

Mr. Curtis. However, it would not be our objective. 

Mr. Gorvon. I would say it should be a basic objective of our trade 
policy to promote economic growth, both abroad and at home. That, 
of course, is, in part, an increase in their domestic markets. Of course, 
it * an increase in our own, too. I think it also implies more foreign 
trade. 

Mr. Curtis. I said in times as of now for various reasons. One rea- 
son, of course, the point that you have brought out, and it has been 
brought out constantly in our trade problems, is the dollar gap, and 
the only way I can see of the dollar gap ever really being corrected is 
if the productivity, the per capita gross national product of these coun- 
tries is increased, and that means increasing their domestic markets. 
That is why all this slogan “Trade, Not Aid,” such as it is, would be 
in conformity with the statement that I have made, because it is de- 
veloping their domestic markets. 
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Our State Department, testifying before this committee, constantly 
says, “What we are trying to dois help our friends abroad.” All right. 
That basic policy would fit that. Other people here have said what 
we have to do is develop our own economy. If we need to increase our 
exports, that is one way of doing that. That is why I ask whether the 
panel would agree that our foreign-trade policy must be directed 
toward the development of domestic markets in countries abroad. 

Mr. Luseii. Wouldn’t you have a better wording if you just said 
our foreign-trade policy should be directed to help them strengthen 
their domestic economies? The word “help” should be in so we make 
clear that we don’t do the job. It is their job to do, themselves, and we 
can only provide a marginal assistance. It isn’t a job of American 
foreign policy to build up the economies of Europe. We can help 
them to a limited extent, and to that extent we ought to do it. 

Mr. Curtis. Isn’t that all that this statement says, “Must be directed 
toward”? 

Mr. Lusext. I think you ought to put in “to help” and not indicate 
that we are going to do the job. We can’t do the job for them. 

Mr. Curtis. I assume that we can’t, so our foreign-trade policy, 
of course, is limited to what we can do as a country with our economic 
policy in foreign trade, and if it is directed toward the development. 

Once you pin that down, if this were a policy, a lot of these argu- 
ments that we have I think could at least have a point to which they 
could be directed and we could get some results. 

Mr. Barr. Mr. Curtis, isn’t it a partial answer to your question 
that we have been the strongest force in bringing Europe to a common- 
market concept? We were the first to push the Coal and Steel Com- 
munity. We made the first large loan to the Coal and Steel Com- 
munity. For a time we tried to aid in the development of a common 
market. We backed away from that the last couple of years but 
our interest has not receded. 

Mr. Curtis. That is correct, and that would conform to what I have 
stated as a foreign-trade policy. There are a lot of things that are 
not limited to tariffs in the ordinary concept of trade policy that 
would fit into this if that is a legitimate economic and _ political 
objective. 

Mr. Gorvon. Could I make one further comment ? 

Mr. Curtis. Surely. 

Mr. Gorpvon. I want to explain why I have a little reservation 
about the way you put this. A few years ago I heard a very high 
official of our administration say that he thought that we should 
encourage European economic unification because this would help 
to, and his expression was, “Get them off our backs.” 

I asked what he meant by “get them off our backs.” He was talk- 
ing partly about aid. Of course, economic aid to Europe has ceased 
long since and I think this is a very good thing. He was talking 
also about trade, and there I think “getting off our backs” is simply 
the wrong expression. Trade with Europe isn’t on our backs. Trade 
with Europe is mutually beneficial or it wouldn’t take place. That 
is the aspect of the thing which concerns me. 

Mr. Curtis. If you, as your paper indicates, believe the dollar gap 
is one of the basic difficulties, isn’t developing their domestic markets 
one way of solving the dollar gap ? 

Mr. Gorpon. Yes. 
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Mr. Curtis. The only real way I know, frankly. 

Mr. Gorvon. It is sevetusion their economic strength generally, 
of which the domestic markets is a part. 

Mr. Curtis. I would say that the difficulty—as a matter of fact, 
the difficulty that exists right now is—that many of these countries 
abroad really don’t have a domestic market. As I ask some other 

uestions I could spell it out, but let me illustrate. I shouldn’t name 
the country, but it is one of the western European countries—manu- 
factoring television sets, a monopoly. They are making about 200,000 
per annum in a country of over 40 million people. That is carriage- 
trade stuff. You ask what the wage scale of the people making the 
television sets is and you begin to see why it is carriage trade. As 
long as they persist in paying people 30 cents an hour you are never 
going to have a market for television sets in that country. 

If our policy is to try to do what we can, at any rate, to encourage 
the development of domestic markets abroad, then some of these 
other policies that we have been pursuing are obviously not helping 
in that objective. That is why I pose the basic problem first. 

Mr. Geicrer. Mr. Curtis, may I take a crack at trying to clarify 
what is in Mr. Gordon’s mind? I think we should not overlook the 
point that, as the economies of the European countries grow their 
level of foreign trade will also grow in an absolute sense. If a coun- 
try, which has no or has only a small raw material base like Western 
Europe, is going to triple or quadruple its output of, say, television 
sets, it must import more copper, lead, zinc, and other raw materials 
which go to make television sets. The effect of economic unification 
in Europe will not be to make Europe independent of the rest of 
the world: By enlarging the European market and increasing its 
efficiency, unification will enable Europe to trade more effectively with 
the rest of the world. Unification may also reduce the relative de- 
pendence of Western Europe on foreign trade; that is, relative to 
total output. But autonomy or autarchy will not be the result of the 
unification process. The purpose of the unification process in Europe 
is so to improve the productive efficiency of the European market 
that it will be better able to import the larger quantities of raw mate- 
rials it needs from abroad for economic growth and rising living 
standards. In effect, unification will mean more efficient use of 
larger imports to make possible a proportionately much greater total 
ponents than formerly. It will not mean independence of foreign 
trade. 

Mr. Curtis. That point was made, and I want to point out the com- 
ment that I made to some of our Europeans. They said that depend- 
ence on foreign trade would grow as the foreign economy grew. My 
point was that required a definition of what is i trade, that 
if we looked at the United States as not just a nation, but also as an 
economic bloc or unit, and if we tried to measure the flow of trade 
that actually goes on between New York, and St. Louis, and San Fran- 
cisco, I think we would find that a section like Missouri is just as much 
dependent on foreign trade, interstate trade, as Italy or France is, 
and I predicted that if the European common market did come about, 
calling foreign trade that trade which is outside the European com- 
mon market, there would be a decline in foreign trade as they became 
more self-sufficient in the same way it has declined in the United 
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States percentagewise. Absolutely the volume increases, but percent- 
agewise there is a decline, and that comes to my next point. 

In many of the papers, and particularly in the statements of the 
United States Department of Commerce in this ee there 
is an indication that our statistics to try to measure these things are 
grossly inadequate. I wonder if the panel agrees as a general prin- 
ciple that one of our problems in this whole area is the inadequacy of 
economic statistics ? 

Mr. Barr. I have no expert knowledge. 

Mr. Curtis. For instance, on page 211, which does not concern 
itself with this particular panel, the United States Department of 
Commerce is attempting to answer some questions that this committee 
posed as to the effect of the tariff —ae on our economics and trade, 
and at the bottom of the page they make this remark which I think is 
rather illustrative of other remarks : 

The dearth of factual evidence as to the weight properly assignable to each 
of a number of joint causal factors—many of them interrelated also with each 
other—gives rather free rein to inferences based on abstract theoretical con- 
siderations or personal prejudices. 

Many of the papers suggest that one of our difficulties is lack of 
economic statistics to measure these things. I can give you one that 
I am personally familiar with. That is trying to figure out what 
the per capita GNP of these various countries are and you don’t know 
where to go. It is just almost a guess, and yet that statistical concept 
is a very basic guideline that is needed. 

There are many other statistics that we are accustomed to using in 
trying to measure our economy that we don’t have available when we 
are dealing with international trade. 

Mr. Barr. May I make an observation ? 

Mr. Curtis. Yes. 

Mr. Batr. When this Government approved an offshore procure- 
ment program of military items to be required by our forces or our 
allies, but to be purchased in Europe—and on that program we spent 
a couple of billion dollars the first year, and a billion or so the second 
and so on—we ran into tremendous difficulty, almost a stone wall, in 
finding what costs were in Europe. One reason for that is there is 
no organized profession of accountancy in Europe which prepares uni- 
form statistics for companies and industries for nationwide distribu- 
tion. Companies will have their own private accounting arrange- 
ments, sometimes of first-class accountants, but something like a SEC 
does not exist in Europe. There are no laws against agreements in 
restraint of trade in most of the European countries. European in- 
dustry is shot with private agreements and is notorious in the fact 
that the information available to the public as to production, the 
breakdown of production, is not available as it is in the United States. 
Therefore, there is no opportunity to get that wealth of statistics 
which the United States alone provides in the world. 

Mr. Courris. I might make another comment on the difficulty I 
found in statistics—the fact that all statistics seem to be based largely 
on the definition of a nation. The United States is not only a nation, 
but also an economic unit, to a degree, but most of these nations are 
small segments of an economic unit, and yet we try to measure things 
in terms of nations. It is like taking apples and oranges. You just 
can’t compare them. 
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It seems to me that is an area where we fall down. That is particu- 
larly true not only of Europe, but throughout the world, in trying 
to measure these things, and possibly if we tried the measures sug- 
gested, what a European common market would be in relation to 
the United States, we would be dealing more in apples and apples 
rather than apples and oranges; like comparing United States and 
Spain. 

y will go on. I was trying to determine some of the economic and 
political factors that are at work in the background of this particular 
thing. I have listed some and I wanted to see if there were any 
that need to be added. Some of these are from the panel. Of course 
one is the effect of World War II on the British Empire, or on the 
whole world as far as that is concerned, but I was thinking of the 
breakup of the British Empire. What does that mean in the way 
of a realinement of trade and economic forces; the fact of national- 
ization and the fact that many of these nations that were part of the 
British Empire and were dependencies are now politically inde- 
pendent. 

Three, the effect of this great movement of underdeveloped na- 
tions to develop, which several of the papers have brought out. That 
is an underlying and basic thing. 

Four—and I guess economists call these things not exercises but 
they use them as a test case—what would be the optimum of economic 
development of these various political and economic blocs. In other 
words, if left to themselves how would they normally develop? I 
am sure that a political power can hold together uneconomic social 
schemes for even centuries, for that matter, but nonetheless these 
forces are at work all this time and so it is important to know what 
these economic pressures might be. 

Five. As was suggested, the cold war or the war with Russia 
which has great economic implications, and six, as the panel sug- 
gested, the fact that we are dealing now with managed economies, 
even the United States to an extent. 

Are there any other basic factors that go to make up this back- 
ground that we have to consider in trying to decide what our foreign- 
trade policy should be? 

Mr. Geiger. I could mention one other, and that is what is usually 
called the revolution of rising expectations. This is the desire of 
people all over the world to attain higher and higher living standards 
and its effect on the competition for scarce resources within most 
national economies. 

Mr. Boces. If I may interrupt at that point to show you how ac- 
curate that observation is. We were recently in South America, and 
in one country the observation was made that more belt-tightening 
was required in that economy and the example of television sets and 
certain other gadgets was cited. A representative of the government 
said, “That’s all very well to talk that way, but we are having a hard 
— time now to stabilize this government, and if we do that, 
we fall.” 

Mr. Curtis. That might be part of the one I suggested, the effect 
of the movement of underdeveloped countries to develop. I think 
that is a different approach which is a very important one. 

Mr. Gorpon. One other, Mr. Curtis, would be simply the rate of 
technological change. If you look at the traiff structure we have 
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now, it is based on definitions we had in 1930. The number of prod- 
ucts we are all familiar with that didn’t even exist in 1930, make up 
a very large and impressive share of our economic life. 

I would suggest one thing in this connection. You have listed the 
broadest and most basic kinds of forces. I think that the way in 
which some of those have been met does have a bearing on our own 
future general trade policy. Look at the economy of the British 
Empire. The British emerged from the war not only with most of 
the empire gone, but also with a lot of overseas investments gone, 
and they have largely compensated for that by doubling or more 
than doubling their volume of exports with only a very small increase 
in the volume of imports. This, in my mind is an economic miracle 
which is comparable to what the Germans have done in the last 7 
or 8 years. The Dutch likewise had a huge empire in what is now 
Indonesia, and they managed to make up for its loss. 

The bearing this experience has on our own policy is to demon- 
strate the importance of avoiding too much management of it in 
detail. We want a framework within which all kinds of unforesee- 
able changes can make their adjustments. This is why I feel so 
strongly against quotas or other devices which would tend to freeze 
things as they are. The one thing we can be certain of is that the 
world is not going to stand still. 

The industrialization of the new nations, which is of course one 
of the greatest phenomena of the present time, is bound to change 
world trade patterns, including our own. What we need is a frame- 
work of policy that can -let changes take place in a flexible fashion 
that we can take the best advantage of. 

Mr. Curtis. Thank you. That is exactly why I posed these things, 
because I myself think that we are sort of like a person swimming 
across a river. If you try to go directly across the current you are 
just going to not make it, but if you judge the current and swim 
with it you might get across, and so these various pressures that exist 
have to be learned as best we can learn them and then I would say 
gear our policy to that. 

I might cite one that comes to my own mind: I mentioned the effect 
of nationalism, which seems to be a very strong force, and yet we 
have in Europe the opposite development, so possibly we are going 
to have movements toward larger economic blocs. That might be 
another underlying factor here. 

I will go on because I want to pose some of these other questions. 

An anomaly, it seems to me, exists this way: Those who seem to 
believe in Federal Government, our Government, regulating inter- 
state commerce, are the very ones who seem to argue that the Fed- 
eral Government need not regulate foreign commerce, and vice versa, 
I might say. 

I think that our attitude toward foreign trade and toward inter- 
state trade must be reconciled, and it gets down to this expression 
that we have of free trade, but also the word “fair” has to get in 
too, because certainly in interstate commerce we insist on fair rules. 
Yet it almost seems as if those who are arguing on the free trade and 
inter-foreign trade don’t recognize that there can be such a thing as 
unfairness or what I would regard as things that produce possibly 
not uneconomic results, according to our standards. 
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If that is so, for instance, Professor Gordon, you, I think, seem 
to minimize the talk of sweatshop labor. I honestly believe there are 
sweatshops abroad by our standards, and I certainly recognize that 
American capital frequently goes abroad not to do anything in that 
foreign market, but really to get away from restrictions placed on 
them in this country for social reasons to ship into the domestic 
market that they have left. 

If that is so, it seems to me that we have to pay some attention to 
the fairness of foreign trade, and the difficulty seems to lie in the 
fact that of course we are just one unit in this foreign trade and 
we can’t completely regulate it, but certainly what we do do can be 
directed, I should think, along the lines of trying to encourage what 
we would regard as fair trade. 

Mr. Barr. Mr. Curtis, those of us who have testified before you 
from time to time as to the desirability of our approval of the Gen- 
eral Agreement on Tariffs and Trade, and also the Office of Trade 
Cooperation, have repeatedly made that one point. It was the one 
place where the United States could talk to all the rest of the nations 
of the world about inequities, many of them on their side, in the flow 
of international trade. If we don’t have such a place as that I don’t 
know where we would go to deal with the problem as you so clearly 
state it. 

I agree with you. GATT as a forum certainly is the strong point 
of the GATT, and I have always felt that, and that to me is a great 
affirmative feature. 

To move on just to one thing I think has been cleared up in my 
mind, but one of the papers took the attitude that I find exists in 
many of the GATT countries, incidentally, in regard to agriculture, 
on page 169, item 6 there: 

The policy of agricultural price support necessarily implies control over im- 
port of the supported articies. The question relates to agricultural policy 
rather than foreign-trade policy. 

That seems to be the attitude of many of the GATT countries, that 
agriculture isn’t part of foreign trade, or at least it is too hard a 
thing to handle, so we will eliminate ‘it, and that is the same thing 
in the European common market; they want to eliminate. 

The question I raised with the panel, and I think the panel has 
pretty well answered it, is don’t you agree that agriculture is a very 
vital part of foreign trade, and we can’t ignore it and can’t just pass 
it off as just being agricultural policy? I see that there is a nodding 
of heads. Is there any disagreement with that ? 

Mr. Lusett. May I make an observation, not to be taken seriously. 
But one good rule of government regulation is to ignore what you 
can’t do. 

Mr. Curtis. The trouble is if government were more in the picture 
that might be all right, but we are certainly in agriculture up to 
the hilt. 

One other comment. I don’t expect any answers here, but I want 
to raise it because the question came up in a panel discussion in the 
Joint Economic Committee regarding the need for encouraging re- 
search and development, and particularly basic research in this coun- 
try. What I am raising is how our foreign trade policy might relate 
to that, because as I understand it one of the problems of getting our 
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economic groups, the private sector, at any rate, to finance research 
and development, and hbasid research if they would, is they won’t do it 
unless there is a chance that they can recoup their investment and also 
profit by it. : 

That was the theory of course of our patent laws back in the begin- 
ning of this country and the question that comes to my mind, because 
I have heard many people express it, is whether our patent laws are 
actually adequate today to protect the investment that the people 
would put into basic research and development, particularly in rela- 
tion to foreign trade, and in talking over the chemical industry’s 
problem with them and trying to delve into it I gathered the impres- 
sion that one reason they are using the tariff is as a device really to 
take place of inadequate patent laws within chemistry where new 
products are so important. 

They find there isn’t an adequate way of protecting the cost of 
research and development. We can say, “Well, let’s forget about it,” 
but if we do that then we are certainly not going to encourage more 
research and development, and so I raise that as a possible very basic 
problem. Maybe there is no way of encouraging our private economic 
sector to put more money into research and development, but if so 
certainly the attitude we take toward our foreign trade policy, if 
this has any merit at all, becomes quite important and maybe it isn’t 
the chemical industry just being isolationist, as I heard some people 
suggest; maybe they are grappling with a problem that is very basic 
and it would do well for our people in our society to delve into it a 
little more carefully to be sure just what is the matter. Otherwise 
we might cause more damage than good. 

Then the final thing, and this is to get a panel reaction. Mr. Lubell 
has suggested setting up more formalized political machinery for 
dealing with foreign trade. I happen to agree with that very strongly 
and so much so that I think that if foreign trade is as important to us 
as I think it is, and important, in our foreign policy, then possibly 
the department of foreign trade that some countries have set up is 
indicated, with Cabinet position, and I was wondering what the panel 
thinks of Mr. Lubell’s suggestion. 

Do you think that foreign trade is as important and complicated 
that it requires us to set up some additional political machinery in 
order to deal with it, and if so, whether it needs to be as much as a 
dramatic thing like setting up a Cabinet department ? 

Mr. Lusecx. I don’t want to look a gift horse in the mouth, Mr. 
Congressman, and I appreciate your approving my idea. But I would 
not go as far as a Cabinet post. What you need is one agency that 
would have all the responsibility for looking at the whole picture in 
all its aspects and just get to work, and I don’t care where this agency 
is put. You can pa it in any number of places. The main thing 
is to get a man who will do the job and see that he does it. I don’t 
think I would make it a Cabinet post. That cuts across too many 
other agencies. 

Mr. Curtis. It does cut across so many agencies, 

Mr. Lupe. It should be more than a committee. I would think 
of it as something like what we had before we got into the Second 
World War when we had the Economic Defense Board, I think we 
called it. 

Mr. Barr. We had something like that. 
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Mr. Lupetu. Yes. It should be something of that sort. 

Mr. Curtis. I frankly am just appalled at the ignorance that we 
have in this trade area and there is only one way I know to attack a 
problem of ignorance and that is get to work on setting up the machin- 
ery to gain the information. | 

Mr. Lupett. And there should be one person heading it, a single 
responsible administrator, not a committee, at least in my judgment. 

Mr. Curtis. Would anyone else care to comment ? 

Mr. Batr. We have tried every kind of an experiment. The aid 
program is a good example of what we have tried. We have tried a 
coordinator. Mr. Harriman was that at one time, coordinating the 
military problem with the economic problem and the political prob- 
lem. Then it went over to what you would call ECA, with fairly 
complete responsibility under Mr. Stassen, subject only to policy direc- 
tion, which of course is a mouthful in itself, that one phrase “policy 
direction.” Now it is back in the State Department. You have a 
very serious situation to deal with in our form of government. 

Mr. Curtis. Mr. Batt and others have suggested that one of the 
problems the Europeans have in dealing with us is uncertainty. It 
could easily arise from the fact that we do not have permanent machin- 
ery. When Congress delegated its authority to the Executive in the 
field of interstate commerce, we created the Interstate Commerce 
Commission and we set up a lot of guidelines. We delegated the 
power that we also have over foreign trade to the Executive, but we 
didn’t set up very much machinery and practically no guidelines. 

Mr. Gorvon. Congressman, I have spent a lot of time at one time or 
another worrying about this question of organization. I must say 
that it seems to me unlikely that a new Cabinet department would 
meet this problem. The difficulty is that foreign-trade policy is part 
of foreign policy. That has been said today by several of us. It is 
also a part of domestic economic policy. It affects the Departments 
of Agriculture and the Treasury and Commerce in its internal as well 
as its external aspects. We need some central point, but I am inclined 
to disagree with Mr. Lubell on where it should be. I think that an 
Under Secretary of State for Economic Affairs is not a bad device. 
We need coordination; I would think a certain amount of direction 
from the White House Office itself. We have in theory at the present 
time a Council on Foreign Economic Policy in the White House, which 
is supposed to do this. I understand that a new interdepartmental 
committee was set up just the other day. My own feeling is that we 
have too much nominal coordinating machinery right now without 
actually bringing the various pieces of policy together. I am inclined 
to think that this depends more on the kind of drive one gets from 
the top than it does on the formal machinery that you have. 

Mr. Curtis. I asked the State Department to prepare a graph on 
our hearings on OTC of how a trade agreement is made, and they 
used a ball and it bounced in and out of the White House at least 
3 or 4 times, and I think that graph pretty well illustrates that one 
of our basic problems, in my judgment, at any rate, is failure to 
cope with the administrative setup. 

Mr. Lusety. I should make it clear that I am not opposed to an 
Under Secretary for Economic Affairs in the State Department. 
That is very valuable and very important. But I don’t think he 
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will do the job that needs to be done in this field, which is much 
more of an operating job and requires constant day-in and day-out 
thinking and planning operation. I just don’t think any Under 
Secretary of State will ever do it. 

Mr. Barr. May I make one comment? I think it goes to the whole 
of this problem. Our form of government, the deliberate balance 
of powers between the legislative, the judicial, and the executive, 
leads us of necessity to the development of policy by the glass-bow] 
process. That is not true in most of the European governments. 
Our problem is further accentuated by the fact that we do not have 
a strong and continuous, well-trained civil service at the high levels. 
In a form of government like the British, with a well-trained civil 
service, complete responsibility vested in the head of the party in 
power, all of the heads of the party in power being members of the 
governing body itself, you have single responsibility and single 
direction. We don’t have that, and that is a great difficulty, a very 
great and very fundamental difficulty with us, gentlemen, as I see it. 

Mr. Curtts. Thank you very much, Mr. Chairman. 

Mr. Boces. Thank you, Mr. Curtis. 

We have 5 minutes. Mr. Machrowicz? Mr. Morrison, do you have 
any observations ? 

Mr. Morrison. The one point I think worth while bringing before 
the panel is the extent to which the polities they advocate can be put 
into effect through legislation. As you know, the present legislation, 
the Trade Agreements Act, endorses a liberal trade policy and also 
a highly protectionist one in the escape clause. Therefore, the policy 
we have pursued is one that the administration, not only this one, 
but former ones, have chosen to pursue under legislation that permits 
such a policy but which would also permit a much more restrictive 
one. 

Mr. Lubell has suggested that we should go in for, as I under- 
stand it, much more direct control over foreign trade; that we should 
place orders for this or that where we think it is to our strategic 
advantage. Would he do that through entirely new legislation, or 
would he just enlarge the authority delegated under present legis- 
lation ? 

If I understood Mr. Murchison, at least his analysis would seem 
to lead to the view that we have an integrated economy and that 
every part of it should not be regarded as something to be sacri- 
ficed or promoted, but we should have a national policy that would 
be in the interest of each element in it. I wonder if he is suggesting 
that we should undertake, by our foreign-trade policy, to maintain 
the present pattern of United States production and trade. If not, 
what sort of legislation would give effect to the degree of flexibility 
that he would think appropriate? To what extent should the legisla- 
tion restrict the sort of action that the executive branch might take? 

Mr. Murcuison. What I had in mind there, Mr. Morrison—and I 
am glad I have this opportunity to comment on that point—is that, 
if we are considering the growth and prosperity of our national 
economy as the fundamental consideration on which all principles of 
reference should be based, we should proceed from that point and 
think of our tariff concessions and other elements of trade policy in 
terms of their effect on the national economy. I believe that would 
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promote trade and would greatly ease the procedure of trade and re- 
lieve the uncertainties which we necessarily have now because we don’t 
have any basis of reference for the building of a philosophy. We 
talk about the interest of other countries. We talk about what the 
situation is in Russia. We talk about foreign-exchange problems. All 
of these things are like shifting sands. As the greatest industrial 
nation in the world, we have no philosophical basis to which all of us 
can come, using that basis as a meeting place for agreement or as a 
place for departure, as it may be. 

Of course, prosperity of our economy necessarily assumes growth. 
There can be no prosperity without the element of growth. Most of 
the purchasing power which is released in this country and a very large 
percentage of the employment which we have in this country are ad- 
dressed to the expectations of tomorrow. Every big factory, every big 
oflice building, every project of research, every program of promo- 
tion is set up not to meet the requirements of today, but of to- 
morrow. It is that expectation which really makes possible the 
tremendous volume of development capital that we have in the United 
States. 

Does that suggest a criterion on which we can proceed? I can only 
express the criterion in terms of the principle. t hat is, recognize and 
welcome the necessity for imports which do not retard or interfere 
with the progress of growth in America. 

With respect to each industry, we adopt the principle of adequacy. 
I think those are the best words I can think of, the principal of 
adequacy. If we have an industry which is adequate to a certain 
point, then between that point and the possibility of total consump- 
tion is an area in which the import tied of course, can come, meet- 
ing the competition normally even in that free area. So long as we 
follow that principle, with respect to at least 70 percent of our total 
imports we have no problem. The problem is centered only in that 
arena which contains about 30 percent of our imports. That has 
an importance far beyond that proportion, however, because within 
that 30 percent is where all the decisions of policy are made. Those 
are the places where the research and development programs proceed. 
Those are the places where the guidance, the direction, of American 
economy evolves. I think we have a principle there to work on. It 
is a principle which is compatible with my concept of an integrated 
economy. It requires a good deal of work in implementation. 

It may be that Mr. Lubell’s concept of some new administrative 
agency would be necessary, but I believe, if we take advantage of 
all the new techniques which have been developed in market analysis, 
it will be possible in trade negotiations, in taking up a particular 
category of products, to say that within this category the United 
States market can profitably import such-and-such a quantity at the 
present time, that quantity being compatible with what we will have 
in America, what we have already invested in—not what somebody 
else is planning on the other side—what we have, and then making 
allowance for the factors of growth which will take care of that pro- 
cedure. I think there we accomplish the double purpose of building 
a philosophy, a national philosophy, of our international economic 
relationships, and at the same time setting the stage for an expansion 
of an enduring trade. That is what is in my mind. 
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Mr. Bocas. This subject is so broad and so interesting that I am 
certain that we could continue this discussion until late tonight. 

In connection with that, we would be most appreciative of any fur- 
ther material that any of you or all of you might care to submit to 
the committee. On behalf of the subcommittee I should like to thank 
all of you. You have done a really magnificent job of pointing up 
the broad problems involved in this area. I think the value of dis- 
cussion such as the one that we have had today is that you make 
available to the American public generally the issues involved so that 
when January comes and we begin the discussions of the extension 
of the trade agreements program and other legislation such as OTC 
and so on, the contribution that you have made here today will be a 
lasting and very helpful one. May I say to all of you that we are 
very grateful to you. We will keep the record open for 2 weeks after 
the conclusion of the hearings on the 13th so that it may be possible 
for you to file supplementary statements. Also we will make avail- 
able copies of the discussion today so that if any of you care to edit 
anything that may have been said here you may do so. 

Thank you very much. 

The committee is adjourned for today. 

(Whereupon, at 4:07 p. m., the committee was recessed, to recon- 
vene at 10 a. m. Tuesday, ember 3, 1957.) 
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TUESDAY, DECEMBER 3, 1957 


Houses or REPRESENTATIVES, 
SUBCOMMITTEE OF THE 
CoMMITTEE ON Ways AND Megans, 
Washington, D.C. 


The subcommittee met at 10 a. m., pursuant to notice, in the main 
hearing room of the Committee on Ways and Means, Hon. Hale Boggs 
(chairman of the subcommittee) presiding. 

Mr. Bocas. The subcommittee will come to order. I believe all of 
those interested in these proceedings are fully informed as to the 
program of the subcommittee. The panel today is intended to deal 
with an evaluation and appraisal of the trade-agreements program, 
a subject which we also touched upon in general terms yesterday. 

It is a pleasure to welcome the members of the panel this morning, 
and to thank all of them for their cooperation with the subcommittee, 
both in participating in the panel and participating in the compen- 
dium. 

The members of the panel are: Mr. Richard H. Anthony, executive 
secretary, American Tariff League. 

We are very happy to have you, Mr. Anthony. 

Dr. Stephen Enke, chief, logistics department, the RAND Corp. 
It is good to have you, sir. 

Mr. Morris S. Rosenthal, senior councilor, National Council of 
American Importers, Inc. It is nice to have you, Mr. Rosenthal. 

Prof. O. Glenn Saxon, professor of economics, Yale University, 
and Mr. Raymond Vernon, director, New York Metropolitan Region 
Study. It is good to have both of you, Mr. Saxon, and Mr. Vernon. 
Mr. Vernon for several years was active in the administration of the 
trade-agreements program as an officer of the State Department. 

Prof. Charles Kindleberger of the Massachusetts Institute of Tech- 
nology was scheduled to participate today, but unfortunately we are 
informed that he has the flu. We hope he recovers rapidly. 

We are very happy to have all of you gentlemen. We recognize 
the competency of the members of this panel. As you know, we pro- 
ceed very informally, and we would like first to have each of you 
make an opening statement of 10 or 15 minutes, and then after that 
we will proceed to a discussion between the members of the panel 
and the members of the subcommittee. I might say that the members 
of the committee here are Mr. Thaddeus M. Machrowicz of Michigan, 
and Mr. Burr P. Harrison was scheduled to be here but he had a death 
in the family last night. Mr. Noah M. Mason of Illinois, not a mem- 
ber of the subcommittee, but, a member of the full committee is sitting 
in with us and we are very happy to have him. Mr. Thomas B. Curtis 
of Missouri is a member of the subcommittee. 
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We have Mr. Morrison and Mr. Rashish of our staff present here. 
Mr. Anthony, we are glad to have you start off. 


STATEMENT OF RICHARD H. ANTHONY, EXECUTIVE SECRETARY, 
AMERICAN TARIFF LEAGUE 


Mr. AnrHony. Today’s panel discussion is, I mee. directed 
principally to a consideration of the effects of our trade- agreements 
program on our merchandise trade to and from other countries. The 
expressed purpose of the Trade Agreements Act from the beginning 
has been to expand outlets for our exports. Indeed, that purpose is 
written into the act, as you know. 

There is, of course, no compelling reason why our merchandise 
imports and exports should balance dollar for dollar, or bale for bale, 
any more than that the income and outgo elements in any other bal- 
ance-of-payment subcategory should cancel out. Nevertheless, there is 
unquestionably a degree of Rep praE relationship between the goods 
we import and those we export. 

One of the reasons for controversy in this field lies in the way this 
relationship is expressed. If the emphasis is placed on fostering 
imports so as to help maintain an arbitrary level of exports, then the 
practical result is to favor our export industries over those American 
producers who depend wholly on the domestic market. 

The first point I would like to offer is that this emphasis is arbi- 
trary and contrary to the natural order of things. 

Our exports represent, at least in part, some of this country’s nat- 
ural resources, on which Americans have worked a certain number 
of man-hours. When the product of this labor is sent out of the 
country, it is denied to our people. Looked at from the overall view, 
the Nation is depriving itself of something it has labored to produce. 
The dollar sale element in the transaction disguises the fact that every 
time we export something we are shipping out part of ourselves. 

The justification for this self- deprivation can only be that we re- 
ceive something of equal or greater value in return. The natural 
quid pro quo would be something we cannot produce in this country 
at all, or which we cannot or do “hot produce in sufficient quantity to 
meet consumer demand. In other words, the basic use of our exports 
ordinarily would be to help buy the imports we need. 

We know that, since the war, a substantial portion of our exports 
have not been used i in this way, but have been artificially stimulated 
as part of a considered national policy to aid the recovery of friendly 
foreign nations. We have deprived ourselves of our substance in 
the interest of gaining an intangible, although valuable, quid pro 
quo. There have been humanitarian considerations involved, of 
course, but the foregoing is a simplified explanation of what is some- 
times called enlightened self-interest. 

The artificial stimulation of postwar exports has widened the mer- 
chandise export-over-import imbalance, as expressed in dollars, which 
has long been a fixture of our foreign-trade pattern. Many propo- 
nents of our trade-agreements program are constantly asking that the 
program be used to foster imports so as to help maintain our arti- 
ficial export level. 

The history of the program shows that it is not an effective tool to 
accomplish such a result, even if the result were necessary or desirable. 
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Imports, expressed in dollars, certainly have skyrocketed in the 
last decade, but the inflated dollar, of course, distorts the picture. 
Expressed in quantitative terms, imports have shown only a mod- 
erately steady rise over the years, induced by our expanding popula- 
tion and the continuing ability of that population to pay for them. 
This long-term uptrend, of course, antedates the trade-agreements 
program. ! 

The second point I wish to offer is an explanation of a seeming 
paradox. 

There appears to be no appreciable causal eee between the 
trade-agreements prograte and the moderate rise in total quantitative 
imports over the last 20 yest. Yet, certain imports have increased 
to the point that injury has resulted to some American industries— 
there have been 26 such injury findings by the Tariff Commission 
since 1949—and the substantial reduction of United States tariff rates 
under the trade-agreements program is responsible, at least in part, 
for the results. 

How do we explain this seeming paradox ? 

The explanation lies in the fact that the composition of United 
States imports has changed during the life of the program, and par- 
ticularly in recent years. The raw material—except for petroleam— 
and the foodstuff categories of imports are slowing down in propor- 
tion to the influx of finished products, particularly hard goods. 

This change is recognized in our Government analyses of import 
statistics and it stands out clearly when we compare the patterns of 
import trade today with those of 20 years ago, as we do in the table 
the league submitted for your committee’s compendium and which 
appears therein on page 58. 

The table is summarized on page 59. We note that steel mill prod- 
ucts, vehicles, aluminum manufactures, and copper manufactures are 
climbing among the top dollar brackets of imports, while sugar, crude 
rubber, beverages, fruits, nuts, jute, and other foods and soft goods 
are showing a relative decline. 

Thus the import categories most likely to injure American indus- 
tries are increasing at a relatively higher rate than the general steady 
uptrend of total imports. We attribute this shift, in part, to the 
working of the trade-agreements program. 

With these two main points offered for the consideration of the 
panel, I look forward to an instructive interchange of views. 

Mr. Boees. Thank you very much, Mr. Anthony. 

Mr. Enke, would you proceed. 


STATEMENT OF STEPHEN ENKE, CHIEF, LOGISTICS DEPARTMENT, 
THE RAND CORP. 


Mr. Enxr. With your permission, Mr. Chairman, I would like to 
make a few supplementary remarks to my compendium paper, regard- 
ing the so-called national security amendment, that is section 7 of the 
Trade Agreements Extension Act of 1955. Congress, in my view, 
should seriously consider repealing this section. The following are 
some supporting reasons. 

First, the national security amendment presumes future wars that 
are either incompatible or in conflict with United States military plan- 
ning today. The idea of a mobilization base has been outmoded by 
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our reliance on atomic warfare and Soviet advances in atomic weapons 
and their means of delivery. Broadly speaking, we are confronted 
by two kinds of future wars: “All-out wars” in which the United 
States and Soviet Union exchange thermonuclear attacks, with mili- 
tary forces in being, and almost without warning; and “limited wars,” 
in peripheral areas of the world, where the United States supports a 
country attacked or undermined by the Soviets, the Chinese, or one of 
their satellites. 

In the case of an all-out war the United States can expect to lose 
most of its major cities, considerable areas within the Zone of Interior 
may be depopulated by radioactive fallout, and our ability to transport 
raw materials and processs them will be drastically reduced. What 
we shall then want is not a mobilization base within the country but 
a recuperation base. Some of this recuperation base may be in foreign 
economies—such as the Canadian—as the Soviets may seek to isolate 
the United States politically by attacking it alone of all the NATO and 
other allied countries. 

In the event of a limited war, something like Korea, our domestic 
economy will not be under attack and will not be unduly strained. 
In addition, we shall have access to the economies of allied and neutral 
countries, including much of their shipping. But, unlike the start of 
the Korean war in 1950, we now have a military posture costing about 
$40 billions annually with over 2 million men in the military services. 
For this sort of war we are more than half mobilized already. 

Second, the national security amendment is an invitation to all sorts 
of lobbyists to wrap themselves in the flag, come asking for protection, 
and divert the energies of highly placed officials from more serious 
problems that really do concern the national security. If we look at 
recent requests for investigations made to ODM by parties at interest 
while the Soviets have been advancing their atomic and delivery 
capabilities so rapidly—what do we find? We learn that the Execu- 
tive Office of the President has had to concern itself with such things 
as wooden boats, wool felt, stencil silk, fine mesh wire cloth, and dental 
burs. At a time when the United States can suffer atomic attack 
almost without notice it is ridiculous to suggest that peacetime pro- 
tection of the producers of these products has anything much to do 
with the national security of this country. 

Third, the true national security needs of this country, insofar as 
they are affected by our trade policy, are to (1) stimulate the economic 
development of our own economy and that of close allies, (2) earn 
the good will of nations, the support of which we need to use our own 
military forces, and (3) develop a recuperation base in other countries 
to which we will have access in wartime. Most of our foreign trade 
policies—including section 7—do more harm than good in all three 
respects. Not so long ago we almost lost the use of Icelandic staging 
bases for SAC because of our refusal to accept certain fish imports. 
Inasmuch as most of our petroleum refining plants are close to cities, 
and so liable to destruction in an all-out war, the time may come when 
Venezuelian and Canadian petroleum products are most important 
to us. 

Parenthetically, I would like to associate myself with the paper of 
Mr. Klaus Knorr (pp. 641-661 of the compendium) and dissent from 
the statements of Mr. Philip D. Reed of the General Electric Co. (pp. 
663-677). Mr. Reed is concerned over installations of heavy electrical 
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nerating and transmitting equipment in this country by forei 
Rian: He asserts that all such equipment breaks down occasionally, 
and that, in wartime, replacements will have to come from domestic 
facilities. This is exactly the point at issue. In a limited war we 
would presumably continue to have access to the foreign supplying 
firms—for example, British or Italian—and a breakdown in installed 
electrical equipment would not be catastrophic. In an all-out war, the 
loss of our cities will greatly reduce the demand for electric power, 
and some of our domestic producers of heavy electrical equipment will 
have been destroyed too. Foreign firms may then play an important 
part in restoring some of our electric power production, especially 
thermal. 

Further, and considering the cold-war impact of our trade policies 
on allies and important neutrals, it is clear that today our foreign- 
trade policy appears far less liberal to foreigners than it formerly 
did. Domestic producers now have a wide variety of congressional 
amendments with which they can harass importers or reduce the 
attractiveness of the United States market by creating costly uncer- 
tainties for foreign producers. } 

In addition to the national security amendment, there are the 
Buy American Act, the escape clause, and peril-point eee 
countervailing and antidumping duties, and section 22 of the Agri- 
cultural Adjustment Act. Any active trade association can make 
use of one or more of these enactments to protect itself against for- 
eign imports of like products. While Congress has been ae 
it easier for domestic special interests to prevent imports, the Unite 
States has also sought to impress foreign countries with the advan- 
tages of free enterprise and competition. 

This incompatability between what we preach and what we do is 
unfortunate. The present cold war is in many ways a struggle of 
economic philosophies and foreign opinion may be more impressed 
by deeds than words. 

Finally, to repeat the obvious, the greatest threat to our na- 
tional security in the world of today is Soviet delivery of atomic 
bombs and missiles on this country; in comparison, the danger from 
imports of wooden boats, stencil silk, and even dental burs, seems too 
unimportant to justify the special legislation and administrative 
regulations that have been devised for the possible protection of a 
few special interest groups. 

Mr. Boaes. Thank you very much, Mr. Enke. 

Mr. Rosenthal, will you proceed. 


STATEMENT OF MORRIS ROSENTHAL, SENIOR COUNCILOR, NA- 
TIONAL COUNCIL OF AMERICAN IMPORTERS, INC. 


Mr. Rosenrnat. Mr. Chairman, any discussion of the trade- 
agreements program and a Trade Agreements Act must neces- 
sarily deal to some extent with some of the philosophic problems 
involved in the entire program pertaining to international trade. 

That becomes important when we go back to the act of 1934 and 
examine the purposes of the act at that time. The preamble to the 
act stated that it was intended to improve domestic business and 
domestic employment. We would make concessions to other na- 
tions on various imports if we could obtain concessions from them 
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which would increase employment in the United States and help 
domestic business. 

The basic concept of the act was to help domestic business, and 
at that time I do not think that there was much recognition given 
to international trade as an instrumentality of international policy 
or recognition of the importance of international trade in our inter- 
national relations. 

I think we have learned since then that the economic relations of 
nations with each other play an important part in our attempt and 
the attempts of others to foster the development of democracy in 
those areas of the world which have recently achieved political inde- 
pendence, and also to be helpful in maintaining a world at peace to 
the extent that we have been able to and hope we can in the future. 

I think one thing in any discussion of the trade agreements act we 
need to bear in mind is that we should face up to what the purposes 
of the act are. In writing a new act, we should put in the act what 
our objectives are in whatever authorization we give to the President 
of the United States. 

That is to conduct trade relations with others to their benefit as well 
as to our own. We should recognize that this act is much more than 
something which is designed to help individual export industries. To 
help an individual foreign manufacturer and importer through the 
lowering of a tariff is about the same as helping a domestic manufac- 
turer by increasing a tariff. Assistance to the individuals is not what 
we should have in mind. What we should have in mind is our over- 
all economic welfare, the greatest amount of capital employed in 
industry and agriculture, and the greatest number of people employed 
in our offices and our factories, mines and on our farms, what the 
effects will be of lowering of import barriers, and buying more goods 
from abroad, what the effects will be of increasing our exports as far 
as our own welfare at home is concerned, and then, too, we need to 
consider, as Dr. Enke has said, our relations with other nations and 
how we can work with our allies and with the uncommitted countries, 
toward the development of democracy in the world, and on behalf of 
a world in which we can at least have some hope of living in peace 
and having genuine security, at least among the peoples who think 
in the same terms in which we think. 

Then, too, I think that there should be some recognition in the 
purposes of the act of the interests of the American consumer who 
should be able to buy goods of different quality, different character, 
or even at lower prices. Those are benefits of competition. But the 
benefit to the consumer goes beyond that in a sense in that the wider 
the consumer’s dollar can be spread, there will be other domestic in- 
dustries which also benefit because the consumer will have money left 
over then to buy goods that otherwise he might not be able to afford. 
I think, therefore, another purpose of the act is some consideration of 
the American consumer, who is very frequently forgotten in this 
situation. 

Then, too, we have the problem that a lowering of import barriers 
is a very necessary consideration in regard to our private investment 
abroad. Those who go abroad and invest their funds, either in indus- 
try or in agriculture, think in terms of being able to amortize their 
investments and also to be able to repatriate in dollars their earnings 
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on the investments abroad. Now dollars are created chiefly through 
the export of goods from the other countries to the United States. 

If our American industries are to invest abroad to an even greater 
extent than they have in the past, some consideration needs to be given 
as to how they will be able to get their money out of their investments 
abroad. 

Now, I think it is important, philosophically, to have the purposes 
of a trade agreements act wwanliok clearly as to what our intent is, first, 
because I think it serves as a guide of the policies of the Congress 
to the executive branch of the Government in carrying out the act. 
Second, it is necessary for evaluation from time to time by the Con- 
gress as to whether the executive has carried out its wishes and as to 
whether its stated policies have been and are being effective. Thirdly, 
it is important because I think that a clear statement of the intentions 
of the Congress in the tery of an act is effective in making the public 
at _ ge understand what the policies of the Congress are in any given 
fie 

My second point would deal with the concept of injury as we have 
slowly come to adopt it in the act. Assuredly, 10 years ago the act 
was very differént from the one we now have. A newspaper writer— 
I think it was yesterday morning in the New York Times—spoke of 
creeping protectionism. We have put into the act during the period 
of a last 10 years peril-point provisions, the escape clause, and the 

national-security provisions of which Dr. Enke spoke. I think we 
need to examine the concepts of injury. I think there needs to be a 
change in both the peril-point provisions and the escape clause in a 
new act. 

A good many people abroad, as well as here, have felt that one of 
the important things needed is a feeling of stability on the part of 
the businessmen, with some assurance that governmental action is 
not going to come about overnight and upset whatever plans he made 
in the feeling that here were results of trade-agreement concessions 
which caused him further to attempt to obtain an increasing share of 
the American market or to build up a new business in the United 
States. 

The way the escape clause is now drawn, it is so loose that we have 
what we call the fractionalization of industry. If any particular 
segment of a business of a manufacturer suffers from increased im- 
ports, even though the company may be operating profitably on the 
overall, that is a cause for demanding that the Tariff Commission 
conduct an inv estigation. The Tariff Commission cannot refuse to 
conduct investigations, even if they might think that they are frivolous 
ones, and they now must conduct ps all. We have the escape 
clause so drawn now that not only importers but producers abroad 
constantly feel the strain of wondering when a previously made con- 
cession is going to be withdrawn. They are living under such a 
sword of Damocles that it does not allow them to have any feeling 
of assurance when they spend their money to develop goods to be 
sold in the American market. 

No one would say that there need not be some form of an escape 
clause, but it seems to me that the criteria should be much more 
tightly drawn than is true in the present act. An escape clause should 
be provided so that if there are genuinely unforeseen conditions that 
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really threaten very serious harm to an entire industry, and not just 
some loss of business, that would threaten the overall economic wel- 
fare of the United States, under those conditions where the burden 
of proof would be on the industry to show it was really going to be 
put in a critical condition or ball already been seriously hurt, then 
a concession could be withdrawn. Surely a tariff should be raised 
to no greater extent than it was before the last concession had been 
granted, but the withdrawal of the concession should be limited for 
a period of time to enable the industry to adjust itself and not be a 
permanent one. 

I think it is important to examine the escape clause and tighten it 
along those lines. 

The peril-point provision should be eliminated entirely. I have 
never been satisfied with the situation where we have had two inter- 
agency committees consisting of representatives of several depart- 
ments of Government which for years thought in terms of where we 
should not reduce rates below certain levels, and all of a sudden the 
Tariff Commission is set apart as the one agency to establish these 
points for the President who could within his discretion disregard 
them, but in which case he would have to give an accounting like 
a schoolboy because he disregarded the recommendations of the 
Tariff Commission. 

I respectfully submit that the interagency committees, of which the 
Tariff Commission was a member, also thought in terms of peril 
points even if we did not use that exact expression in the previous 
years. It would be my feeling that that surely could be eliminated. 
We could recognize that all of the agencies that work on these studies 
think in those terms. An escape clause should be an escape clause and 
not merely a vehicle for industries to come down time and time again 
and demand new investigations as has been done in many situations. 

I think that the defense concept, or security concept needs to be 
reexamined, and at this time I would add nothing to what Dr. Enke 
has said. I would fully subscribe to the details of his statement. I 
think national security means that, but I think we should examine 
also if there are not other means of taking care of it. It would seem 
to me to be less costly to the American economy to give a direct 
subsidy to those manufacturers who are absolutely essential for na- 
tional defense production than to go back and raise the tariff and 
penalize the entire economy by virtue of that. 

I would only add that I think the direct subsidy is probably less 
costly in cases of national defense than withdrawing concessions in 
tariffs which raises the prices to all of the consuming public as well 
as effect adversely the countries abroad with which we would con- 
tinue harmonious international development. 

My fourth point in regard to the act would be the powers delegated 
by the Congress to the President over which of course there has 
also been a great deal of controversy. I have given a number of them 
in my paper that is the compendium, and I would list only a few 
briefly as a basis perhaps for discussion during the day by the panel. 
One is my feeling that the act should be extended for a substantial 
period of years. The United States has grown up economically. 
It has reached a period of maturing international affairs where I 
don’t thing we need womans d to live in fear of what we have more 
or less accepted as a nationwide policy over the last twenty-odd years. 
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I don’t think we have to work on 1 or 2 or even 3 year renewals of 
the act. I think the act should be extended for a period of 11 years. 
I suggest 11 years both because I think it supplies an adequate length 
of time, and also because it would mean the act would come before the 
Congress in a nonpresidential election year, which I also think is 
important in legislation that has been and is of course likely to con- 
tinue to be as controversial as this. 

However, I think also that provision could well be made that 
after a period of 5 years, the Congress could review the bargaining 
powers given to the President with a view perhaps to determining 
whether or not added bargaining powers need to be given to the 
President based upon conditions at that time. 

Now as to the bargaining powers to be given to the President, I 
think there are several points to be borne in mind. One of the basic 
considerations in the act is reciprocity, but I don’t think the rec- 
iprocity should be confined necessarily to giving reductions in our 
tariff rates if other countries reduced their tariff rates. I think that 
there should be some delegation to the President to act in terms of 
other forms of reciprocity that could be given to us in return for low- 
ering of our tariff rates. Perhaps there could be elimination of the 
imposition of quotas on the part of other countries, and perhaps in 
the form of economic concessions in the way of bases, those are really 
military concessions rather than economic, and I think there are other 
things. I believe we can properly delegate a wider degree of authority 
to the President in that seine 

Then, too, I think the President could be given some latitude in 
making unilateral tariff concessions. When he feels that the inter- 
national scene warrants his making those concessions, in order to help 
the cause of stability and peace in the world, he should be given that 
authority. With our strong position economically, industrially, mili- 
tarily and so on, I think it may be wise for us at times to recognize 
that others cannot do as much as we can do and that perhaps we can 
gain advantages if we don’t insist on the exact bargain. 

Then I think the President should be authorized to freeze conces- 
sions that are made, or to freeze existing rates even if there have been 
no concessions made for a period of 3 years, and perhaps even 5 years, 
in which the President agrees that the escape clause will not be in- 
voked. I think that will give a feeling of stability to the nations of 
the world with which we trade that they do not now have. It will 
enable them to think in terms of the development not only of their 
export trade, but of their own economies. Then too, of course, it is 
important that we recognize that without economic stability among 
our allies, as well as among the neutrals that are still uncommitted 
and struggling in their own way to achieve democratic standards of 
living, that economic stability and progress is vital if they are to 
succeed at all. 

Also there are a number of other details, and perhaps we will de- 
velop those in the course of the day. However, I would add at this 
point only one, which is my feeling that the imposition of any quota 
system by the United States is unwise. It is not only contrary to the 
spirit of free enterprise, which we are preaching to all of the world, 
but it creates a certain rigidity and regimentation that is assuredly 
unhealthy. If we do have to think in terms of protection of domestic 
industry, I would submit the tariff is probably the most equitable, and 
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the most flexible and the least rigid. It would be my feeling that we 
should not use a quota system at all. 

Now, in conclusion, may I make one observation, and that is in 
regard to the trade- -agreements program as we have had it over the last 
23 years. It came into being at a time of intense depression 
here and abroad, and we know from figures that over the period of 
1934-39, our exports and our imports rose. Our exports increased 
more substantially than did our imports. We also know in that 
period that our international trade increased more with those coun- 
tries with which we made trade agreements than those countries with 
which we did not. But, in all fairness, I don’t think you can pick out 
statistics and say the trade- agreements program was responsible for 
the increase in international trade or the improvement that we had in 
the United States in working out of the depression or the improve- 
ment of countries in Western Europe and elsewhere in working out of 
their depressions. Just as I don’t think that since World War IT, with 
the tremendous dislocation and destruction of the war, we can say 
that the trade-agreements program has solved all of these problems. 
It helped some of the countries of Europe achieve a better degree of 
prosperity, and so on. It would be an exaggeration to try to pick out 
any single piece of legislation which is part ‘of American foreign policy 
and either give it credit for ev erything or blame it for everything. 

To me, the Trade Agreements Act is a very useful mechanism in 
the development of our international economic relations with other 
nations. I think it is part of the whole. There are really three parts 
of American foreign economic policy. There is our trade with other 
people, American private investment abroad, and economic aid to 
the underdeveloped areas. Then after all, economic policy is but a 
third of our overall foreign policy to which you must add our political 
relations with other nations, and our military relations and alliances 
with them. So it isa single element in the entire picture. 

But, because it is a single element, I don’t feel that we should attach 
too much emphasis in saying it will solve everything, and then if it 
does not solve all of our problems to throw it out and say it is no good. 
Nor do I think that we should say it is really going to ruin any Ameri- 

‘an industry, as the records show this never hi appened over the past 
23 years. Certainly, over the past few years, the phenomenal growth 
we have had at home, in the earnings of American corporations, and 
so on, prove that our trade-agreements program has had no retarding 
effect on our progress at home. 

It is a useful thing. It enables us to sit down with other coun- 
tries and in the field of trade, and economics, and distribution of goods, 
work out problems that they and we have in common. 

There is a recognition that a high and growing standard of living 
for all peoples is ‘basic if we are to have any hope of development of 
democracy and maintenance of democracy in this world, and also 
working toward a peaceful world which is one of America’s basic, if 
not, the basic objective at this time. I will submit to you that intel- 
ligent trade-agreements program is an important element in all of 
these considerations. 

Thank you. 

Mr. Boaes. Thank you, Mr. Rosenthal. 

Professor Saxon. 
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Mr. Saxon. Mr. Chairman and members of the committee, 
may I first submit for the record a few statistics which will supplement 
material which I submitted to the Ways and Means Committee last 
year. At that time I submitted data that converted United States 
imports and exports and the trade balance from current dollars to 
common gold dollars and dollars of constant purchasing power. 

I did that in an effort to clear up what I called the misrepresenta- 
tion or exaggeration of the growth of our exports and imports over 
the years. Officially they are measured only in current dollars. De- 
valuation of the dollar in 1934 by 40 percent of its gold content dras- 
tically changed the yardstick of measurement. 

Many of us who have appeared before this committee over the years 
have consistently talked of the growth of our trade in terms of cur- 
rent dollars and not of a common yardstick. My statistical conver- 
sions of last year now make it possible to analyze our trade expansion 
more accurately, 

Today, I want to submit statistics showing the growth of our ex- 
ports and imports and trade balance as percentages of our gross na- 
tional product. I do not think such data have been submitted to the 
committee in the past. 

United States total exports as percentage of national income (1869- 
1956) : The United States Department of Commerce has not developed 
the gross national product of the United States for the earlier years 
of our history. However, by use of (estimates of) the gross national 
product for selected years prior to 1929, developed by Simon Kuznets, 
for the National Bureau of Economic Research, Inc.,’ it is possible 
to calculate the changing relationship between the gross national prod- 
uct and foreign trade of the United States over a long term of years. 

The tables show these data for selected decades and selected years 
for which gross national products data are available. 

From the first table it will be noted that in 5 of the 6 selected decades 
between the Civil War and World War I total exports averaged 7.2 
percent of the average gross national product of these decades. In 
only 1 of the 6 decades (1904-13) did the average fall (below 7 per- 
cent) to 6.5 percent. 

However, in the 1909-18 decade, which included the years of World 
War I, total United States exports averaged 8.3 percent of the average 
gross national product for the decade. 

In 1919 total exports represented 10.8 percent of the gross national 
product—the high point of the selected periods. The ratio fell back 
to 9.7 percent in 1920 and then declined sharply to an annual average 
of only 5.4 percent for the years 1921-29, inclusive. 

In other words, between 1869 and 1913, United States annual ex- 
ports averaged about 7.0 percent of the average gross national prod- 
uct of the period. They rose substantially during World War I, but 
fell back to an annual average of only 5.4 percent in the 1920's. 

In 1929 total exports constituted 5.4 percent of the gross national 
product, as estimated by Simon Kuznets, but only 5.0 percent of the 


1 National Product Since 1 
Inc., New York, N. Y. 194€ 


69—Simon Kuznets—National Bureau of Economic Research, 


2 


46 











a oe 


86 FOREIGN TRADE POLICY 


gross national product, as developed by the United States Depart- 
ment of Commerce. 

This table shows that in the 11 years, 1930-40, inclusive, average 
exports, as a percentage of the average gross national product of the 
period, fell sharply to only 3.37 percent—with a low of 2.7 percent in 
1932 and a high of 4.2 percent in 1930. 

Despite devaluation of the United States gold dollar (in 1934) de- 
spite the reciprocal trade program, and despite Federal subsidies for 
exports of farm products, total exports during 1934-39, inclusive, 
averaged less than 3.4 percent of the average gross national prod- 
uct of this period preceding the outbreak of World War II. 

In the 11-year period following the end of World War II, 1946- 
56, inclusive, total exports averaged only 4.5 percent of the average 
gross national product of this period. 

Despite the large military and economic-aid export shipments dur- 
ing this entire period, despite increased Federal subsidies for agri- 
cultural exports, and despite substantial tariff reductions in 1948 
and 1953, total exports, as percentages of the gross national product, 
ranged only from a low of 3.6 percent in 1950 to a high of 6.2 percent 
in 1947. In fact, they fell from 6.2 percent in 1947 to only 3.6 
percent in 1950, 4.0 percent in 1955, and 4.6 percent in 1956. 

In short, United States total exports, as a percentage of the gross 
national product, have declined over the years, as follows: 


United States total exports (as percentage of the gross national product) 


Years Percent Years Percent 
1869-1913 average_____-________ MG oh cet sential ba cspenn nabs 4.6 
EE i a 6.2 
cata ele aren ccage a a ae taciabiclec id 3.6 
ee Baa rene ek Set etal 7 1 eee verano oo 4.8 
1930-34 average___________-__ DOP cident lee Lelie aks 4.4 
i teltek Se asi a tna athabd acatths Re St) NE anttt sb ctchctibeidicactlndisbtweusd 4.0 
a ia Ni i ek a 4.6 
1935-40 average________________ S. 6} 1951-66 average.___._________.. 4.4 
1930-40 average _______________ $.3 11946-56 average_____......_.__- 4.5 


1 Average of averages for 4 decades. 

Source: Based on total exports, as reported by the U. S. Department of Commerce, and 
on the gross national product, as developed by Simon Kuznets for years prior to 1929 and 
as developed by the Department of Commerce for later years. 

United States general imports as percentage of the national income 
(1869-1956) : A glance at next table will show the trend of general 
imports over the years, as a percentage of the gross national product 
of the United States. 


United States general imports and export trade balance (as percentage of the 
gross national product) 











Export | | Export 
Years Imports | trade || Years Imports trade 

balance || | balance 

shigiaieed ibe liable hase + hebisese 
1869-1918 average... 16.0 | 11.0 || 1946... 23 | 23 
1921-29 average .__......--- 4. 57 . 83 i 1947___. ceed a 2.5 3.7 
ee abedewed 4.5 -90 || 1950___- bs 3.1 5 

habs iid 2.2 .5 || 1946-50 average - esa 2. 666) 2. 134 

1930-34 average_ 2.7 | >, ES iron oxixe's' 3.0 | 1.4 
We oe hid 3.4 | -2 |) 1066. ..1.--.-. sSizetit 2.9 | 1.1 
NE ee 2.5 | L@ 1)-3008.....-. 3.0 1.5 

1935-40 average______._____- | 28 | -8 || 1951-56 average i 3.033} 1. 37 
1930-40 average.........-.---- tiset & 745) 55 || 1946-56 average...--------....] 2.9 | 1.6 





1 Average of average for 4 decades. 
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Exports, as a percentage of the gross national product, declined 
from 7 percent for the period 1869-1913 to only 5.4 percent for the 
period 1921-29, a decline of 1.6 percentage points, while the decline 
for imports between the same periods was only 1.4 percentage points— 
from 6 percent for the earlier period to 4.57 percent for the period 
following World War I. 

Exports, as a percentage of the gross national product, fell only 
1.2 percentage points between the period 1921-29 and the period 
1930-40, while imports declined 1.82 percentage points between these 
2 periods. The smaller decine in exports was, without doubt, due to 
the underpricing of United States exports on the world markets, as 
a consequence of the failure of United States wholesale prices in the 
depression decade to rise fully to offset the 40.94-percent devaluation 
of the United States gold dollar in 1934, while prices of imports gen- 
erally reflected the devaluation at once. 

Between the periods 1869-1913 and 1930-40, exports, as a percentage 
of the gross national product, showed a decline of 3.7 percentage 
points—a fall of 53 percent. Imports between the 2 periods showed 
a decline of only 3.255 percentage points—a fall of 54 percent between 
the 2 periods. 

Between the prewar period, 1939-40, and the postwar period, 1946- 
56, exports rose from 3.3 eo of the gross national product to 
4.5 percent—an increase of 1.2 percentage points, or 3.63 percent— 
due to the large exports under the United States military and eco- 
nomic aid programs of the later period. Meanwhile, imports between 
the 2 periods—without special subsidies from the United States Gov- 
ernment—rose only from 2.745 percent to 2.9 percent of the gross 
national product—an increase of only 0.155 percentage points. 

More important, however, is the fact, that in the years following 
World War II, exports averaged 4.8 percent of the average gross 
national product in the period 1946-50, but declined to an average of 
only 4.4 percent for the period 1950-56—while imports between the 
2 periods rose from an annual average of 2.66 percent of the average 
gross national product for 1946-50 to an average of 3.033 percent 
for the period 1951-56—an increase of 0.367 percentage points. 

Between the 2 periods, exports (as a percentage of the gross 
national product) showed a decline of 8.3 percent, while imports 
rose (as a percentage of the gross paticoill product) almost 14 
percent. 

The rise in imports in face of the decline in exports (as a per- 
centage of the gross national product) is evidence of the cumulative 
effects of the reductions in tariffs since the end of World War IT. 

It should be noted, however, that, over a period of time, the nature 
of both a nation’s imports and its gross national products may radi- 
cally change, thereby making less valid the thesis that a nation’s 
imports should increase more or less in proportion to the increase in 
its gross national product. 

Since World War II, for instance, the United States, formerly the 
largest consumer and importer of raw silk and natural rubber, now 
is able, if necessary, to depend entirely upon its own production of 
synthetic substitutes to replace these imported natural products. As 
a consequence, imports of these two products have declined sharply. 

At the same time, the United States gross national product has ex- 
panded rapidly, but a substantial portion of that expansion has been 
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and will continue to be in the area of increased services that cannot 
be imported. 

Perhaps, therefore, it may be helpful to explore the relation between 
the growth of United States population and United States imports 
over the years. 

In 1900, the United States, with a population of only 76 million, 
imported merchandise to the value of $829 million, or $108 per capita. 

The table below shows the growth of per apita imports into the 
United States since 1900. 





Year | Imports | Population Imports per capita 
Billions Millions 
1900___- . as eee ole Edel $0. 829 76. 1 ' $10. 89 2 $10. 89 
1910__- : \ 5€3 92.4 16. 92 16. 92 
1929 ; Heke ick : . 4. 399 121.7 36.15 36. 15 
1930. ...- * & ei lcs . 3, 061 | 123.2 24. 85 24. 85 
1940____ ; ius niet ds scat a 132. 1 19. 87 11.74 
1950 Se a ceri al ale 852 151.7 58. 35 34. 86 
1956____ ieee : me J 12 500 168. 1 74. 89 44. 32 


1 This column gives imports per capita in current dollars. 
2 This column gives imports per capita in constant gold dollars. (The dollar was devalued 40.96 percent 
in terms of gold in (January) 1934.) 


Source: U. S. Department of Commerce reports. 


It will be noted that per capita imports in 1929 were $36.15— 
more than 3 times those of 1900, The 1929 level, however, remained 
the peak until World War II, with a sharp decline during the de- 
pression decade. 

Between 1900 and 1956, United States population showed an in- 
crease of 121 percent, but in the same period per capita imports 
measured in current dollars rose 600 percent and measured in con- 
stant gold dollars rose 300 percent. 

Between 1940 and 1956, United States population showed an in- 
crease of 27 percent, while in the same period per capita imports 
measured in current or constant gold dollars rose 275 percent. 

Between 1950 and 1956, popul: ition has increased 10.7 percent, 
while per capita imports have increased 28 percent. 

I am not going to bore you at this time by discussing all the ma- 
terial offered for the record, but there are just 1 or 2 things that I 
think would be helpful at this time. 

These data show the effects of the increase in our standard 
living on imports. 

Now, in regard to some of the discussion that we have had here al- 
ready today, 'T would like to echo very strongly what Mr. Rosenthal 
and Mr. Anthony have said about the great desirability that Congress 
review and restate clearly the purpose of the Reciprocal Trade Act. 
The act of 1934 very clearly, as Mr. Anthony pointed out, states that 
its purpose was to expand exports of the United States. 

It has not done so. It has not done so in the sense that exports 
under the act and its extension have increased less, especially in re- 
cent years, than imports. Yet this year will probably show the highest 
surplus of exports over imports in our history except for 1 year 
during World War II. That, however, is due primarily to large Gov- 
ernment-aided exports. We do not have official figures showing the 
amount of aided or subsidized exports that are due to our various 
foreign-aid programs. If we did have them, without doubt, we would 
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be today enjoying, if you want to use that term, a substantial merchan- 
dise import sur plus instead of the large overall export surplus of recent 
years. 

In addition, we are currently exporting private capital at the rate 
of approximately $1 billion a year. Therefore, the contention that 
foreign nations need further economic aid through the reciprocal 
trade route is, in my opinion, invalid. 

In the first place, the influence of that act or the various extending 
acts has been greatly overestimated in many respects. For instance, 
during the thirties. the dominating factor in our exports was the 
devaluation of the dollar in 1934, while our domestic price level did 
not rise to compensate for that devaluation. We drastically under- 
priced our exports all during the prewar period. It is not until the war 
years that our domestic price level rose to compensate for the devalua- 
tion of the dollar. 

In that same period, the gold-purchase program of the United States 
was in effect, and from 1934 to 1940, we imported gold from the rest 
of the world in excess of the total world production, draining much 
of that gold from the treasuries and the monetary funds of other na- 
tions. The figures for gold imports do not appear in the strict merchan- 
dise balance. 

Then during World War II, our exports were dominated pre- 
dominantly by the military and Government-aid shipments. That 
also has been the case since World War II. Meanwhile, the Reciprocal 
Trade Agreement Act has been used to negotiate our t tariff rates down- 
ward. We today have the lowest tariffs of any industrial nation of the 
world. We have used the Reciprocal Trade Act to negotiate reduc- 
tions in the rates on a unilateral basis, because we have not had reci- 
procity from other nations. 

We have had reciprocity in theory only. The many exceptions and 
exc eptions which have been granted under the various agreements for 
“emergency” conditions abroad are so broad that benefits to the 
United States do not become effective because of the emergencies of 
one type or another, especially since the war. 

We have traded lower tariff rates in exchange for promises for the 
future. We have not had reciprocity. 

If we could have free trade the world over, or even in the Western 
World, I would accept that. But this reciprocal-trade program has 
been mainly a one-way street. We have had the power to clamp down 
on those nations that don’t reciprocate or that violate the agreements. 
We have only enforced that, so far as I can find out, in one instance, 
on the theory that, well, these foreign nations some day, when they 
come back to normal, will do what the present agreements require 
them to do, when these exceptions and exemptions no longer will be 
applicable. 

T admit that in the last 3 or 4 years, with the rapid industrial recov- 
ery in Germany and Europe generally, there has been a substantial 
improvement in the payments situation, and as a consequence there 
has been a substantial reduction in the various discriminations by 
various nations against American exports. But there is hardly a 
nation in the world that is not still discriminating, tariffwise, and 
otherwise, against American exports. 

We are approaching a period when we will be forced to determine 
whether or not we want to save certain industries in this country. 
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It is up to Congress to determine whether we want to save them. They 
cannot survive much longer, even if we continue some of the present 
tariff rates, and, if they are lowered further we will force out of 
business certain industries in this pountey which today cannot com- 
pete with foreign labor that is paid only from 10 to 40 percent of our 
wage rates. 

Many foreign nations today are exporting to us not only the mate- 
rials that they used to export to other areas of the world, and, as 
Mr. Anthony pointed out, there has been a drastic change in the make- 
up of our imports. 

Nations are producing textiles and chemicals and other products 
which they can sell in this market sharply below our cost of produc- 
tion. They have today the same technological devices to produce that 
we have. There was a time when they did not have, but today their 

roductivity is nearly as great, if not as great, as ours, despite sharply 
ower wage rates. 

If we want to save certain segments of the electrical industry, cer- 
tain segments of the chemical industry, certain segments of the textile 
industry, as well as various small industries, we have to stop lowering 
our tariffs. Our industries are not only threatened with increasing 
unfair competition from imports, but also with increasing competition 
in our own export markets. 

There is no doubt that this will be on an increasing scale, as we 
come into competition with the so-called common market now devel- 
oping in Europe. That venture is now crystallizing and coming into 
operation. It is estimated that it will take approximately 5 years for 
it to become fully implemented, but we will have then a third force 
in the world, a pee of roughly, say, 200 million people, having 
a common tariff. We have no assurance that this agency is going to 
take even the same attitude that the countries making up that agency 
today take with respect to many major issues which will directly 
concern the United States. 

Furthermore, we are faced with cartel operations in large segments 
in the rest of the world—cartels which are outlawed here. We don’t 
know yet but that this “common market” may itself become one of 
the major cartel forces in world trade. It could. The ability of 
industries within the common market to produce on a much larger 
volume for common European consumption will give various cartels 
lower unit costs than they have had in the past. They will become 
increasingly threatening in our domestic markets, as well as our ex- 
port markets. 

The question arises of renewal of the act, whether it should be 
continued for 1, or 3, or 5 years, 

I personally would much prefer to see the act renewed from year 
to year, if it is going to be renewed at all. The development of the 
common market in Europe is going to make it very doubtful as to 
whether you can count on any consistent policy. In many areas there 
will be no policy finally determined for 5 years and in that period we 
should be very careful that we don’t commit ourselves to things that 
we would not have committed ourselves to, if we had known in ad- 
vance what those policies would be at the end of the 5-year period. 

Thank you. 

Mr. Boeas. Thank you very much, Professor Saxon. 

Mr. Vernon. 
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STATEMENT OF RAYMOND VERNON, DIRECTOR, NEW YORK 
METROPOLITAN REGION STUDY 


Mr. Vernon. Mr. Chairman, as cleanup man in this long pro- 
gram I feel a compelling need to be brief. I shall do my very hest 
to keep my statement down to about 10 minutes. What I want to 
talk about is an aspect of the trade agreements program which has 
come to be fundamental to it, namely, the GATT. 

It is a curious thing I think that our Trade Agreements Act con- 
tains a provision which says that the Congress by its action approving 
the Trade Agreements Ket is neither approving or disapproving 
the GATT. 

All of us know, including the Congress, that the existence of the 
GATT makes a very different program of the Trade Agreements 
Act than what it would be in the absence of the GATT. The évalu- 
ation of the Trade Agreements Act realistically speaking cannot be 

.made independently of an evaluation of the GATT operations. 

Briefly, what have these operations been? In the first place, the 
existence of the GATT has revolutionized the business of tariff ne- 
gotiating. In the period from 1939 to the outbreak of the war we 
entered into about a score of bilateral agreements. We sat down at 
the table one by one with upwards of 20 countries. But in one meet- 
ing of the GATT, the first of them at Geneva in 1947 and 1948, some 
120 pairs of countries negotiated on tariffs. In the succeeding meet- 
ings, again, something on the order of 120 pairs of countries negotiated 
on tariffs. 

The effects of this for the United States were very interesting. 
One effect was, of course, to reduce the United States tariff, but 
something else was added, something of tremendous importance to 
us. While we were negotiating with the United Kingdom, France, 
and Germany, the United Kingdom, France and Germany were ne- 
gotiating among themselves. It no longer became a problem of the 
United States opening its markets to the rest of the world while the 
rest of the world simply waited one by one to see what the United 
States would do. Each of the other countries was attempting to 
open markets by negotiation. 

We achieved a great deal in this regard. We opened up channels 
of trade not only between ourselves and the rest of the world, but 
between other countries and the rest of the world. For example, we 
brought Germany back into the world of trading nations and a little 
Jater on to a more limited extent we brought Japan back, always 
operating through this mechanism of multilateral GATT negotiations. 

Let me turn from tariffs to the business of complaints. Trade 
agreements are terribly complicated instruments, as you know. They 
have to be; trade is a complicated business. Inevitably, these agree- 
ments give rise to misunderstanding, to violations by one country or 
another of the provisions of the agreement. Under the bilateral 
system when one-had entered into an agreement with, let us say, 
Mexico and a violation occurred, there really wasn’t a great deal one 
could do. 

First of all, one had a difficult time trying to determine what the 
facts were, what precisely Mexico was up to. You had complaints 
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from your own importers or exporters, but you couldn’t be altogether 
sure what was doing on. 

Then there was a question of what the agreement meant. Mexico 
would assert the agreement meant one thing. We would assert that 
the agreement meant another. This might be perfectly honest differ- 
ence of opinion, but it made the difference between a violation or a lack 
of violation. As a result of the inability to get the facts, the stale- 
mate over interpretation, the absence of ‘third parties who could act 
as conciliators and arbitrators, the typical result of a violation under 
a bilateral agreement was the de facto suspension of the agreement. 
Sometimes the de facto suspension led to its formal cancellation. 

The complaints procedure under the GATT, therefore, has been 
one of the really heartening aspects of its performance. Techniques 
have been developed for determining the facts rapidly, interpreting 
the agreement with a considerable amount of expeditiousness, and 
then recommending some-basis to the disputing parties for settlement. 

Virtually every country in the GATT has used the complaints 
procedure at one time or another. The United States has used it, 
among others. With Canada, for example, we have complained against 
Belgian and German import restrictions. We have succeeded in get- 
ting the alleviation of these import restrictions and thereby of in- 
creasing our exports of coal, for example. With other countries we 
complained against the fact that Brazil had reneged on an agreement 
to reduce certain tariffs. There was a joint complaint by several 
countries and after a considerable amount of pressure Brazil relaxed 
her restrictions. There is a willingness, indeed a need, in a multi- 
lateral organization to meet a complainant halfway and to find some 
basis by which the conflicting interests can be settled, a procedure 
which is really out of the question in a bilateral agreement. 

There is a third aspect of GATT negotiations which is of tre- 
mendous importance and which Professor Saxon’s comments make 
even more relevant for discussion here. This is a question of how 
GATT performs when a member country wishes to deviate from its 
provisions. 

Take the case of the United States with respect to import restric- 
tions under section 22 of the Agricultural Adjustment Act. The 
GATT lays down certain provisions which would allow the United 
States or any other country engaged in agricultural programs to 
restrict their imports in certain respects. T he C ongresss said to the 
Executive, “This isn’t good enough. We want you to have a freer 
hand on import restrictions and we are going to amend section 22 to 
provide for more extensive import restrictions.” 

The Executive ultimately was compelled to go to the GATT and 
say “We need a waiver from our obligations under the GATT and 
we want you to grant this waiver.” The GATT contracting parties, 
as they inevitably do in such circumstances, granted the waiver and 
asked the United States to report annually on the way in which it 
had exercised its rights under the waiver. 

The countries constituting the European Coal and Steel Community 
needed a waiver of this sort as well. I had the privilege of negotiating 
for the United States in connection with that waiver and it was a 
very interesting performance. 

In the end, the six countries forming the European Coal and Steel 
Community agreed to submit their community operations to the an- 





FOREIGN TRADE POLICY 93 


nual serutiny of the GATT during the period in which they were 
still working their way toward a complete union in coal and steel. 
This had been really the major, perhaps the only restraint, of any 
significance on the activity of these six countries with respect to coal 
and steel. It has been in these annual discussions in the GATT that 
the Danes, the Indians, and the Australians have been able effectively 
to say “These fellows strayed from the spirit or from the letter of 
waiver. We want them pulled up short,” and it has been the collective 
pressure of the countries assembled there which has pulled them up 
short. 

Our support of the GATT over the years has changed in a subtle 
way in a way which, in the end, probably is hurting us more than 
it is helping us. To begin with, our support has taken on a kind 
of soft quality. 

Karly in the postwar period when we were trying to sell the con- 
cept of liberal trade to the rest of the world, the concept of giving 
private enterprise maximum pe in the conduct of international 
trade, we ourselves adhered to the provisions of the GATT with a 
reasonable consistency. As time has gone on, however, we have been 
availing ourselves with increasing frequency of the opportunities to 
avoid the GATT provisions. 

For example, our own statutory escape clause now differs signifi- 
cantly from the provision of the GATT which relates to escape 
clauses. 

As I interpret our escape clause it is a weaker, looser clause than 
the GATT provision. If some nation in the GATT were to complain 
about the recent escape-clause action on safety pins or spring clothes- 
pins, I believe he will have a perfectly sound case in aserting that 
the United States is exercising powers which are at variance with 
its commitments under the GATT. 

Then, too, there is the use of voluntary restrictions, the notion 
that if imports of textiles are hurting us, the thing to do is to go to 
the other country and say to the other country: “See here, we really 
don’t want to apply our statutory powers to restrict your imports 
in any overt way. Why don’t you restrict your exports?” 

Any individual country, faced with the bargaining might of the 
United States, will probably accede to such a request. It may even 
be relieved by the request for fear that the formal escape-clause pro- 
vision, once applied, will never be reversed. Yet, at the same time, 
every observing nation in the world cannot help but feel that this is 
directly at variance with the rules of the game as we have been trying 
to sell them to the rest of the world—the concept that we conduct 
our trade on a nondiscriminatory, multilateral basis, that the rules 
are on the table and we follow them as we see them. All of this, as 
nearly as I can tell from reports from Geneva, has tended somewhat 
to downgrade the influence of the GATT in world affairs at a time 
when from our point of view, it ought to be at maximum efficiency. 

_Why do I say this? I say this for precisely the reason Professor 
Saxon asserted an opposite conclusion. Piailensoy Saxon says that 
in the European Economic Community we have before us a group of 
six countries consisting of some hundreds of millions of people, large 
Imports, great bargaining power, and a capacity to tell the United 
States, “Our reliance upon you is no longer nearly as great as it 
was. We are going to go it alone.” ; 
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This is not our only problem. We also have the Soviet Union 
engaged in economic incursions into the uncommitted countries, 
using tactics they applied rarely before. 

We have Japan asserting that with the present prospective decline 
in dollar earnings she simply has to look to Communist China as a 
market. 

All of these forces are operating with no counterforce in operation 
except the GATT. It is going to be in the GATT meetings where 
the most effective surveillance of the European Economic Community 
will take place. 

The meetings of the GATT this fall included the first such inter- 
national review of the community. The six were put on their mettle. 
They were told that they were either going to have to maintain their 
external tariffs at a low level vis-a-vis the rest of the world or bear 
the consequences. There is no other forum where this point can be 
made collectively by the world’s major nations. Nor is there any 
other forum where we can attempt to maintain open markets for the 
Japanese, nor where we can collectively worry about maintaining 
markets for those countries which are having to turn to the Soviet 
Union from time to time to sell their goods. This, I think, is a real 
strength of the GATT, its real purpose for us, and we would be 
grossly in error if we undertook any action that would weaken the 
GATT at this juncture of history. 

(The following statement was filed by Mr. Vernon :) 


STATEMENT BY RAYMOND VERNON 


Mr. Chairman, your subcommittee’s compendium of foreign-trade policy 
papers does such an effective job in sketching the background of our foreign- 
trade policies that it puts a special burden on any expert to add much to the 
picture. Perhaps I can contribute a little to that background, however, by 
summarizing my main impressions of the GATT’s operations—impressions based 
largely on 6 years of experience during which I was involved almost daily in 
its operations. I propose to do so because an appraisal and evaluation of the 
trade-agreements program in the postwar period would be incomplete without 
an examination and appraisal of the GATT. 


GATT’S PERFORMANCE 


The odd thing about the GATT is that it exists at all, 9 years after its found- 
ing. At its birth, it was regarded as temporary and provincial, nothing more 
than a stopgap arrangement. During most of its uncertain life, it has been 
kept going by one improvisation or another, borrowing its Secretariat from 
other organizations, living on the basis of ambiguous, short-run arrangements. 

Yet, it has been one of the more effective organizations created by the com- 
munity of nations since World War II. Partly by accident, partly by the skill 
and singlemindedness of a splendid Secretariat, but mostly because it filled a 
deeply felt need among its members, GATT took hold as an agreement and as 
an organization. 

GATT did four things well. First, it made a serious business out of in- 
ternational tariff negotiation. Prior to GATT’s advent, pairs of nations here 
and there had tried to negotiate on tariffs; prior to 1948, for instance, the 
United States concluded more than a score of bilateral tariff agreements under 
the reciprocal trade program. 

But these bilateral negotiations had had only a limited effect on tariff levels. 
It remained for GATT to bring together all the major trading nations of the world 
in prolonged tariff negotiating sessions; to devise the technical means by which 
every nation, in effect, negotiated simultaneously with every other; to find ways 
of persuading the traditional laggards, such as France, to participate with all the 
others in genuine tariff reductions; and, in the end, to incorporate the results in 
consolidated agreements applicable to allits members. The cumulative impact of 
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five such tariff sessions broke down the world’s tariff barriers with anl effective- 
ness which nothing before had ever remotely matched. 

GATT’s techniques for settling trade disputes among nations have been almost 
as impressive as its techniques for tariff negotiation. _GATT’s rules and pro- 
cedures have encouraged nations in the first instance to try to settle any trade 
disagreements between them, by the normal processes of diplomatic discussion. 
But where this has failed, countries with a grievance have had a forum to which 
to turn, a forum in which the facts could be determined, the agreement inter- 
preted, and a suggested course of settlement laid out by disinterested parties. 

As a nation, we ourselves have repeatedly used this machinery and benefited 
from it. When Brazil reneged on an obligation to reduce its tariff on a long list 
of products important to our exporters, our pressure through the GATT com- 
plaints procedures finally led to her performing on the contract. When Belgium 
persisted in imposing import restrictions on certain dollar goods, it was the com- 
bined pressure of the United States and Canada through the GATT machinery 
which finally led to the elimination of the restrictions. Pressure upon Belgium 
and Germany through the GATT procedures also led to a reduction in restrictions 
on United States coal. 

Those who are familiar with the dreary fruitlessness of disputes under our old 
bilateral trade agreements will appreciate why GATT is supported with such vigor 
for its role in this field; for the usual outcome of disputes under these bilateral 
trade agreements has simply been either a frustrating stalemate or the eventual 
termination of the agreement. 

There was another field in which the GATT’s techniques excelled. This was in 
providing an arena for consultation among nations regarding practices for which 
no hard-and-fast commitments existed. In 1948, when GATT came into existence, 
virtually every nation in the free world except the United States itself felt obliged 
to ration their citizens’ purchases of foreign goods in order to conserve their 
searce foreign exchange reserves. The GATT forum offered the United States 
the opportunity to display a combination of sympathetic patience and unremitting 
persistence in urging the elimination of these restrictions. Year after year, in 
long technical annual consultations, our delegations urged the alleviation of these 
restrictions. By 1950, South Africa and Canada had gone a long way in respond- 
ing to these pressures. By 1953, the United Kingdom, Belgium and Germany had 
clearly joined the trend. And by 1956, there was scarcely a member of GATT 
that had not reduced or eliminated its balance of payments restrictions against 
dollar goods. 

GATT could scarcely claim sole credit for the trend. A renewal of world pros- 
perity was indispensable to the development. And other institutions, such as the 
OEEC and the International Monetary Fund, are certainly entitled to share in he 
credit. But GATT was an indispensable ingredient ; at times, when the plea for 
reduced trade barriers seemed a voice in the wilderness, GAT'T’s sessions provided 
one of the only gathering points of nations in which the voice was to be heard. 

This brings us to the timeliest of all GATT functions—the grant of waivers 
by GATT’s member nations to permit one country or another to deviate from 
some provision of the agreement. From time to time, GATT members have 
found the need to demand relief from the literal application of some agreement 
provision. There have been times, for instance, when overwhelming pressures 
at home have simply obliged democratic governments to follow a course clearly 
inconsistent with a GATT commitment. The classic case was provided by the 
United States itself. On the one hand, GATT laid down a carefully prescribed 
formula by which its member governments might restrict imports of agricultural 
products incident to a domestic support program. But on the other, the United 
States Congress demanded that the Executive curtail imports even more exten- 
sively than GATT would permit. 

Caught in the resulting squeeze, the United States Government asked the 
GATT members to grant it a waiver from the relevant obligations. And with the 
usual restraint which has characterized GATT performance in situations of 
this kind, the agreement’s contracting parties granted the waiver, while at 
the same time demanding an annul accounting as to its use by the United States. 

The same kind of approach was used in dealing with a dozen or so other 
eases, including the case involving the creation of the European Coal and 
Steel Community. The arrangements creating the Community, like any arrange- 
ments to create a preferential trading bloc of nations, would have breached 
the GATT rule that each member must grant nondiscriminatory treatment in 
the import of the others’ goods. But important political objectives were at 
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stake in the development of the European Coal and Steel Community ; and most 
of GATT’s members felt that major economic benefits would eventually flow 
to the free world as a whole through the creation of the Community. Accord- 
ingly, a waiver was granted to the 6 member countries in the arrangement, 
accompanied by provisions which required the 6 to account for their activities 
during the transitional period in which they were moving toward a full-fledged 
coal and steel union. 

The periodic reporting provisions under this waiver, as we shall shortly see, 
have a very special relevance today. In their operation, these provisions have 
proved to be one of the few effective international restraints upon the day-to-day 
operations of the Community. They have established a basis on which the 
Community is obliged to undertake a periodic defense of its activities as they 
affect outside countries. And they have given nations like Denmark and 
Austria the forum in which to air their grievances against the Community 
and to get some measure of redress. 


GATT’S STATUS 


But although the GATT has been the major vehicle by which the United 
States has sold its postwar trade policies to the rest of the free world, this 
country’s support of the principles and institutions embodied in the agreement 
has not been unwavering. 

In the 4 or 5 years immediately following the adoption of GATT, in the 
period when we were facing the longest odds in our struggle to sell the doctrine 
of liberal trade to the rest of the world, the behavior of the United States in 
international trade matters was fairly exemplary. There were times, to be 
sure, when we slipped from grace; our cheese import restrictions, promulgated 
as a so-called security measure under the Defense Production Act, for instance, 
were not calculated to evoke international admiration. 

Yet, by and large, the record was good. At tariff negotiating sessions, our 
negotiators came armed with the power to trade for significant cuts in world 
tariff levels; our occasional requests for waivers from the GATT’s members 
were reasonable and restrained; our use of the escape clause in the agreement 
was limited to a very few cases. 

But as time went on, certain differences began to develop between the gospel 
as we preached it and our own abilities as a nation to perform. To begin with, 
the President’s power to negotiate for tariff reductions under the Trade Agree- 
ments Act became progressively more qualified with each renewal of the act. 
In 1955, his power to reduce tariffs by negotiation was limited to miniscule pro- 
portions: in general, tariffs could only be reduced by one-twentieth of their 
height per year for 3 years. At the same time, Congress began to grow restive 
over the fact that the United States did not have an altogether free hand in 
applying import restrictions on controlled and regulated agricultural products; 
eventually, as I indicated earlier, we demanded that other nations give us a 
free hand. At about the same time, we began to make more use of the escape 
clause. We added watches and watch parts, bicycles, linen toweling, dried figs, 
clover seed, and spring clothes pins to the list of products for which we invoked 
the clause. 

Measures of this sort, which our trade-agreements legislation had provided for, 
were supplemented by others no less restrictive. To avoid the formal use of the 
escape clause, our Government began to turn to extra-legal measures not con- 
templated in our trade legislation. When international competition began to 
be felt by our textile people, we placed heavy pressure on Japan and Italy to 
solve our import problems by controlling the flow of textile products at their 
source. And when foreign oil began to be imported in quantity, we tried to 
prevail on our oil companies to cooperate in cutting down the flow of oil to 
United States markets. The rest of the world watched these developments with 
concern, for clearly these steps represented a breach of the GATT structure and 
a return to catch-as-catch-can international trade relations. Nor was the world 
reassured when last summer the administration supported bills to raise the 
tariffs on nonferrous metals even before the remedies available to domestic pro- 
ducers under existing law had been exhausted. The Ways and Means Committee 
did a solid service for the international position of the United States when it 
refused to support these bills, but by that time much of the damage had already 
been done. 

The effect of these developments on other governments has been very complex. 
They have grown increasingly concerned over the long-run implications; yet, be- 
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cause most of them are now convinced that a high sustained level of interna- 
tional trade is indispensable to their continued growth, they have been un- 
willing to give up GATT and to revert to an old-fashioned pattern of protec- 
tionism. 

Instead, many of them are trying for the best of two possible worlds. They 
are looking both for the benefits of higher trade and for insurance against pos- 
sible American backsliding by continuing their support of GATT and by creating 
smaller and tighter economic groupings among them. As a result, apart from 
the proposed European common market of 6 countries, there has been a proposal 
for a 17-country, free-trade zone, a 4-country Nordic economic union, a Central 
American customs union, a Latin American trading bloc, and even a union in- 
cluding India, Pakistan, and a few of their Asian neighbors. 


GATT’S FUTURE ROLE 


None of these developments, of course, need spell trouble for the United States; 
indeed, many of them could offer real benefits to us and to the world. For one 
thing, these movements have been supported by the world’s most enlightened 
statesmen, many of them representing the most pro-American elements in their 
respective nations. For another, they offer the possibility of solving some of 
the more vexing problems of our time—the possibility of merging the wobbly 
French economy with that of Germany, Italy, and the low countries; of having 
India and Pakistan merge their differences in a problem of economic union; and 
so on. These are prizes which justify the support of the United States, even 
though they may also involve a certain risk for us. 

But we must be quite clear as to those risks, and as to the ways of avoiding 
them. Unless these tight little groupings are firmly anchored to an international 
trading system, we may one day regret our present uninhibited support of them. 
In Europe, for instance, once the six countries of the European common mar- 
ket have completed their arrangements, we shall face a group across the nego- 
tiating table which will represent a total population of 150 millions with imports 
amounting to over $10 billions annually. Its negotiating cards will be stronger 
than any group we have so far encountered. The tremendous power in this new 
union may be used well and wisely, or it may not; as of today, its leaders are 
determined to use that power benignly if the United States and the United 
Kingdom will only have it so. But if our own stupidity or ineptness require it, 
the economic power of these new blocs can as well be turned against us. 

This is a new situation for us, one whose implications we shall need time 
to understand. But some of these implications are already clear. One is 
that our very considerable sales to Europe of wheat, machine tools, and heavy 
machinery could eventually be lost if our choice of policies is inept. Another is 
that we have a growing stake in an international trading framework which weds 
us and other nations more firmly to a liberal system of growing trade. Our 
principal instrument in this process can be a revitalized GATT, seconded by a 
more effective and more dynamic International Monetary Fund. This means 
among other things that we must joint the Organization for Trade Cooperation, 
a step designed to bolster the GATT’s effectiveness. 

But it means more than this. It means that we must rediscover our waning 
respect for GATT’s principles and procedures, once created on our insistence 
and in our image. The soft approach into which we have been slipping—the 
“voluntary” systems of trade control, the easy invocation of defense arguments, 
the left-handed support of tariff negotiations, all of which have dominated our 
policies in recent years—this must be reversed in a revitalized support of freer 
trade policies. Otherwise, the largest loser in the process may be the United 
States. 


Mr. Boces. Thank you very much, Mr. Vernon. 

Mr. Curtis, would you like to start the discussion ? 

Mr. Curtis. Thank you, Mr. Chairman. I would be glad to. 

I have a number of questions, some that I posed to the panel yes- 
terday. To get us back to the broad scope, which is foreign-trade 
policy, I would like to ask this question: Whether or not the panel 
agrees that the foreign-trade paliay of the United States must be 


directed toward developing the domestic markets of the nations 
abroad, and I might point out some reasons why I pose that question. 
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First, if we are going to solve the dollar gap on a long-term basis it 
seems to me that the only way we do that is through the development 
of the markets of countries abroad. 

Secondly, to further our avowed policy of strengthening the eco- 
nomic structures of these friends of ours abroad, the basic way to do 
that would be to develop their domestic markets. 

Thirdly, to be inconformity with the recognized movement that we 
all seem to see of undeveloped nations wanting to develop. 

And, fourth, going back to the purpose of the 1934 Reciprocal 
Trade Act to expand exports, because certainly the only way we can 
= exports is if the markets abroad are developed. 

would like to ask the panel if they would agree or disagree at the 
present time and in the present circumstances that the foreign-trade 
policy must be directed toward developing the domestic markets in 
the nations abroad. 

Mr. Antuony. Could I ask a counterquestion? Do you mean, Mr. 
Curtis, to develop the markets in the foreign countries for our 
products ? 

Mr. Curtis. Not necessarily for ours, although of course to fulfill 
the idea of expanding exports we would hope that we would get in it, 
but if there are no markets or the markets are not developed abroad, 
there certainly isn’t any chance for expanding ourselves. However, 
I am not necessarily saying that we would Tevelon them in a way 
that we alone could benefit from them. 

I am just taking the more general approach. Isn’t it to our inter- 
est along these guidelines I have set up to direct to the extent that we 
do direct our foreign-trade policy to develop domestic markets 
abroad ? 

Maybe if I had asked the next question I would get out in the open 
what I am partly driving at. 

Mr. Saxon. I would like to talk to that for a second, if I may. I 
personally think that it is absolutely essential that we do all we can to 
aid the foreign countries in expanding their own domestic markets. 
I am all for the development of the common market in Europe, not 
only applying to the 6 nations, but the possibility that it may be ex- 
tended to the 11. It is only by doing so that they can develop stand- 
ards of living corresponding to our living standards, and the higher 
they rise, the more they will export and import, and the whole world 
will benefit by it. 

At the same time, it will strengthen the economy of Europe par- 
ticularly. It will force increases in wage rates and raise the living 
standards of the average workingman over there. He will buy more, 
consume more, and produce more. He will have greater productivity 
as a consequence of having a broader market in Europe to sell in. We 
will have less pressure from Europe to sell their exports here, because 
there will be greater and greater consumption at home for both do- 
mestic and imported goods. We will all benefit by it. 

That is not only true of European nations. It is true of the other 
nations of the Western World as well. The faster they can increase 
the productivity of their labor, increase their wage rates, increase their 
standards of living, the more they will buy from us. 

Mr. Curtis. Thank you, Professor. That is just exactly the way I 
theorize it. I wonder if any of the panel disagrees with that, because 
certainly those who are advocating what they call liberal and free trade 
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say one of the purposes is to help our friends abroad. If that is so, 
why isn’t this a must in our policy ? 

The next question is this—and it bears right on the question: How 
do you go about raising or increasing a domestic market? I submit 
that the history of how the United States domestic market developed 
was essentially the doctrine that Henry Ford was one of the exponents 
of—that you have to pay your laboring folk enough take-home pay 
so that they are potential customers for the products they manufacture. 

If that is so, then we are not just interested in free trade; we are 
also interested in what is fair trade, and then it is a question of trying 
to define what is fair trade. Maybe I can pose it this way, Mr. Enke, 
in reference to a statement that is in your paper on page 93: Is it not 
to the selfish interest of the United States to accept imports from that 
country if they are cheaper? And what I am almost suggesting is that 
the answer is, “No, not necessarily at all—not any more than in the 
long run, we found that it was to the advantage of the consumer in 
our domestic market to get the benefit of sweatshop labor.” 

A lot of American capital is going abroad. Some of it is going 
abroad, it seems to me, rather obviously to escape a lot of the social 
legislation that we have imposed upon our producers for supposedly 
good reasons. They go abroad to escape it, not to sell in markets 
abroad, but really to sell back in the great American domestic market. 

If that is going on at_all that would seem to me to be contrary to 
what should be our basic policy, which is to develop domestic markets 
abroad. In fact, it would undermine it. If we used as your guide- 
line simply that we have a short-range selfish interest in getting 
imports that are cheaper, if we are thereby encouraging and continu- 
ing sweatshop labor, we are going contrary to what should be our 
policy. That isthe syllogism I am posing. 

It seems to be an anomaly that those who are urging our Federal 
Government to increase regulation of interstate commerce within our 
domestic market are the very ones that seem to be arguing against 
the Federal Government attempting to do anything in regulation or 
imposing fair standards of trade in the foreign sector. 

Yesterday I said “and vice versa,” but now I am wondering whether 
I was right in saying “vice versa,” because our own producers are the 
ones who have been subjected to these interstate regulations, and I 
happen to agree with most of those regulations—our antitrust laws, 
our health standards, our minimum wage laws, and all of these other 
things that we have felt are necessary for social and economic growth 
and stability in this country. 

If we believe those things and believe they are right—and think that 
that is the way you develop a domestic market—why is it that those 
who are arguing along those lines want to throw up their hands when 
it comes to foreign trade and don’t think that those things are bene- 
ficial factors there / 

Mr. Enxe. First of all, we have, of course, to decide whether our 
prime interest is the welfare of the United States or some larger 
international welfare. 

Mr. Saxon. Are they necessarily inconsistent ? 

Mr. Curtis. I don’t think they are. 

Mr. Enxe. In some respects in the short run I am sure they are 
and my position has been to recommend what seems to be in the 
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interest of this country. You mentioned sweatshop labor, or let’s say 
very low paid labor, perhaps Italian labor, producing goods sent 
to this country. One of the reasons why Italian wages are low, of 
course, is that Italy lacks many of the natural resources to apply with 
that labor. 

If we buy Italian imports made with cheap Italian labor, in the 
long run we benefit the Italians in many ways. Not only do we pro- 
vide limited employment, but we permit them to buy things from the 
United States which the Italian economy lacks, so even though it 
looks like sweatshop labor to us, it is still a benefit to Italy. 

Mr. Curtis. May I stop there to pose this ? 

What is the capital take in Italy It seems the figures I have 
seen in many instances will run around 30 percent. Isn’t that a 
factor that has to be weighed as to whether we really are benefiting the 
Italian domestic market? If the ratio between labor’s take and 
capital’s take is along those lines, then I don’t quite see how you do 
benefit the Italian economy overall. 

Mr. Enxe. Let’s put it in reverse. If we didn’t import, say, Italian 
silk scarves, what would happen to the people that are producing 
them? ‘They would have fewer opportunities for employment in 
Italy. 

Mr. Boaes. Mr. Vernon, would you like to comment on this? 

Mr. Curtis. Please, Mr. Chairman, I would like to develop this 
thought just a little bit further with Mr. Enke. 

The point I am making, though, is that should your policy be di- 
rected toward doing those things the best we can, that we think will 
encourage a further development of the Italian market, one thing, for 
example, would be to recognize a labor differential if actually you 
do have what we would regard, at any rate, as a disproportionate 
relation between capital and labor take. 

Mr. Enxe. I can’t predict exactly what would happen obviously, 
but my thought would be if we imported, say, Italian silk scarves, in 
the long run this would either result in more employment and higher 
wages for the workers in that industry, or the profits would result 
in some kind of development of the Italian economy. If the Italians 
feel it is advantageous to them to sell us the scarves and we feel it is 
advantageous to import them, it has to be a man with very good, 
special reasons to say the trade is not beneficial. I think the burden 
of proof is always on the person who denies the advantages of trade 
which both parties wish to undertake. 

Mr. Saxon. The time will come, however, if this principle is ap- 
plied, when Congress will have to decide whether it must call a halt 
or suffer the destruction of some of our industries and segments of 
other industries—with serious unemployment and capital losses in 
many areas—especially when other nations are not reciprocating. 
Mr. Enke is perfectly sound in theory, but in this world today our 
sacrifices have not been and are not being reciprocated by other 
nations. 

Mr. Boaes. Mr. Vernon, would you care to comment ? 

Mr. Vernon. I was going to make perhaps an overly simple point. 
The proposal which Congressman Curtis has suggested is sometimes 
presented in a monolithically simple form. The point is simply made 
that the Italians get 30 cents an hour; we get $2 an hour. Why not 
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impose a tariff which makes up the difference? I sup we have all 
reached the stage now where we know that this kind of proposal is 
on its face absurd, that the basic reason for the difference between the 
Italian wage rate and the American wage rate—there may be sec- 
ondary reasons—is fundamentally a difference in productivity in the 
two areas. : 

We can test this by asking ourselves the following question: Sup- 
pose there were a country which had even higher wage rates than the 
United States, and that country said to the United States, “See here, 
your wage rate is lower than ours. If you want to trade with us, 
raise your wage rate to ours.” We know what we would say. We 
would say, “This would be an absurd gesture on our part. The only 
effect of raising our wage rate will be to raise our prices. Our people 
will be buying approximately what they bought before with more 
money, higher wages, and higher prices, but getting nowhere on a 
treadmill.” ' ‘ 

This is precisely the point that is made with respect to labor unions 
in the United States when they demand higher wages without regard 
to productivity increases. 

z this simple form in which I have stated it, the proposal that one 
should make up wage differences between countries gets you nowhere. 
Raise wages in Italy and all you will get in Italy 1s inflation. You 
won't get more goods in the hands of the Italians, because the Italians’ 
productivity won't be increased. 

Mr. Curtis. I myself have offered a proposal taking it in with our 
minimum wage, which is $1, which is certainly not extreme, but what 
I am pointing out is this: That if we impose certain restrictions for 
social reasons and other reasons on our producers, is it not in order 
to reflect that differential in order to create free or fair trade between 
others who do not have these social restrictions placed on them? Is 
that not a fair process ? 

Mr. Vernon. What you are suggesting fundamentally is that we 
have redistributed income in the United States. We have raised our 
minimum wages so that people who would ordinarily get 65 or 70 
cents are getting $1. If this measure hasn't affected productivity 
in the United States, then somewhere someone in the economy is get- 
ting less in real goods, but you have the same total bundle of goods. 

The proposal you make might perhaps redistribute goods in Italy 
somewhat or in Japan. It might therefore be a good thing. It might 
be something we should be trying to do through international lehor 
agreements of one sort or another; but the assumption that it would 
materially affect international trade relations even between Italy and 
the United States, I think, would not be borne out on analysis. 

Mr. Boees. I might point out that in some of our inquiries abroad 
that point has been brought out very strongly. Many of these low 
wage industries abroad have a very high tariff wall for protection 
against American imports produced by the high wage industries in 
the United States. 

Mr. Vernon. They regard us as a low wage country because the 
embodied labor cost in a product can frequently be a lot less than 
the Italian embodied labor cost. 

Mr. Boces. It gets back to the question of productivity. 

Mr. Vernon. Yes. As a matter of fact, one of the very impressive 
memorandums in your compendium is a memorandum which deals 
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with one aspect of this question and points out that the industries of 

the United States which have the really heavy export markets are 

high wage industries. The industries which are under the tariff 

import competition are low wage industries. This is correct, sir. 
r. Curtis. In chemicals? 

Mr. Vernon. Chemicals are heavy exporters, for example, and this 
is a high wage industry. This is also true in the heavy machine 
products and of all the typical American exports. On the other hand, 
as you examine the domestic industries which are pressed by imports, 
these are the low wage industries, and what we are in effect doing 
is saying, “Let us preserve the low wage industries at the expense 
of the high wage industries, and—by some alchemy which I have never 
understood—this will raise the wage rates of the United States.” 

Mr. Boees. I want it understood that you gentlemen can discuss 
these things among yourselves. I think Mr. Anthony wants to say 
something. 

Mr. Antuony. I think this is an area which the Congress might 
consider as rather basic policy. This country has always had a one- 
column tariff policy, so to speak, with some exceptions. 

Mr. Boces. Would you explain that term, please? 

Mr. Anruony. A single rate applied aganist the world. Probably 
the word “generalization” is better-in terms of what we do with our 
reductions. However, a rate that is low for one country may be high 
for another. If we set a rate with the idea that it is applicable to goods 
that principally come from Great Britain, it gives the benefit to Japan 
which has a lower wage rate than Great Britain, and in effect it is 
unfavorable to Great Britain as Japan comes into the ascendency in 
sending us goods. 

Might it not be a time to consider whether tariff rates should be 
on a sliding scale, either to act as an incentive to those foreign coun- 
tries which raise their workers’ wages or their material standards of 
living, or as a reward for their doing so, so that goods coming from 
such countries that have a higher standard of living would bear a 
lesser rate than those coming from countries with the lower standards 
of living? 

Mr. Rosentuau. Mr. Chairman, I think it is a matter of national 
policy. We thought long years ago that it would be extremely unwise 
to start discriminating among other countries. I don’t like the term 
“reward.” I think there are implications when we talk of rewarding 
one country because it has a higher standard of living, that we are 
attempting to dictate to other nations how they conduct themselves 
internally with their own peoples. I think that this is not a world 
in which you can dictate to other peoples even if they are very poor 
and underdeveloped areas. 

I think we can accomplish our purposes, including some of the 
things Mr. Curtis has in mind, in different ways. We do participate 
in the international labor organizations in which standards of working 
conditions, wages, productivity, and other things are discussed by 
representatives of the different peoples of the world. 

A good many teams of foreign manufacturers have visited the 
United States under the auspices of our Government and have had 
the opportunity of learning how the United States has developed with 
its high wage system, high productivity, how our working men and 
women are not only better off than they are in most foreign countries, 
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but that also as a result of our high standard of living of the vast 
bulk of our people our manufacturing industries have done extremel 

well and have constantly grown and had increasing profits. I think 
certainly we have tried, and should try to show other people what 
we think are the genuine benefits of our economic system for the 
welfare of all of our citizens. I think that is important and I think 
we can do it, but I would not make it a quid pro quo proposition in a 
trade agreements program. 

I would not say to others, “If you don’t raise your wages we are 
going to raise our tariffs on your goods.” 

I don’t think it is sound. That is not the way to win friends and 
influence people. I think by example of what we do, by the success 
of our own methods at home, we will do much to influence others. 

Then I also think as their trade grows, even if they are at low 
prices and if their wages are low, as any nation’s trade has grown, its 
people have been more energetic on their own behalf to obtain higher 
wages and better working conditions and their economies have grown. 

This is a process. I do not think we can dictate this. 

Mr. Curtis. I don’t think that it is dictation to set up standards, 
nor was the suggestion made, as I understand it, that you raise tariffs 
if they don’t do something; quite the contrary. The thought was 
that you lower tariffs if they do do something. That is about as mild 
a way of making a suggestion as I can think of If our policy is, as 
you suggest it is, in the International Labor Organization, and inas- 
much as our foreign policy in trade and economic affairs ought to be 
consistent, why is it not the appropriate thing to make this as a basic 
policy as best we can in our fone relations ? 

Mr. Rosenruat. I think there is a big difference in education by 
example, the difference of patting someone on the head and saying, 
“Now, you have been a good little boy, so we are going to lower our 
tariff rates.” This business of reward is implicit in that. 

Mr. Curtis. I do not get your figure of speech. 

Mr. Rosenruar. If you say to somebody, “You have raised your 
wages and therefore we are going to lower our tariffs to you because 
you have raised your wages,” we are saying to a much smaller country 
in effect, “you have been a good little boy to your working men and 
wonien, so now we, the United States, will reward you by lowering 
our tariffs.” 

Mr. Curtis. If you will pose it the way I tried to pose it in the 
beginning, it started with the fact that we are imposing a restriction 
and burden for social reasons, and good ones, in my opinion, on our 
manufacturers and saying that they must meet a certain minimum 
wage. We are simply saying to our same manufacturers, “Because 
you have done that we are willing in our foreign trade relations to 
give give you some differential, not an equal or anything like that, 
but some differential to reflect that standard.” All we are saying 
to people abroad, is that, “We have imposed these standards on our 
people. If you in turn meet to some degree those standards our tariffs 
will be adjusted to reflect those standards and your compliance with 
them.” 

Isn’t that the proposition that we are posing here? 

Mr. Rosenrnar. I think there is implicit in that a coercion that is 
unwise in international relations. What we do at home we do through 
the processes of democracy, of the election of people to the legislative 
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bodies of the State or Congress of the United States where we as a 
free people do these things, and then to say to others, “Now, if you 
do that we want you to adopt certain of our standards,” I just do not 
see it as a matter of international relation, of human relations. 

Mr. Curtis. All I can say is I wish we would use some mild tech- 
niques like that as opposed to some of the techniques we have been 
using and still are using, in our relations with countries abroad. 
There is a stick applied in many instances. 

Mr. Macurowicz. There is one point I would like to make because 
there seems to be an inference in this exchange of thoughts that the 
wage situation is a static thing. Is it not true however, that through 
the International Labor Office as well as through other means efforts 
have been made so that the wage differentials are gradually diminish- 
ing and there has been a great improvement in the wage situation 
of those countries ? 

Mr. Rosentruat. I think wages abroad have increased substantially 
and in varying degrees among different countries. I think that is 
equally true of the recently independent nations we commonly call 
the underdeveloped areas of the world. I think it is equally true 
in all fairness that our wage standards are still very much higher 
than those of other countries and that they are not going to be equaled 
for a good many years to come. 

Mr. Macurowicz. That gap is gradually diminishing in part 
through the efforts of the ILO to raise wage standards and through 
similar actions. 

Mr. Rosentuat. Then it is also through our substantial and better 
productivity than most others. What I would point out, incidentally, 
is what Mr. Vernon said, which is that, among our leading export 
industries, our very high-wage-paying industries, the electrical- 
equipment industry, I think, has exported at least in every one of the 
last 3 years in the neighborhood of a billion dollars of their goods. 
The chemical industry, I think, exports something over $300 million. 
These industries, despite their high wages, have achieved productivity, 
skill, or whatever you want to call it, at sufficiently low cost to be 
able to compete somewhere, somehow, on a very substantial volume 
of commercial export business. I don’t think that wages, per se, are 
the whole answer to this problem, or even a significant factor. 

Mr. Enxe. I would agree with Mr. Rosenthal that living condi- 
tions obviously have been improving in other parts of the world. I 
would be very sorry if the wage differential between this country 
and abroad were ever to be eliminated, because if that wage differ- 
ential is eliminated it would mean that the United States was no 
longer more productive than those other countries, and I would won- 
der what on earth our large corporations with their development pro- 
grams and technical research have been doing. So we should look 
upon this wage differential as an index of our hard work and nat- 
ural benefits, and not as something that we want to see removed. 

Mr. Saxon. Mr. Chairman, may I talk to that point, too? 

Mr. Boces. Certainly. 

Mr. Saxon. I don’t think there is any danger of our losing our po- 
sition. Our rate of productivity growth is consistent. The average 
for the industries as a whole was 3 percent prior to the war, and it 
has been running at the rate of about 314 percent per annum, com- 
pounded, since 1947. 
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The point that we are talking to is, I think, a composite of two 
factors: Overpopulation in certain areas, oversupply of labor, and the 
matter of inefficiency of that labor, the lack of high productivity, 
and you are not going to correct either, in my opinion, by the type 
of legislation which we are discussing now. The common market 
in Europe is aimed at doing those two things; increase the oppor- 
tunities for the unemployed, particularly in Italy, giving them the 
right to move freely across national borders without permit. That 
is going to have a tremendous effect on the whole European economy. 

Secondly, the common market will give them, for the first time in 
history, a huge market to sell into to enable each producing unit to 
increase its volume of production for sale within that common market ; 
and, by doing so, the efficiency of labor itself will increase and wages 
will automatically go up as this efficiency grows. 

Mr. Bocas. We have touched on this, but what do you gentlemen 
feel would be the effect of the European common market on our 
exports ? "Aba 

Mr. Saxon. I think the first effect is going to be a substantial in- 
crease in their domestic demand, and it will mean greater efficiency, 
eventually, of overall production at lower costs, and we will have to 
counterbalance that by increased efficiency here. However, in the 
long run, they will buy more from us of many products than they are 
buying today because of the overall increase in purchasing power of 
the average man in Europe. 

Europe has for years had cartel systems operating, and they have 
maintained prices artificially, largely because of the inability to 
sell on their domestic markets the volume which they could produce. 
Give them the chance to operate at what we might call the optimum of 
production capacity, their costs will fall, and they can sell a great 
deal more, particularly in those products where the demand is flexible. 

Mr. Bocas. Let me restate my question. Do you feel that, in light 
of the imminent formation of the European common market, our 
trade policies are adequate, assuming that we continued the trade- 
agreements program ¢ 

Mr. Saxon. I don’t think the trade-agreements program has had 
any essential effect at all in our foreign trade in general, though 
it has caused serious damage to particular industries and their 
employees. 

Mr. Boaes. Does anybody else have any comment to make on that? 

Mr. Vernon. There is one major element that is left out of Pro- 
fessor Saxon’s analysis. The fact is that the members of the Euro- 
pean Economic Community don’t know and we don’t know at this 
moment what their external trade policy is going to be, vis-a-vis the 
rest of the world. 

Mr. Saxon. Right. I made that point earlier. 

Mr. Vernon. It is a pleasure to agree with Professor Saxon on a 
number of these points; we do this so infrequently. Here is an issue 
yet unresolved in which we can have a great deal of influence for better 
or for worse. These 6 countries are engaged in trying to create 
gradually, over a period of 12 to 15 years, an external tariff which 
will be common to all of them. They have imposed on themselves 
certain quite extraordinary restraints in developing these tariffs. For 
example, they have laid down certain specified ceilings which they 
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will not exceed with respect to tariff rates; ceilings much lower than 
our tariffs, by the way. On the other hand, they still may use that 
devilish technique, the quantitative restriction, which can still restrict 
imports. We have se it from time to time in agricultural products. 
They are probably going to continue to use it is agricultural products. 

This is an area in which the efforts they will make, the whole ap- 
proach they will take toward the rest of the world, is still undecided. 
There are a lot of variables which will determine how they will move, 
whether they will be highly protectionist or not. There are strong 
forces operating in both directions within their economies. One of 
the critical elements is: What will the United States do? They don’t 
know this yet. They don’t know what the level of our tariff nego- 
tiating powers will be over the next 3 or 4 years while they are begin- 
ning to shape this new tariff of theirs. They don’t know what the 
strength of our continued commitment is to the GATT. They don’t 
know what our political posture is toward NATO. 

They don’t know a lot of things which have yet to be determined 
and which will substantially influence whether they will use their 
collective power against the United States or as a strong partner. 
This is something we can significantly affect, partly through the trade- 
agreements program and partly through other techniques. 

Mr. Boages. Mr. Anthony. 

Mr. AnrHony. I would like to remind the group that this common 
market is only one of the proposals with which it is surrounded, and 
that this is a tremendous historical movement that might become the 
federation of Europe, economically, even politically. If these people 
are dedicated to this idea, as they say they are, then they are going to 
pay attention pretty much to their own destiny, and they are not going 
to give too much attention to what you or I might think they should 
do, if they are really sincere about it. Mr. Vernon has said that GATT 
has become an integral part of our trade-agreements program, and 
he feels that GATT has some bearing on this common market, and, 
assuming we find out which direction it is going that something might 
be done through the GATT. I would like to point out that not only 
are there six nations in the common market, but also all of the OKEC 
countries are talking about creating a free-trade area around the com- 
mon market. There are 37 countries at the present time in GATT. 
There are 17 countries belonging to the OEEC bloc. They need pick 
up only 1 or 2 of the Commonwealth countries of Great Britain and 
they will have an actual working majority in the GATT and put in 
any kind of policy they wish over there. 

We have only one vote, and we may find ourselves in a minority of 
total votes in the GATT. It is hard to see how the GATT is going 
to influence something that is going to have a much higher authority. 

Mr. Boces. Mr. Vernon, would you care to comment ? 

Mr. Vernon. May I try to dissipate a little bit of confusion which 
has crept into the picture in the last few minutes? The only thing 
which is on the books is a common market consisting of six nations. 
This is a plan for deep, economic fusion, as Mr. Anthony has properly 
described it. It means a very substantial surrender of sovereignty in 
sensitive areas of sovereignty. Beyond this, there is a great concern 
on the part of the United Kingdom and the Scandinavians that these 
6 will be an awfully strong bargainer across the trade table, and an 
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awfully strong political power, and there is considerable worry as to 
whether in the long run, they will lose their markets in the territories 
of the 6. 

There is, therefore, talk—so far it is only talk—for a 17- or an 11- 
or a 12-, 14-country group to develop a free-trade area. The British 
are doing this primarily Uacete they are concerned about being shut 
out from the six. So far, they are not getting very far in their plans. 
largely because the six recognize that this is, in part, a diversionary 
tactic, rather than a very serious effort to create a very large free- 
trade area. What Mr. Anthony has done is to say, “Let us go beyond 
the persent and envisage the day in which the 6 will become 17. Let 
us go beyond the 17 and envisage the day in which the 17 acquire a 
few more and get a majority inthe GATT. At this point the GATT 
will consist in the main of the OEEC countries and we will be out- 
voted.” 

I would assert at that impossible point we could always withdraw 
from the GATT. But this is a very, very farfetched eventuality, as 
all of us know. I don’t think it really needs to be labored here. 

Mr. Saxon. Mr. Chairman, I don’t think it is farfetched so far as 
Great Britain is concerned. Why are they proposing an extension 
of it? It is only because they greatly fear that the six-nation market 
is going to shut them out of a great many of their current exports to 
that market. 

Mr. Bocas. Would it not do the same thing to us? 

Mr. Saxon. It conceivably could, and that is exactly the reason I 
say that we should be very cautious. I would prefer, if you are going 
to renew the act at all, to do it year by year and see what their policy 
is going tobe. We cannot project it here. 

I would also suggest that we have no assurance that the common 
market will be a free market. It may result in the greatest cartel 
development of all time. That remains to be seen. The same is true 
of the degree of protection to be placed around the common market. 
Finally, in respect to Mr. Vernon’s statement that we can always 
withdraw from GATT if we find ourselves outvoted, I maintain that 
that is no answer to the problem that GATT poses. 

Mr. Boees. Mr. Sadlak. 

Mr. Sapitak. Mr. Chairman, I wanted to ask Mr. Vernon a question. 

It seemed that in the next to the last observation he made in his 
comments, he stated that some of the tariffs were lower than our 
tariffs. 

Did I understand you correctly ? 

Mr. Vernon. Yes, sir. 

Mr. Sapiak. You then are in disagreement with what Dr. Saxon 
said earlier? 

Mr. Vernon. Flatly at variance with what he said. 

Mr. Sapiak. Will you state that? 

Mr. Vernon. Let me state what are the facts in this case. First 
of all, the business of measuring relative tariff levels is a very tricky 
business. You can’t do it effectively for a whole variety of reasons. 
The best you can do is run your eye over schedules, get a sense of 
the trade that is involved, and come away with some general im- 
wr about the general levels of tariffs from one country to the 
other. 
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Let me now synthesize what a businessman’s impressions would 
be about general tariffs levels. First of all, the United States tariff 
has gotten toward the low end of the range among the industrial 
countries of the world. If one were to place it somewhere, he would 
probably set it below the average of all the industrialized countries. 

Second of all, there is no doubt whatever that the Belgians and 
the Dutch have a substantially lower tariff than ours. Neither is 
there much doubt that the Germans, given their present tariff policy 
which involves the suspension of a Tot of tariffs, probably have a 
lower tariff than us. The French and Italians probably have a 
somewhat higher tariff than ours. The formula which the six aie 
pose to use with respect to their tariffs is to take an unweighted 
average of four tariffs, that is to say, they will take the French, 
yerman, Italian, and Benelux tariffs, and average them. There will 
be no weighting in this procedure. The fact that Benelux is sub- 
stantially smaller than France, Germany, and Italy will nonetheless 
not mean that her contribution to the total average will be smaller. 
It will have equal weight. This will result in a somewhat higher 
tariff for the Dutch and Benelux, a clearly lower tariff for France, 
and heaven knows what with respect to Germany and Italy. But the 
imposition of tariff ceilings, which is something Benelux insisted on 
with respect to a lot of manufactured products and foods, will have 
a rather considerable additional effect in lowering these tariffs. 

In the end I would be enormously surprised if the general impression 
one got about this tariff level was that it was as high as the United 
States level. I expect it to be somewhat lower, perhaps as high, but 
clearly not higher than the United States level. 

Mr. Sapiak. I would like to have Dr. Saxon comment on that. 

Mr. Saxon. My comment was not that there were not some tariffs 
that are lower than ours, but that our tariffs generally are substantially 
lower than theirs. That is shown by the fact that most European 
nations derive as much as 15 to 30 percent of their revenues from im- 
port duties while we derive less than 1 percent through tariffs. How- 
ever, I was talking primarily with reference to discriminatory tariffs. 
Other nations have tariffs for certain nations and higher rates for 
others. For instance, there is generally discrimination against Japa- 
nese, German, and American goods throughout the British Empire. 
This poses serious problems to the whole Western World and Britain 
is not the only offender. The Japanese economy is dependent upon 
the reopening of those markets which were open to them before the 
war. Sacanay: subject to the same discrimination, is coming back 
by finding new areas for exports. The American exporter has been 
subjected to those same discriminatory tariffs. But these discrimina- 
tions lie not ~ in the tariff area. Mose of the damage, perhaps is 
done in other phases of foreign controls, exchange, discriminations, 
discriminatory exchange quotas, flexible quotas which can be changed 
overnight, and discriminatory quotas against United States and 
against Japanese and German products. 

There is where most of the damage is done, not in the tariff rates. 

Mr. Macurowicz. May I comment on that? 

You mentioned the fact that many of these countries discriminate 
against the United States, and I think you are correct in that and 
they do that not necessarily by tariffs, but by quota restrictions, ex- 
change controls, and other ways. We found that to be true in South 
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America and the answer they have given us is that they are forced to 
discriminate against the United States because of their lack of dollars. 
If that is true I wonder—I am not an economist—if any of you could 
tell me what would be the solution for that underlying situation. 

Mr. Saxon. Take Brazil, for instance. They restrict the produc- 
tion of coffee. You can increase the volume of production at lower 
prices and get greater dollar sales. There is a limit, of course, to the 
consumption of coffee. There is a limit to how much each person ma 
consume but there are other markets for coffee which can be exploiited. 
Brazil prefers to keep prices artifically high and charges its present 
customers higher than necessary rather than expand world consump- 
tion. That has been true of rubber and a great many basic raw 
materials, such as cocoa, tea, tin, silk, etc. 

They try to hold the prices high on limited quantities, when they 
should be increasing the volume and increasing productivity of their 
workers, selling at lower prices and increasing the volume of con- 
sumption because of those lower prices. With greater consumption 
the total volume of sales can expand. 

If rubber could be stabilized at say, 15 cents a pound, instead of 
jumping from 13 cents up to 85 cents, and down to 30 cents, we could 
do a great many things with rubber on a large scale which today 
can’t be done. ‘There is such a thing as large volume at lower prices 
producing more and more dollars, not less. 

Mr. Enxe. As far as discrimination against the United States is 
concerned, most countries don’t discriminate against American goods 
because of any animosity against the United States as you suggest. 
They usually lack the dollars and if anybody has had experience in 
exchange control work he knows that the question every month is 
how many dollars can be spent that month in importing American 
goods, and it is only when there is a serious shortage of central bank 
reserves that you restrict the American imports even further, so we 
ought to bear in mind that most countries want American goods. 
They hanker for many American products and the main reason they 
can’t buy them is the main reason that most of us don’t buy some 
goods every day, and that is because they don’t have the money. 

Mr. Saxon. I don’t think that is the proper answer. I don’t 
think they themselves have the proper kind of money. You talk 
about shortage of dollars. There are more dollars available than 
ever in history per capita and otherwise. What they need is not so 
much more dollars with which to buy, but sound domestic currencies 
with which to buy. 

It is the question of unconvertibility of the other currencies. They 
want to sell only into markets whose currencies are convertible, not 
on the broad world market which previously they serviced when 
most all currencies were convertible. In other words, lack of con- 
vertibility has destroyed our former multilateral world trade and 
converted it into bilateral trade. 

Mr. Boces. If their currencies are not convertible, they obviously 
don’t have the needed foreign exchange, do they ? 

Mr. Saxon. They ought to put their houses in order domestically 
and externally and come back to a common denominator of world 
currency, and that is the gold standard. Until that is done, we are 
not going to solve this problem. That is fundamental. 

Mr. Bocas. Mr. Anthony. 
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Mr. Antruony. I would like to make it in the form of a question 
to some of the economists around the table. Is it not so that a great 
many countries have earmarked dollar credits, but they prefer not 
to use them to buy our products, rather, they use them to shore up 
their own economic and financial structures? 

Mr. Boces. I might comment that in our travels we haven’t found 
that to be true. These countries on the whole seem to be able to earn 
fewer dollars than they need. 

Mr. Rosenruau. May I just answer also what Mr. Anthony last 
said, which is the dollars always come back. Those countries have 
dollar credits and they buy goods in still third markets instead of 
directly from us. The third, fourth, or fifth market itself will bu 
goods from us. They can’t eat the dollars and dollars come el 
home. 

Mr. Saxon. That is true eventually, but Mr. Anthony is correct 
on the short term, which itself many mean many years. 

Mr. Boges. We touc hed on the convertibility problem a moment 
ago and of course that is one of the real problems in foreign trade. 
Mr. Saxon advocates returning to the gold standard. Does anybody 
have any further comment to make on that? 

Mr. Enxe. I would just like to point out that in the modern world 
the United States dollar is in effect the gold standard of the 20th 
century just like in the last century the gold standard was really a 
sterling standard. 

The reason these countries want to kep some central bank reserves 
dollars is they look upon them as the equivalent of gold, and you 

can’t expect any responsible central bank to denude itself completely 
of its central bank reserve. 

Mr. Saxon. I am not saying that. What I am saying is that offi- 
cially we have grossly overvalued other currencies in terms of the 
dollar, and as a consequence the dollar is grossly undervalued in an- 
other effort to aid other countries. There is, therefore, a shortage of 
dollars and always will be a shortage so long as dollars are undery alued 
in terms of other currencies. 

Mr. Boaes. That wouldn't be true in the case of Canada, would it? 

Mr. Saxon. Canada is on a sound basis. They could go to the gold 
standard tomorrow. Socould Germany. Japan has gold and dollar 
reserves sufficient to cover all her currency today. Germany’s finance 
minister made the statement last summer a year ago that she would 
come back to gold 24 hours after the British Government did so. But 
England, with the pound overvalued in reference to the dollar natu- 
rally is going to be short of dollars so long as that continues. It would 
be far better for the world, if these nations with overvalued curren- 
cies devalued these currencies to a proper relation to gold. Then they 
could function on a gold standard. So long as they can continue 
overvaluing them they will not do so. 

Mr. Boaes. Mr. Vernon. 

Mr. Vernon. I think perhaps a more critical question for this hear- 
ing is what bearing the Trade Agreements Act has upon the process 
by. which nations move back in the direction of convertibility and 
interchange of currencies. 

Mr. Boges. Exactly. 

Mr. Vernon. On this point I should have thought, given Professor 
Saxon’s firm convictions in the matter, that we would find him a 
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stanch advocate of the notion that countries ought to be continuously 
in contact on trade matters and continuously negotiating toward a 
greater level of convertibility. This is a process of slow adjustment 
and change. One doesn’t go from an inconvertible to a convertible 
currency overnight, for the same reason that we have escape clauses. 
Our problem is one of slowly moving back to convertibility. 

As I tried to sort out what was said this morning, I think it fair to 
summarize the picture with respect to convertibility in the following 
terms: 

In 1946 every currency, including the Canadian dollar, was in some 
sense limited in convertibility or inconvertibility. There was a long 
pa it began in 1946 and it is continuing on through to 1957— 

y which these nations began more and more to allow the convertibility 
of currencies and increased imports of trade related to that increased 
convertibility. Why did they doit? They did it partly because their 
dollar balances grew larger. They did it partly because we persuaded 
them to take risks which they had felt chary about taking. This 
persuasion was applied persistently through the International Mone- 
tary Fund and through the GATT. It was a continuous process of 
pressure. Canada was the first to move over; South Africa followed. 
In the early fifties the United Kingdom, Germany, Belgium, the 
Dutch, and now virtually every country in Europe has substantially 
cut down restrictions against the United States and has substantially 
moved in a direction which ultimately achieves convertibility. Always 
in these cliscussions I come back to the question: What would ae if 
the Trade Agreements Act were terminated. I am reasonably sure 
each country would put its guard up again, would try to accumulate 
and to sterilize for the time being the largest volume of dollar re- 
serves they could acquire, would restrict imports and possibly exports, 
and we would have turned back the clock to 1946. 

Mr. Saxon. Mr. Chairman, may I comment on that. First, may I 
say that there are many other methods of international conferences and 
adjustments that GATT and much more constructive ones. Second, 
Mr. Vernon has confused the issue. We have two kinds of converti- 
bility here. One is what we might call negotiated convertibility— 
the one Mr. Vernon is discussing. It is not the convertibility based on 
the gold standard. Gold standard convertibility is automatic. It re- 
quires that the major nations of the world make their currencies 
convertible into gold at the bank of issue on demand. That is the 
convertibility I am talking about. Until we get that we are going to 
have chaos in international trade and finance. It is just like trying 
to shoot an elephant with a popgun to expect the Reciprical Trade 
Agreements Act to solve this problem. 

The fundamental issue is the lack of gold convertibility and the lack 
of a common currency, which would be gold, where everything over 
the world is priced in terms of a common unit, except for transporta- 
tion (and insurance) costs from one market to another. That is the 
ideal situation and we can’t get it overnight, I will grant you, and as 
T said, there are other means by which we can have world conferences 
without going through GATT. 

Mr. Boaes. Mr. Rosenthal. 

Mr. Rosenruar. Mr. Chairman, as far as the gold standard of any 
kind is concerned, I think it is useful to have stability and converti- 
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bility of currency. I think if you want a complete universal gold 
standard, countries have to develop gold reserves. 

Mr. Saxon. Right. 

Mr. Rosentuat. It is my impression—and If am not an economist— 
that gold reserves have come about usually through either the natural 
resources of having gold at home, other natural resources which could 
be supplied to the countries that had the gold, or through the disposi- 
tion of goods. 

Let’s come down to the fundamental of the trade agreements pro- 
gram and what our problem is. People live on goods and the ex- 
change of goods that they consume in their daily lives. 

One of our problems in this world is how we can effectuate meas- 
ures by ourselves and in cooperation with others which will increase 
the production and the distribution of the goods used by the daily 
consumer in his everday living. If the trade agreements program 
makes a contribution in enabling us to work with other peoples of 
the world toward that objective it is a useful mechanism. It is not 
going to solve all of Professor Saxon’s problems of gold converti- 
bility and it isin’t going to impede them. It has a specific pur- 

ose. 

Going beyond that, in the trade agreements program we have 
come to work through the GATT in multilateral negotiations. Mr. 
Vernon said that if we have an organization in which we can work 
with other people, discuss their problems and our problems, bargain 
with them, attempt to eliminate discriminatory action by one nation 
or a group of nations against others, we have something that is very 
worthwhile. GATT isn’t going to solve all of the problems of the 
world either, but there is no surrender of sovereignty involved in 
GATT and GATT at least brings the nations of the world together 
in a common effort to solve some of these problems. To that extent it 
is useful. 

The trade agreements program enables us to do certain things in 
bargaining with other people for their benefit and for ours. To 
that extent it is useful. It is not going to be the cure-all, nor would 
I like to see it killed off because it doesn’t solve Professor Saxon’s 
— of gold convertibility either of the last 23 years or next 
week. 

Mr. Saxon. I don’t want to be misunderstood on that point. I 
don’t deny at all that the efforts of GATT in this direction have been 
very salutary and they have helped a great deal, but they have not 
solved the problems and I simply take the position that Mr. Anthony 
has that if we do officially enter and approve GATT, we will be 
outvoted without doubt and we will be, as Mr. Vernon said, forced, 
at the risk of condemnation throughout the world, to withdraw. We 
don’t want to be forced into that position. 

Secondly, there are other international conferences which could 
be set up which would accomplish the same thing without goin 
through GATT. I am particularly opposed to the type of organi- 
zation which we discussed here a year ago which not only would au- 
thorize GATT officially, but would convert it into an OTC with au- 
thority to do a great many other things that would be extremely 
dangerous to us. That is the basis of my opposition to GATT. 

Mr. Boces. We will recess now until 2 o’clock. I wonder if it in the 
meantime you might all give some thought to the following propo- 
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sition; assume that you had the responsibility of writing the trade 
program of the United States, what kind of a program would you 
come up with ? 

Thank you very much. 

We ih adicairn until 2 o’clock. 

(Whereupon, at 12:15 p. m., the committee was recessed, to re- 
convene at 2 p. m., the same day.) 


AFTERNOON SESSION 


Mr. Boaes. I would like to begin by inviting each of the panelists 
to offer his observations on the question I put to them before the 
recess. 

Mr. Anthony, how would you solve that problem ? 

Mr. Antuony. I am on the spot first ? 

Mr. Boges. I think we might proceed in the order we followed 
this morning. 

Mr. Antnony. Mr. Chairman and members, I guess our position 
as a league is pretty well known to the committee. But as of this 
date and hereinafter, on the point of whether or not to extend the 
President’s authority to enter into trade agreements under the Trade 
Agreements Act, we would prefer to see that authority lapse. 

I think I ought to explain what that means and what it does not 
mean. I think also I ought to say that the power does not have 
very much behind it—our bargaining power is pretty low at this 
time. With the kind of forces that were described around the table 
here this morning, the common market, the situation we are faced with 
in a world divided and with hydrogen bomb hanging over us, the 
bargaining power in our tariffs seems to be very feeble compared 
with the forces we would try to meet. So I do not think the loss of 
the President’s negotiating ability is a very serious one, as compared 
with the forces that we are talking about. 

In any event, it does not mean that we are changing a single rate 
of duty, if we refuse to extend the trade agreements’ authority of the 
President. The present rates would continue until something positive 
were done. If the Congress wished the President or his appointees 
to continue to participate in the General Agreement on Tariffs and 
Trade that would go on. The extension of the President’s authority 
does not grant him anything more as far as participating than it does 
now, although it would end his ability to negotiate, as an Executive 
matter, any new reductions of rates. 

The policing of the GATT and any remaining bilateral agree- 
ments would go on, the escape clause would go on, the peril point 
would not have any pertinence anymore. 

That, in general, would be the thing we would like to see, and some 
new approach made on the tariff. Since the 1930 act, which is our 
basic tariff law, there have been tremendous changes, as everyone 
knows in technology and new products, and our present tariff struc- 
ture and definitions of products are all out of kilter. They ought to 
be looked at afresh and an entirely new tariff structure created. 

We do not want to have Congress burdened with the necessity of 
going at it rate by rate, so we think that probably that should be 
given to the Tariff Commission to do much as, in a limited way, 
a similar task was set for them and which they are working on right 
now. 
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If, however, it is the wish of Congress that the extension of the 
President’s authority be granted, then we feel much as Mr. Saxon, 
that it ought to be for very short intervals so that it could be examined 
to see whether it is operating in a way most beneficial to us. 

I believe that covers the positive proposals that we might have. 
Unless something else develops I will let it go at that for the moment. 

Mr. Bocas. Thank you, Mr. Anthony. 

Mr. Enke ? 

Mr. Enxe. Mr. Chairman, it was a short lunch, so these ideas may 
not be as well developed as they should. 

I think the United States has come a long way in the world since 
the thirties when the act was first passed, and I would hope that the 
objectives as stated by the statute might be reworded. Instead of 
emphasizing the development of export markets for the United States, 
I think the three new ib iectines might be (1) developing the economy 
of the United States; (2) constraining the cost of living by accepting 
competitive imports, and (3) demonstrating the advantages of private 
enterprise, in international trade. This is a fundamental change, of 
rey but I think it is in accord with the circumstances of the world 

ay. 

The main problem I think is that we have to develop some means 
by which Congress can retain ultimate control of tariff making and 
yet be relieved of item-by-item consideration. 

I would suggest something like the following and while it appears 
radical I hope you will give it some heed : 

The new act should be extended, in my opinion, for at least 5 years 
and perhaps it might even be extended indefinitely. The crux of the 
matter, after all, is the length of an individual agreement with a con- 
try and not so much the duration of the statute. 

Each agreement might be for not over 5 years, and I would suggest 
that it would go into effect within 60 days of Congress being in session, 
unless the agreement was rejected by Congress. 

This would mean that Congress would have to take an across-the- 
board attitude to the whole agreement. 

It also means that the agreement could not be bottled up in com- 
mittee because the positive action by Congress would have to be a veto. 

My thought quite frankly is that with an individual country agree- 
ment the pressure on Congress is usually limited to a small fraction 
of its Members because not too many individual products are involved 
in the concessions. The majority of Congressmen would then feel free 
to vote against a move to reject—that is to say, be in favor of the 
agreement going into effect—because they would feel more free to con- 
sider the broader national interests of the United States. 

With this kind of safeguard, that is Congress having a veto to a 
country agreement, I think that the authority given to the President 
might be increased so that he could negotiate reductions or elimina- 
tions of any tariff, subject however to the condition that in the case 
of cuts below 50 percent from existing rates the excess cuts beyond 
50 percent not go into effect for a period of several years, perhaps 3 


years. : 

Also I think that the President should not be bound so carefully 
to the concept: of reciprocity, in the sense of exchanging import con- 
cessions for stimulation of our exports. 
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Instead the President might be authorized to grant concessions on 
duties in return for other benefits to the United States, such as airline 
franchises, foreign bases, and copyright observance. = 

More specifically I feel that we might repeal the peril-point provi- 
sion because any responsible negotiator is going to have this aspect in 
mind. As I mentioned this morning, the national security amendment 
is misnamed, and I have suggested its repeal. 

On the escape clause, I think it would be desirable to have a pro- 
vision whereby any increase in duty should not be above the level rate 
prevailing, say, on January 1, 1958. 

Once again I realize that these suggestions are extremely drastic, 
but they do represent at least one possible approach to retaining ulti- 
mate congressional control while avoiding the burden on Congress 
of item-by-item consideration of duties. 

Mr. Boges. Thank you very much, Mr. Enke. 

Mr. Rosenthal ? 

Mr. Rosentuat. First, I would recommend that the purposes of 
the act, its preamble, be rewritten. 

I would subscribe to the consideration that Dr. Enke made. Per- 
haps I would add that there should be some expression of recognition 
of the need for the United States to participate with other nations of 
the world, helping toward the expansion of international trade. The 
implementation of this act would contribute to that. So we recognize 
that this is part of the American foreign economic policy and part of 
the American foreign economic cooperation. 

Secondly, I am not sure that offhand I would accept the suggestion 
Dr. Enke made about the veto power by the Congress. It has been 
my feeling over the past several years that the problems that con- 
front the Congress are very grave ones. The chief function of the 
Congress lies in setting forth policy and the establishment of certain 
standards by which the various executive branches of the Government 
should conduct their operations. 

I do not think that if the Congress considers carefully a delegation 
of powers to the executive the Congress then needs to review eve 
act that the President takes under that delegation of power. I thi 
within certain limits it is essential that any legislative body or any 
board of directors of a corporation, any lawmaking group or any 
type of organization, establish a certain criteria for those who are 
the executives or the administrators, and afterward trust them to act 
as intelligently as human beings can. 

I believe that up to date within the limits of the powers delegated 
to the President in the trade field that by and large those powers 
have been exercised wisely. I do not think anyone can ever say that 
there will be perfection in anything that anyone does. 

But it seems to me that if we consider an intelligent delegation of 
powers by the Congress and afterward pecans a joint committee 
of the Congress with an expert staff could make studies of what is 
done, the Congress always has the powers and the privileges of 
repeal or amendment of an act. There is always the possibility of 
discussing how an executive department of the Government conducts 
itself in reporting to the committees of Congress, but I am a bit 
hesitant that after the legislative gives the executive certain powers 
of putting a veto on the executive in what it does in the exercise of 
any of the specifics contained in that delegation. 
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Now, as to the powers to be conferred upon the President I suggest 
a longer period of time. I suggested a period of 11 years; Dr. Enke 
said 5 years. I do not think that, per se, is too important, but I cer- 
tainly think it should be more than 1 or 2 or 3 years as we have 
done in the past. 

I suggest that a long extension is required so that people here and 
abroad come to feel increasingly that this is a definite part of Ameri- 
can foreign economic policy and that it will not become a political 
football of pressure groups within comparatively short periods of 
time. 

Secondly, as to the bargaining powers of the President, I would 
suggest rather substantially increased powers of the President to 
reduce tariff rates, varying to some extent perhaps so that those over 
25 or 30 percent be reduced to that level, those perhaps 25 percent or 
less be reduced by 25 percent of the existing rates. 

Now, I am a bit hesitant in being too definitive on these because I 
realize that I can be asked, “How did you pick this particular figure?” 

Well, we picked figures in the past but I respectfully submit that a 
5-percent reduction, as we now have, in each of 3 years on a rate, 
let us say that it is a 20-percent rate, which is 1 percent per annum, 
is really not a very effective bargaining power to give the President. 
I for one am not frightened that the Executive will use such bad 
judgment as to be so harmful to our overall economy if he is given 
substantial bargaining powers. 

Among other powers that I think could well be given to the Presi- 
dent would be: 

The definite fixing, agreeing that a concession made will last for a 
period of 3 years, or that rates on which no concessions have been made 
will stay put for a period of 3 years and not subject to increase dur- 
ing that period so as to create a certain amount of stability. 

I think then that there could be—there are other details—I think 
the President might have authority to transfer from the dutiable list 
to the free list commodities that are not produced in the United States 
at all or which are produced here only in insignificant quantities. 

I believe that the Congress’acted upon two such commodities in the 
course of the past year, casein and tampico fiber, but I do not think 
that is the type of legislation, specific legislation, with which the 
Congress should burden itself in view of the very grave matters of 
policy that confront you gentlemen all of the time. 

I think the importers should be afforded an opportunity of asking 
the Tariff Commission to make an investigation where, in their judg- 
ment, rates are excessive so as to be discriminatory or an unwarranted 
trade barrier. At the present time, the importer has no way to come 
before the Tariff Commission to complain about excessive rates, and 
I think that at least some new provision should be included in the 
act to deal with this. I also think there that the Tariff Commission 
should have some discretion on the requests of the domestic industry 
as well as the requests of importers as to whether or not it will con- 
duct full-scale investigations. 

The Commission should also have some right to decide whether a 
request for an investigation by a domestic industry is capricious 


| and whether second, third, and fourth requests are solely for the 
purpose of harassing foreign producers and importers where a previ- 
ous finding held that there was no threat of injury from imports to 
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an American industry. This has actually happened under the man- 
datory provisions of the present act in several cases. 

And, of course, I think that quotas should definitely be ruled out. 

Now as to the escape clause, in the paper that I submitted to the 
compendium, I put in what I thought should be the proper criteria 
for an escape clause. 

But very briefly it should be that where the tariff concessions are to 
be withdrawn or suspended, it should be limited to actual emergency 
cases in which the domestic industry entitled to added protection is 
confronted because of previously unforseen circumstances with the 
actual necessity of making too rapid adjustment to avoid serious loss 
of capital or a rapid decrease in employment. 

I think that were concessions are withdrawn or suspended the new 
duty rate should not exceed the rate that was in effect before the last 
trade-agreement concession was made. I do not think they should go 
back to the original tariff rate, if there had been a series of 2 or 3 
reductions made over the years. I am sure it will be a surprise to 
some members of this subcommittee, as it was to me, to know that 
under an interpretation of the word “modification” of a concession 
as used in the escape clause, the Tariff Commission has recommended 
increases in tariffs 50 percent above the 1930 rates. This situation 
surely requires legislative correction. 

I also think that there should be a limitation of time for the suspen- 
sion or withdrawal of a concession in order to enable the domestic 
industry to adjust itself, and no longer. 

As to the peril-point provisions I think they are needless. I think 
it is a reflection upon the other agencies of Government that make 
these studies to assume that they, too, do not think in terms of levels 
beyond which the United States should not go in the reduction of tariff 
rates, 

As to the national-security provisions of the current act I could 
add nothing further to what Dr. Enke said, except express my agree- 
ment with him. I think they should be repealed. I think there are 
assuredly better methods of seeing to it that those industries and 
companies that are vital for national defense be continued with direct 
subsidies or other devices rather than the imposition of higher tariffs 
or quotas. I simply think, as Dr. Enke stated this morning, that it 
adds to the confusion. 

Then there is one more point. Mr. Vernon spoke at some length 
about what the GATT has done, and there has been no mention made 
today of the authority of the President to join the Organization for 
Trade Cooperation (OTC). I would suggest not necessarily that that 
become part of this act but I think that a recognition of the good work 
that the GATT has done and a recognition of the need for a permanent 
administrative agency, which is what the OTC would be, should also 


be part of what the Congress of the United States recognizes and 
enacts. 

I am not fearful that we will suddenly find 21 votes against us 
and that be a majority. I do not know exactly what the 21 votes 
could do. 

Our representatives in GATT, OTC, or any other international or- 
ganization, are limited in their powers of bargaining and the agree- 
ments that they can make by legislation enacted by this Congress. 
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I would be reluctant to believe other nations will ever so act as 
to make it wise for us to withdraw. But I think it wrong to say 
that because we might be compelled to withdraw at some period 5 or 
10 years from now, we are going to disregard and overlook the good 
that has been done and can be done in the GATT, both in the multi- 
lateral trade agreements as well as in the problems that have been 
resolved, the work that they have done to bring about removal of 
discrimination against us as well as against others, it would be like 
saying 2 men should not go into partnership in business or a man 
and woman should not get married because the partnership might 
break up because some years later the coupled might possibly get 
divorced. 

I think that is a fear that is unworthy of us. We participate in 
many other international organizations. Assuredly we should par- 
ticipate in the work of an organization in the field of the exchange 
of goods which we and all other peoples benefit, both with a view 
to conducting these multilateral trade relations and also to setting 
forth and participating with others in rules of the game which will 
tend to eliminate discrimination in the field of international trade. 

So I would urge strongly that we not be so fearful of what GATT 
and OTC might do, but we should recognize its very definite and 
positive virtues, and the Congress should authorize participation by 
the United States in the work in OTC. 

In conclusion, in view of Professor Saxton’s mention of per capita 
figures, I should like to furnish for the record a tabulation just pre- 
pared by the National Council of American Importers showing United 
States merchandise exports and imports for the calendar years 1955 
and 1956 to some 78 countries with the per capita equivalents of our 
merchandise exports to and imports from those countries. In this 
tabulation, the per capita exports have been computed by dividing 
the dollar value of our merchandise exports in those 2 years by the 
population of each country using the latest estimate of the United 
Nations. The per capita figures for imports were arrived at by di- 
viding the dollar value of imports from each of the 78 countries by 
an estimated United States population of 165 million in 1955 and 
168 million in 1956. 
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(The tabulation is as follows:) 


Comparative per capita United States merchandise exports and imports for 
1955 and 1956 (compiled by the National Council of American Importers, 
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Inc.) 
[Countries listed according to volume of United States exports in 1956] 
| 

Total | Per capita per- Total Per capita pur- 

United | chases from the | United chases by the 

States United States States United States 
Popula- | exports |__ imports i 
Country tion in | in mil- in mil- 
millions lions, | lions, 
ealendar | 1956 1955 calendar 1956 ! 1955 ? 
year | | | year 
1956 | 1956 
Canada. -.- pond legen 16.0 $3, 899.6 | $243.72 $207. 09 $2, 869. 1 $17.07 $16. 07 
United Kingdom... ie’ 61.2 891.4 17.41 | 18. 03 721.8 4.29 3.73 
be eer oe ee 90. 0 887.3 9. 85 7.27 547.6 3. 25 2. 62 
Mexico--. rangennepesups 30. 5 836. 4 27.42 | 24.26 394. 5 2. 34 2.40 
West Germany. ...............| G6 772.7 15. 27 12. 01 491.1 2. 92 2. 22 
Venesuela_- 5.9 646.7 96. 10 99. 13 694. 1 4.13 3. 53 
Netherlands 10.9 | 559. 8 51. 35 44. 66 164.4 . 97 . 89 
France. --.--- 43.6 | 555. 5 12.7 8. 33 228. 1 1. 35 1. 23 
Italy ---- =k 519.9 10.80 | 7.41 | 213.7 1. 27 1.09 
Cuba __- jee 5. 510.2 87.96 | 77.41 457.9 2.7: 2. 56 
Belgium and L uxembourg a2...] 423.5 | 46.03 34. 92 300. 8 1.79 1.47 
Philippines, Republic of 22.3 317.9 | 14.25 15.82 | 256. 6 1.52 1. 52 
2 Se eee 12.9 312.5 | 24.22 | 26.76 409. 1 2.43 2. 68 
NE er aire eg sichihaies ie 59.8 292.1 | 4.88 | 4. 20 745. 5 4.43 = 
LG 16 inn Sicdaibiaetie cdembdedl 381.7 266. 9 . 69 . 50 204. 6 1. 21 1. 34 
Union of South Africa... ----- -| 13.9 | 260.1 | 18.7 19.46 | ye: . 61 . 58 
Spain. -- Jampeaviecwesage |} 29.2 253. 4 8. 67 5. 34 64. . 38 . 35 
Switzerland. satnane=<ksnbites | 5.0 215.1 | 43.02 33. 22 177.1 1.05 . 89 
Argentina_- 19.5 211.9 10. 86 7.89 | 130.9 .78 . 76 
ES osc cecWecatnsbesacdotes 7.3 181.5 | 24.86 22.36 | 108. 8 . 65 . 51 
Rs riaccacnmaha iqtesntcnnrel 9.4 | 178.5 | 18.98 22.12 | 137.3 . 82 ate 
Gets a pawn knae mens wanna | 9.6 | 158.7 16.53 | 12.94 132.3 .79 . 67 
Korea, Re public Wiittsineded cde 21.5 | 157.3 7.31 5. 86 a x - . 037 
MMGLIS «da aaWebatdvddsatsodecdt 6.9 153.9 | 22.30 14. 57 2.0 1. 1.21 
Indonesia, Republic of- ---..--- ; 819 139.9 | 1.70 92 190. 8 1.13 1, 28 
PEE vcvicseukepeondaeeeb ax | 83.6 137.7 | 1, 64 . 68 36. 2 .21 .18 
rir wtine sae akee abe aeeeeus | 24.8 108.9 | 4. 39 4.18 73.3 . 43 34 
IN, eo a ben keg ethene Be 108. 6 | 6.10 | 7. 56 29.8 .18 . 16 
Taiwan. .-_-- dé | 9.2 104.3 11.33 | 12.49 8.1 . 05 . 04 
Egypt | 22.9 96.6 | 4.21 | 3. 49 14.8 09 15 
Norway } 3.5 93.5 | 26.71 | 21.83 71.3 . 42 . 37 
Israe] | 18 | 92.8 | 51.55 49. 83 18.9 ll .10 
8.0 | 90.6 | 11.32 9. 2 22.3 ‘oe ‘s 
Yenmark . _. | 4.4 | 83.2 | 18. 90 15. ¢ 58.3 7 . 3 
Netherlands Antilles- | .18 79.8 | 438.46 313. 26 240.9 1. 44 1. 30 
Guatemala 3.3 79.2 | 24.00 17. 94 78.8 . 46 . 43 
Iran . 1 28 } 76.4 | 3. 50 2.59 | 7.2 . 22 ‘a 
Austria. . : “ 7.0 | 75. 4 | 10.77 | +¢ 48.4 - 28 . 
Saudi ‘Arabia | ae} 74.3 10.61 | 9. | 74.0 . 44 . 34 
Vietnam, Laos, and Cambodia.) 30.37 | 73.6 | 2. 42 1,02 | 20.9 .12 «le 
Hong Kong. . | 2.4 67.5 | 28.12 21.20 | 19.5 i . 09 
Panama, Republic of 9 67.5 75.00 | 85.66 20.1 il .12 
Dominican Republic 2.5 67.1 26. 84 25. 61 60. 1 a 2 
Belgian Congo. . 12.3 57.3 | 4.65 | 4. 30 114.7 4 é 

Thailand (Siam) 20.7 51.3 | 2.47 | 2.50 | 96.5 . 57 - 63 
E] Salvador... 2.3 19.3 21. 43 22. 05 48.3 .29 | . 38 
Finland_.-.- TN, | ; | 4.3. | 47.1 | 10, 95 9.66 | 48.3 .29 27 
Sen tea ‘ 3.2 =| 47.0 14.68 | 12.24 40.2 . 24 . 25 
New Zealand... 2.2 | 46.0 20. 90 24. 36 60.2 | 35 | 26 
British Malaya 6.3 | 45.8 7. 26 5.79 | 226. 4 1. 34 1,42 
Portugal - - 8.8 | 43.8 4. 97 3.91 | 24.4 15 .17 
Eeuador ‘ ss 38 | 43.4 | 11.42 | 12.87 53. 2 .3l 32 
Costa Rica . 988 | 41.6 | 42.10 | 47.21 19. 1 11 a 
Honduras. d ‘ he a 38.0! 22.35 | . 21.08 29.5 .17 .14 
MB ascccack ; | 48 | 36. 4 | 7.58 | 6. 85 39.8 . 24 .19 
Haiti... | 33 | 36.2} 10.96 | 9.56 | 14.6 . 09 .10 
iene. , on 1.45 | 35.6 | 24.55 | 28.63 | 4.5 . 03 . 03 
amaica. | 1.5 34.3 22. 86 15. 06 28.8 .17 .13 
French Morocco -. . | 86 34.2) 3.97 3.68 9.9 06 07 
Uruguay ne 1 32.9 12.65 14.78 22.2 .13 . 09 
Nicarague. .. ce 32.4 | 27.00 32. 20 19.5 Hy 15 
Kuwait. . 203 | 30.6 | 150.73 76. 85 93. 6 . 56 . 58 
Liberia , a J 30.4) 25.33 8. 52 43.3 . 26 .24 
Ireland (Eire) __ 2.9 | 23.8! 9.93 | 13.09 | 7.6 . 04 . 03 
Bahamas . 09 23.1 | 256.66 | 163 33 2.4 .O1 | 01 
Canal Zone "053 222! 418.86 | 464.15 1.9 ‘ar | ‘O1 
Algeria 9.6 | 19.1 1. 98 1. 41 2.8 | .02 | . 03 


See footnotes at pa of table. 
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Comparative per capita United ‘States merchandise exports and imports for 
1955 and 1956 (compiled by the National Council of American Importers, 
Inc.) —Continued 


{Countries listed according to volume of United States exports in 1956) 

















Total Per capita per- Total Per capita pur- 
United chases from the | United chases by the 
States United States States United States 
| Popula- | exports |_ Siew imports | 
Country | tionin | in mil- l in mil- 
millions lions, | lions, 
| calendar 1956 | 1955 calendar 1956 | 1955 2 
| year | year | 
| 1956 1956 | 
| | aovepes —_—e = fees in —tiagge 
| | 
French West Africa. _--------- By Uf 18.7 1.00 | 1.32 28.7 er 7 
Trinidad and Tobago- --------- .72 | 18.6 25.79 | 20.24 9.0 .05 03 
Syria peed 7 3.9 | 17.8 4.56 | 5. 00 11.9 | .07 . 06 
Rhodesia and Nyasaland (Fed- | | 
IE ED ene) 7.3 15.6 2.13 1.72 40.0 | 24 40 
Bermuda ____- Fupdaak .| . 042 | 15.3 364. 28 347. 61 cv . 004 .O1 
Re tee ek oe | 43 | 15.2 3.53 | 2. 67 35.9 21 . 20 
ee ee eee ae 12.5 5.36 | 4.80 42.0 | . 25 .21 
Tangier ___ ee ch suet . 183 | 12.0 65.57 | 59.56 .3 . 002 . 001 
0 OP ee . 158 | 11.6 73.41 | 100.00 7.6 | 04 | . 04 
Gpemep eee... os. 26 sso css... | 200.2 | 11.2 . 056 . 033 66.6 .40 | . 34 
Nat isd daw esd ni werpie | 0.22 | 10. 4 47.27 | 31.42 20.1 sal 4 .10 
{ | 1 





1 Estimated population, United States, 168,000,000. 
2 Estimated population, United States, 165,000,000. 


Source: Population taken from latest U. N. estimates. Exports and imports from statistics compiled by 
the Bureau of the Census, U. 8. Department of Commerce. 


Mr. Rosenruau. Thank you, Mr. Chairman. 

Mr. Boees. Thank you very much, Mr. Rosenthal. 

Dr. Saxon. 

Mr. Saxon. Mr. Chairman and members of the committee, I agree 
in general with what Mr. Anthony has said, but I would like to add 
a few other observations. 

I think that one of the experts who testified before the Ways and 
Means Committee 2 years ago—I do not have his name at the mo- 
ment—testified to the effect that in his opinion, and he had given a lot 
of time to it, if all our tariffs were removed, the net increase in our 
imports in this country would not exceed $1 billion. 

Now, if that figure is correct, and he is a highly qualified estimator, 
it certainly is no major factor in the solution of our problem of 
economical aid to other nations of the Western World. 

Therefore, I think that conclusion bolsters my own feeling that we 
grossly overemphasized and exaggerated the importance of the whole 
reciprocal trade program. 

There are other factors in every period since it has been in opera- 
tion that have really dominated our foreign trade, both our import 
and export trade. 

I also think that what we should aim at for the future is not so much 
free trade, and I would accept that if we could get it on a worldwide 
basis, but what we need more than anything else is freedom to trade 
on the part of private enterprise, freedom from constant changes 
and discrimination in tariff restrictions and in other regulations such 
as quotas, which I do not approve of in principle on any nation. I 
think they are all wrong. 

I think the exchange controls are discriminatory and have been 
exercised continuously against the United States—whether because of 
a genuine necessity or not is immaterial—I think the emergencies 
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which they claim to justify such measures are fundamentally due 
to their unsound financial structure at home and their refusal to come 
to realities in respect to the value of their own currency in terms of 
gold and in terms of the dollars. They insist upon a continuation of 
the overevaluation of the franc and the pound and the lire, ete., in 
terms of the dollar. And so long as that overevaluation continues you 
are going to have this so-called shortage of dollars a slogan which 
has no substance in fact. 

A proper readjustment of these currencies on a free market or on a 
gold basis as a common denominator would soon, in my opinion, elim- 
inate most of these trade and payments difficulties which we have 
been talking about here since 1934. 

And until we do that I think all these measures are simply patches 
on the sore rather than getting at the disease which is in the blood- 
stream of our whole international trade relations. 

I think that is true not only of merchandise exports and imports, 
but I think it is just as fundamentally true of our international 
finance. 

How much longer are we going to continue Government loans and 
grants abroad? How much longer should we continue them? How 
much longer can we continue ? 

Is it not much more important that ‘the large funds available in 
this country go abroad through the channels of private enterprise 
under proper conditions laid down and maintained for them rather 
than from one government to another government ? 

We are simply perpetuating state finance and state trade, if we con- 
tinue the type of negotiations and procedures that we have sanctioned 
over the years since 1934. 

The recommendation that OTC be created, in my opinion, is all 
wrong. It would mean a double delegation of authority by the Con- 
gress. If my recollection is correct, and I am not too familiar with 
this area as some of the others around this table, but if my recollection 
is correct, there is not a single nation in GATT that does not require 
ratification of the agreements by their respective Parliaments. We are 
the only one in the group that do not require that ratification. 

What we need more than anything else is stability of intenational 
trade and the elimination of state trading and state financing to 
allow the flow of dollars abroad for private investment and the flow 
of merchandise abroad as in the years before the depression. Lets 
get back to free markets and free marketing. 

Thank you. 

Mr. Boges. Thank you very much, Dr. Saxon. 

Mr. Vernon ? 

Mr. Vernon. Mr. Chairman, in trying to set down my very hesitant 
and tentative suggestions to the committee, I have been governed by 
one essential criterion. What will the Executive do with the au- 
thority you give him in the next few years? 

Now, there are a lot of questions that cannot be answered very 
readily, but this is one question that can be. It is perfectly clear 
that, whatever the authority you give the Executive, his principai 
preoccupation between now and 1963 will be negotiations based on 
the development of the European common market. 
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Let me review, very briefly, why this is inevitably going to come 
about. The six countries in the common market are obliged before 
some stated date, about January 1, 1963, to begin the process of 
harmonizing their external tariffs. In other words, they have to 
begin a process by which, at the end of 15 years or so, they will all 
have exactly the same external tariff schedule. 

Now, in order to take that first step, they will have to alter a great 
many of their tariffs to which they are already bound in the GATT 
agreements. 

Therefore, they will seek to enter into negotiations somewhere 
between now and 1963 in order to gain the right to alter those com- 
mitted tariff levels. 

It is in connection with these negotiations that the Executive will 
use whatever authority you gentlemen see fit to give him. 

My next question is: What kind of authority should he have which 
would be in the interest to the United States in this period? 

Well, for one thing, there is nothing about this common market 
which requires our Executive to do any thing precipitately. 

He has a period from now until 1963 to negotiate these concessions 
with the 6 and with others who will be involved, and then he has a 
period of, roughly, 10 years beyond that, in which to complete the 
process of putting into effect the concessions which may have been 
negotiated. 

So, what you have before you is a long-run, fundamental program 
which will significantly affect the tariffs of the six and could affect 
our tariffs, depending on which kind of authority we give the 
President. 

I would suppose it would be to our interest to insure that the 
European common market and other groups which are fast develop- 
ing around the world, such as the Nordic economic union and even 
that unbelievable possibility of an Indian-Pakistan-Burma-Ceylonese 
union which has been suggested by Nehru, that such groups remained 
tightly locked within a world trading system. To that end, the Pres- 
ident should have the authority (a) to reduce our tariffs substan- 
tially, but (6) to reduce them gradually. Accordingly, the nego- 
tiating authority for this purpose could well be limited to a 5-year 
interval covering the period to 1963; nonetheless, whatever the nego- 
tiating period may be, the resulting concessions might be applied 
over a longer period; that is to say, even if negotiations may stop 
in 1963, they may involve concessions that would be applied gradually 
over the succeeding 10 years as well. | 

What I am suggesting, then, is a fairly long term of reference; the : 
negotiating period could be short, let us say 5 years, but the actual 
results of the negotiation could be put in effect over a period a good 


deal longer, say, an additional 10 years. ‘ 
I would suppose, too, that the kind of authority the President 
needed to undertake a meanful negotiation with these groups would ' 


be on the order of aggregate reductions of somewhere between 30 
and 50 percent. 

If one begins to think of smaller reductions spread over a period ; 
of 15 years, they become minuscule. If he thinks of larger reduc- 
tions, they may involve too large a grant of authority. 





FOREIGN TRADE POLICY 123 


I wind up with a range between 30 and 50 peers, therefore, 
spread over a period which ultimately comes to about 15 years. _ 

One might also consider gradually lowering the 50-percent tariff 
ceiling we have in the act to a level on the order of 25 percent. The 
Europeans themselves show a great deal more courage than we are 
willing to demonstrate in this regard. If we consult the European 
common market treaty, I think we find they imposed ceilings on 
themselves considerably lower than 25 percent. 

In addition to gradualness, one needs a certain amount of stability. 
In other words, these countries cannot consider a long-range, major 
reduction in their tariff structure without some assurances of per- 
manency, and this leads us prom ty to the escape clause. 

Here, I suppose, what is needed as much as anything is for us to 
get away from some of the efforts which we have consciously made 
to broaden the escape clause. I think we should get away from the 
product-by-product approach and go back to a broader concept of 
industry. 1 think, too, that any relief granted under the escape 
clause should be temporary relief; that is to say, its purpose should 
be to give the injured industry time to adjust to the inevitably lower 
tariff. 

One might conceive of any escape-clause relief being reversed over 
a longish period of time, say 5 or 10 years, giving the industry more 
time to adjust to imports. 

Finally, I would endorse Mr. Rosenthal’s proposals, especially 
those relating to the defense clause and the ratification of OTC. 

Mr. Boees. Thank you very much. I am sure that your recom- 
mendations will be considered by the committee. 

Are there any questions? 

Congressman Mason, you did not ask any questions this morning. 

Mr. Mason. One thing that came to my mind in these discussions 
today is the allegation that Congress is so overburdened and so loaded 
with problems that the Congress just cannot handle those things 
pertaining to trade, and the Congress must, therefore, delegate those 
things to the one man in the world who is overloaded and then every- 
thing will be all right, if that is done. That, to me, is an asinine 
suggestion. 

Mr. Boees. Mr. Morrison, do you have any questions? 

Mr. Morrison. It occurred to me that a point should be raised 
here that relates to this question of congressional review. I think that 
it relates to Mr. Mason’s remarks also. The executive branch, of 
course, has a very extensive array of experts as the source of its 
advice. I want to ask if the members of the panel are familiar with 
the reports made by the Tariff Commission and the one report called 
for by the 1955 act of the President on the operation of the trade 
agreements program. In order to raise this question would the prob- 
lem of appropriate congressional review be handled adequately and 
properly if those reports are adequate or, if not, if they should be 
made so? I think it is true to say that these reports, both the Tariff 
Commission’s and the President’s report, the one that we have, pro- 
vide only a review of the actual provisions of trade agreements and 
amendments of such agreements, et cetera. They make very little 
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substantive evaluation of the direction of the program or its conse- 
quences on our international relations or on our own economy. ) 

Now, could these reports provide appropriate means of informing 
Congress, giving them the material with which to evaluate the op- 
eration of the program under the legislation that they have enacted ? 

Mr. Vernon 1s probably familiar with this matter. 

Mr. VERNON. E Was engaging in a process of projection back to the 
days when I was a harassed member of the executive branch, and 
wondering how I would write a report of this kind. One has to con- 
fess that there are serious inhibitions which apply when the executive 
is writing a report to the legislature, which really effectively require 
that the “Tsginbitiai in the course of a review rely in part upon its 
own sources of information obtained originally by it through hear- 
ings or other means. 

If I were in the legislative branch I think I would not want to 
rely exclusively on documents handed up by the Executive as my 
prime source of information and evaluation of this kind. Sympa- 
thetic as I am to the proposal, therefore, I have the strongest sus- 
picion that legislative committees will probably have to rely in part 
on the researches of their own staff and their own hearings, no matter | 
how good the Executive report may be. 

Mr. Morrison. Of course, it would not seem feasible for the Con- 
gress to attempt to have staffs equal in number with those so engaged 
in the executive branch in order to perform this sort of thing. 

Mr. Vernon. I think what this means in practice, therefore, is that 
probably their review would turn out to be selective, largely addressed 
to critical points which have been called to the committee’s attention 
rather than all inclusive. 

Mr. Boges. I think Mr. Anthony wants to make a comment on that. 

Mr. Anrnony. I was thinking, Mr. Morrison, that you have a 
more fundamental problem. 

If you are talking about a report that evaluates the trade agree- 
ments, that goes to what we did and what the others did in terms of 
numbers of concessions or something like that, you might have some- 
thing valuable to Congress. 

But does that satisfy the constitutional directive that requires 
Congress to set tariff rates? 

If you delegate that authority, do you not have to set standards by 
which those rates are set and provide for a congressional review of 
them ? 

Mr. Curtis. Could I ask a question on this? 

Mr. Morrison. Surely. 

Mr. Curtis. Directing my attention to Mr. Vernon’s answer on this 
question, think of it in terms perhaps of the annual economic report 
that the President makes and the Joint Economic Committee, of 
course, in turn receives that report and holds hearings on it. 

Now, when the first report was made I think we will all agree that ) 
it was in a way a rather crude job and did not conform to certainly : 
what the reports in recent years have been, and the caliber of the 
reports were improved to a large degree by this technique of the 
congressional Joint Economic Committee holding annually panel dis- 
cussions such as we are holding here. 

What Mr. Morrison has suggested, could not that same technique 
be employed in regard to the operation of our tariffs or rather our 
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Reciprocal Trade Act, but even getting it into a broader aspect and 
to our foreign economic problems ¢ 

Looking at it that way I wonder what your answer might be? _ 

Mr. Vernon. My reaction, Congressman, would be that the Presi- 
dent’s first report, good as it was, could have been better, and I would 
hope that in the course of the years it would evolve in the way which 
you suggested. 

I have a suspicion, however, that it will never reach that degree of 
particularity with which the complaints come to this committee. In 
short, I take it from my earlier experience before this committee 
that your complaints typically arise in the framework of individual 
products. It is said that the tuna fish duty was lowered too much 
or the duty on spring clothespins was lowered too much, and so forth. 
All I was asserting was that you probably will never be able to get 
a report from the President sufficiently detailed that you have the 
factual basis of saying whether it made sense for the President to 
reduce the tariff on tuna fish or it did not make sense. 

Mr. Curtis. I see. ‘Thank you. 

Mr. Morrison. That is not exactly what I have in mind, the evalu- 
ation of particular cases, but a really substantive report that would 
enable the Congressmen to know whether the program is being 
proceeded with in accordance with his, the individual Congressman’s, 
understanding of the legislation, what he voted for or against, or 
does the legislation have no relation to the performance ¢ 

Mr. Vernon. That seems like a reasonable objective to give me and 
I hope it could be achieved through these reports. 

Mr. Rosentruat. Mr. Morrison, I have not followed the details 
of the joint committees of the Congress and their staffs. I think in 
the field of internal revenue there is a joint committee that has a 
staff of its own. Then we have the Joint Committee on the Eco- 
nomic Report. 

I think it is quite possible that there could be a joint committee of 
both Houses of Congress to deal with this subject. That committee 
would have a small and expert staff which would be able to approach 
the executive branch of the Government for any of the detailed 
studies the economists in the Tariff Commission or Commerce or any 
other of the agencies involved have made, with a view to presenting 
to the Congress annually or biennially with the report of the overall. 
I think that is a perfectly sound possibility. 

In fact, I think it might be helpful both ways, because I think 
maybe the Members of the Congress will be able to acquaint them- 
selves better with that which they wanted to know and be less sus- 
picious at times of what the executive branch was doing in this field. 

But I would also agree with Mr. Vernon on the individual prod- 
ucts—TI do not think that you will ever satisfy everybody at any time 
anywhere. 

Mr. Morrison. Now, that leads into another question. 

You have suggested amendment of the escape-clause legislation 
with a view to making recourse to it, accord with some standards 
other than those now contemplated by existing legislation, whatever 
those standards are. 

To refer especially to one matter in this field, one of the concepts 
closely related to this problem is that of what is “an industry.” I 
do not think there is any warrant in the dictionary definition of “an 
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industry” or “industry” to regard the production of automobiles 
with red bodies and convertible tops as an industry. But this is 
the direction in which the existing legislation pushes the definition 
of “an industry.” 

I wonder if you have any specific suggestions as to how an industry 
might be more appropriately defined, say, in accordance with the 
concepts of the Standard Industrial Classifications fr uently used, 
I believe, by the Bureau of Labor Statistics. Would it be appropri- 
ate to adopt these as the entities, the units of industry for which 
protection might be reconsidered under the escape clause ? 

I am talking to Mr. Rosenthal. 

Mr. Rosentuat. I know. I do not happen to be acquainted with 
the classification of industries to which you refer. The Bureau of 
Census perhaps have theirs also. 

May I put it negatively for a moment? Afterward, I will try 
to send you in a definition of “an industry,” but I would not want 
to do it off the cuff. 

I think my main thought is to get away from the present provisions 
of the act that apply to the fractionalization so that here you have a 
company or a group of companies making a broad range of products 
akin to each other and on one product they are affected by imports, 
but they are operating profitably, they have good employment quanti- 
tatively and all of that. Still on this one item they can apply for 
escape clause investigation and withdrawal of concession. think 
that is unsound. 

To give you, on the other hand, the definition of an industry for the 
moment, I would rather submit that in writing to you later, but I want 
to get away from the fractionalization that we now have. I do not 
think that is a sound concept. 

Mr. Morrison. There is another point that I would like to raise 
closely related to that just discussed. Several people here have said, I 
believe, both today and yesterday that the amendments of the escape- 
clause legislation have been in the unfortunate direction of making our 
fidelity to liberal trade policies somewhat less apparent than it used to 
be. It would seem to me that this interpretation of the legislation was 
inherent in the program from the beginning, and certainly the admin- 
istration said when the 1955 amendment to the escape-clause legislation 
was enacted that it was in accord with the provisions of the escape 
clause of the general agreement, that it did not involve a departure 
from the original conceptions. 

Mr. Boges. May I interrupt you, Mr. Morrison ? 

I am informed that Mr. Vernon has been called to an important 
meeting in New York and must leave us. 

I thank you very much, Mr. Vernon. You have made a very fine 
contribution to this discussion and we are very grateful to you. 

Mr. Vernon. Thank you. It was not very much. I appreciate 
the opportunity. Iamsorry I have to leave. 

Mr. ENTHAL. My impression on that is, Mr. Morrison, maybe the 
original escape clause could be interpreted as the act now specifies, but 
the act now is very specific. At that time the way the escape clause 
was drawn perhaps fractionalization for one thing could have been en- 
couraged. But when it is a must, as it is in the present act, I think it 
goes further than would have been intended. 
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I did not think at the time the escape clause would be applied to the 
fractionalization. Perhaps it would have been legally. You raised a 
point. I do not know. I did not think of it at the time and it was 
not mentioned. 

In making it specific, however, it puts a burden on the Tariff Com- 
mission taking that as a very definite factor. 

The same might be said of an industry that is operating at a profit, 
its manufacturers are operating at a profit, and sales have not fallen 
off, the sales have grown and the profits have grown, but they do not 
have as large a share of the American market as they once had. 
Whether that would have been construed under the more generalized 
escape clause some years ago as a cause for withdrawing a concession 
T do not know. 

As of today that is a much more specific criterion and therefore I 
think harmful. 

Mr. Morrison. I wonder if it would have helped any if the admin- 
istration had undertaken to explain what it understood by it? 

Mr. Rosentua. At that time? 

Mr. Morrison. At the time the escape clause was originally intro- 
duced as a feature of trade agreements, and more recently. 

Mr. Rosentuat. I think it might have, but I think that sometimes 
also is a very difficult thing to pin down in detail. That is one of 
my quarrels with the present act. I do not think you can 5 ewe! 
everything to the utmost detail, and I think your basic criteria should 
be the overall national economic welfare. What you might do in 
one situation, you would not, therefore, do in another. 

Mr. Boees. Mr. Enke wants to make an observation. 

Mr. Enxe. As to the protection clauses that speak of injury to pro- 
ducers of a particular product, I wonder whether a fundamental 
change might not be the use of a new criterion of injury, namely, 
the creation through imports of prolonged unemployment in a par- 
ticular area. What I have in mind is this: 

Suppose a lot of motorcycles came into the United States. I 
could see where the firms producing motorcycles would lose sales, 
would lose some of their market for motorcycles. But the workers 
that make those motorcycles can usually be reabsorbed very rapidly 
by some other company or by the same company producing some- 
thing else in the area. 

It is not injury to a product that surely we are concerned about 
with so much as injury to the people making the product. If they can 
be reabsorbed very rapidly in another industry perhaps in the same 
area without even changing their place of living I do not know why 
we are concerned. 

For example, in the Los Angeles area, I can think of many products 
that might cease to be made there and yet the workers producing 
them would probably find other employment in a period of weeks 
without changing their homes even. 

Mr. Sapuak. At that point, you take a city the size of Los Angeles 
where you have a large area, perhaps many other plants. But let 
us focus our attention on a small community and that community 
is all based around that one factory. Then what? 

Mr. Enxr. I think we are probably in agreement. I suggested 
that the real criterion was injury to the people making something 
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and if there were prolonged unemployment, prolonged means sev- 
eral years, in a particular area this would be a sufficient basis perhaps 
for some change in the tariff. I would agree with you if there is 
a single small town making only one product and it loses a lot of 
its market because of imports. 

I am not saying the product should be protected forever but cer- 
tainly there should be some means of prolonging the readjustment 
period for that particular product, not because of our interest in the 
product but because we are interested in the people making it. The 
converse of this, of course, is in a large area with lots of manufac- 
turers. Then workers can get reabsorbed very rapidly. 

Mr. Sapuaxk. In the final analysis it is not the factory or the factory 
owner that is harmed but the people who are engaged in that factory. 

Mr. Enxe. The people on the payroll, the retailers selling to them, 
the community as a siote. There are some large communities which 
can lose many products and not suffer: But there are also some small 
towns which are one-product towns. It is a different problem then. 

Mr. Sapiax. I was thinking you mentioned motorcycles. I was 
perhaps a little more inclined toward bicycles that have no motor, 
and they have been having some difficulty up in my particular State. 
We have businesses like textile. I come from a textile community 
and that textile factory closed. All those skilled workmen whether 
weavers or spinners had no other place to go. 

Mr. Enxe. That depends on the facts. In this case, bicycles, it 
allegedly resulted in considerable unemployment with nowhere else 
to go. If so that is a reason for changing the concession or perhaps 
bringing it in slowly over a period of time. 

Mr. Sapitak. Sometimes, Dr. Enke, we hear from the stockbrokers 
that had the money in those firms too, 

Mr. Saxon. I was going to say, sir, you have to look not only at the 
employment area but the rates of the return to the industry in ques- 
tion. It may be it is not operating at a loss but the net return because 
of imports may be only 2 or 3 percent, when the average for industries, 
commensurate with the risk, would be 6 or 7 percent. 

Stockholders in that industry are not going to continue their in- 
vestment for long. They are going to close down the whole shop. 

Mr. Boces. Do you not think that, from the point of view of re- 
gional competition within the United States we have had many sim- 
ilar problems for example, when certain industries moved from the 
Northeast to the South? If you had had tariff walls separating the 
various regions of the United States I think that there would have 
been an effort made to impose quite a heavy duty on textiles, for in- 
stance, coming from the southern part of the United States? 

Mr. Saxon. I will grant you that. But the other side of that coin 
is that you can see large areas in New England today that are really 
like old mining towns in the West. They have not been rehabitatated 
since they lost the textile industry to the South largely because of a 
lower wage rate. 

Mr. Boces. From the literature that I receive, and I have not been 
there to check, but I am told that the new industries that have come 
into Massachusetts are much more profitable and productive than the 
ones that were there previously. 
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Mr. Saxon. Well, there are areas in New England, Massachusetts, 
Connecticut and New Hampshire and Maine that today are deserted 
villages. 

Mr. Boees. Mr. Sadlak is from Connecticut. 

Mr. Sapiax. Well, our wealth is in our skilled workmen, Mr. 
Chairman. 

Mr. Boges. My section of the country for a long time was one of 
these undeveloped areas. We are very proud of being somewhat 
more developed. 

Go right ahead, Mr. Anthony. 

Mr. Antruony. I am sorry to interrupt. 

Mr. Boges. I did not mean to interrupt you. 

Mr, Anrnony. I wanted to agree with Mr. Morrison, if I under- 
stood properly. The escape clause, without the later amendments 
which I thought were feexpressing what the original intent of Con- 
gress was and which Congress felt had not been carried out in the 
administration quite as it intended, would have the very same result 
that you are getting today in defining industry. Industry actually 
is not, I think, the proper way to look at this because a tariff is on a 
product and we are talking about products. When you modify the 
rate of duty it is related to the product concerned. 

The whole trouble here is that in 1930 when the Congress set the 
rates they set them in relationship to what they found at that time 
and the groupings of products were the industries at that time. 

The pattern has now changed. That is a compelling reason for a 
new look at the setting of the rates. The job to do here is to see what 
the new products are and what the definitions are and whether you 
want to group certain products under one rate or not. 

Another thing, I think we get off on the wrong foot in thinking 
of the trade-agreement rate as the controlling one. We have to re- 
member that it is still the 1930 rate that is the basic rate and that 
is the only one that our friends abroad can count on. 

The trade-agreement rate is a departure from the basic rate and 
is, from the beginning, a temporary departure. Other countries have 
no vested interest in the continuation of the trade-agreement rate, 
although I agree that the rate should go on for a time to keep sta- 
bility in trade. The escape clause is not an escape from a permanent 
rate. It is a discovery that the temporary rate granted under a trade 
agreement is not working as it was intended under the act and there- 
fore we go back to something else. 

But to get at the basic problem, I think you have to reset and re- 
group the basic rates. 

Mr. Morrison. Does not the statement you have made recognize the 
entire contents of the Trade Agreements Act? 

From the beginning it authorized increases as well as decreases in 
rates. It also authorized the imposition of quotas under the trade- 
agreement authority. As I read the legislation, it practically au- 
thorizes the President to bring into effect any import restrictions that 
are necessary to prevent serious injury to the domestic production of 
any product. 

Mr. Boggs. I think Mr. Rashish has some questions. 

Mr. Rasutsu. Because Professor Kindleberger of MIT is ill and 
not able to participate in today’s discussion, I would like in his absence 
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to invite the attention of the panel members to Professor Kindle- 
berger’s compendium paper which begins on page 73 and to a matter 
which he examines in some detail and which has not been commented 
on as yet today. That is the subject of adjustment-assistance pro- 
grams which are designed to facilitate the adjustment of companies, 
employees, and communities to serious disturbances which are occa- 
sioned by increased competition from imports. He sums up his posi- 
tion in the final sentence of his paper on page 87 where he says, 
“Adjustment, not injury, should be the touchstone.” His observations 
relate quite generally to the policy that he feels the escape clause 
should reflect but, in particular, he emphasizes the desirability of de- 
veloping programs that would provide assistance to the people ad- 
versely affected by imports in adjusting to new lines of activity. 

I wonder what the reaction of the members of the panel is to Pro- 
fessor Kindleberger’s suggestions with respect to the subject of ad- 
justment assistance ? 

Mr. AntHony. Would you cite that page again ? 

Mr. RasuisxH. His paper begins on page 73 of the compendium. 

Mr. Antuony. 7 3f 

Mr. RosentHay. Where is the specific suggestion ? 

Mr. RasuisxH. It begins approximately on page 83. 

Mr. Rosenrnat. Do his suggestions follow along the lines—— 

Mr. RasnisH. Of the Kennedy-Williams bills. 

Mr. Rosenruat. And so forth. 

Mr. RasHisH. Yes. 

Mr. Rosentuat. I do not recall what Professor Kindleberger has 
written but I have some recollection of the bill that I think Mr. 
Williams at the time introduced in the House and Senator Kennedy 
and a number of others in the Senate. 

I would say on balance that I would subscribe to the principles of 
that bill. 

As I recall] it, I am not sure that I like the way that particular board 
was selected because I felt that the board was being selected from 
representatives of different departments of Government who already 
had other jobs to do, that this was going to be something thrust upon 
them in addition. 

I think the subject would be sufficiently important to warrant a 
separate board that would deal with these. I think the burden of 
proof would have to be that imports actually caused the distress to a 
community or to an industry within the community and then I think 
that the thoughts of aid as given in that bill, as I recall them, would 
be quite acceptable. 

I emphasized that because we have a good many shifts in American 
industry brought about by technology. My guess would be that 

robably technology has caused more dislocation of industry in the 
nited States, the need for more businessmen to reinvest their cap- 
ital in other operations, the need for more people to move from one 
location to another to new jobs than the complete elimination that 
the tariffs would ever do. Incidentally, with the beginning of the 
atomic age it would be my guess, and I am not a scientist, that there 
will be equal technological dislocations both industrywise as well as 
regional wise. 
ow, I think in any event, whether it be due to imports or not, we 
need to give consideration to one-industry towns that are being hit, 
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whether it is imports or technology, with a view to helping those 
towns adjust themselves. 

That does not mean I believe in the subsidy remedy. But I believe 
in the retraining of people, the helping of people relocate themselves, 
the various things, making available the assistance of Government 
agencies that was contemplated in the Trade Adjustment Act of 1954 
or 1955, whichever year it was introduced. 

I think those things are all to the good. 

Incidentally, I think they might well be needed for one-industry 
towns as we shift more and more with the newer developments of the 
atomic era as well. 

I would in principle be in favor of that provided the criteria were 
clearly spelled out. 

Mr. Rasuisu. One proposal for tying a program of adjustment 
assistance into the trade-agreements legislation is that it be made an 
adjunct of the escape-clause legislation. The Tariff Commission 
would be given, in addition to its authority to recommend modifica- 
tion or withdrawal of the tariff concession or the imposition of a 

uota, a third alternative to recommend that the industry petitioning 
the Commission be provided the kind of assistance contemplated in 
the trade adjustment bill. I believe that 1 or 2 of the bills mentioned 
earlier contains a provision of this sort. 

Mr. Rosentuat. I am thinking a bit administratively for the mo- 
ment, as to whether that would be something you would want to add 
to the Tariff Commission’s functions or on which you could make a 
decision. If the Tariff Commission could make a recommendation 
and a board take this up, there I would be inclined to eae I 
am trying to think again of this combination of achieving adminis- 
trative efficiency without getting too many departments into the act 
at one time, which is a problem, and that is why I am hesitant about 
giving you a snap answer. 

I think the principles of such assistance as outlined in that bill 
should be accepted. 

Mr. Saxon. May I say, Mr. Chairman, you are simply adding to 
the subsidies and adding to the overall tax burden of the United 
States at the time when we have just begun to balance our budget 
and again it is unbalanced because of a foreign development. I can’t 
approve of anything that is going to increase the subsidies that the 

ederal Government today is already burdened with. 

Mr. Enxe. I think that some of these rehabilitation schemes might 
be the camel’s head under the tent and they would begin to expand 
year by year into very expensive schemes. I would rather have an 
arrangement whereby if one could prove injury to a community, not 
just loss of sales of a particular dannnitic product, there might be 
some scheme whereby the concession that is supposed to have caused 
it were introduced gradually over a period of years. 

I think the pressure should always be kept on that community to 
readjust. But of course we have to give people time to turn around. 

Mr. Saxon. If something of that sort were going to be done, I 
would strongly urge that the relief be limited to the revenue derived 
from import duties. There was a time when we took as much as 
90 percent of our Federal tax revenues from our import duties. As 
late as 1913 we were taking 48 percent from tariff collections. If 
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you look at Europe today, a substantial number of European nations 
are getting as much as 15 to 25 percent of their total tax, central 
government revenues, from tariffs. 

Mr. Macurowicz. Mr. Anthony. 

Mr. Anruony. Such an approach presupposes that you are will- 
ing to let this industry go, which also pene that you are aban- 
doning the essential purpose of the tariff. That is a policy matter 
that Congress would have to decide. It would not seem to me that 
the Tariff Commission would be the one to make any such determina- 
tion. So long as there is a tariff and reasons for a tariff, if Congress 
spells them out I believe the Tariff Commission should stick pretty 
close to determining tariff bases and remedies, as either tariff or, if 
you have to, a quota. 

Mr. Enxe. I would like to disagree with Mr. Anthony. I have 
never considered that the essential purpose of the tariff is to perpetu- 
ate the output of some specific and narrowly defined product. The 
purpose of tariff protection is to protect the agents of production, 
either in the fixed capital, or the workers. If they can be reabsorbed 
fairly and satisfactorily in a short period of time, the mere cessation 
of production of a particular product is unimportant. After all, 
take the case of buggy whips. If we had buggy whip output de- 
clining the same time that imports of buggy whips appeared to be 
increasing, I can see protection being used to keep buggy whip com- 
munities in existence for a long period of time, whereas obviously we 
don’t want to stand in the way of progress. We just want to give 
those people an opportunity to be reabsorbed in the American 
economy producing something useful. I don’t think any of us believe 
that the consumers and buyers of the United States as a whole owe a 
living to any group of producers of a single products. 

If that product is not wanted or is produced and sold at a price 
that people cannot afford to use it, that is that. 

Mr. Saxon. Mr. Chairman, I might say there are a growing num- 
ber of industries that are not strictly one-product industries. They 
are producing many things, products which can be made using the 
machinery and the techniques that the industry has available. Con- 
sequently, if you have one of those particular products, which has 
been selisank: for many years by that machinery and the techniques 
that they have used, completely eliminated by imports, that not only 
affects that particular product, but it affects the ability of that com- 

any itself to continue in business, and to continue its employment. 
i don’t think you ever get a definition of industry that will take 
that into account. 

Mr. Anruony. I don’t think you are going to use the tariff to 
a wgpatig a certain type of product when it is no longer wanted 

y the consuming public. If the consuming public no longer wants 
buggy whips, putting a tariff on would be a perfectly useless gesture. 
If aes is nothing to sell, there is nothing to produce. 

Tariff is used on a product because the product is what is being 
made. True, we are not protecting the Sea We are protecting 
the employment that goes into it. With that agree. We are talking 


here about jobs, DA BRIT, but you can’t put a tariff ona job. You 
have to put a tari 
put it on. 


on something and the product is the thing you 





LE 


ESE 


FOREIGN TRADE POLICY 133 


Mr. Enxe. But you only put the tariff temporarily on the product 
and if the community which is making the product is suffering. 
think if you look at the record of these trade associations which come 
frequently to Congress, they represent declining industries. That is 
not always so, but it is generally true, and they are usually declining 
because they make goods going out of style. 

Mr. Saxon. May I take as an illustration your copper and brass 
manufacturers, wha today are under heavy threat not only from 
copper articles coming from abroad, but they are also under inten- 
sive competition from the aluminum industry—substitution of alu- 
minum for copper. 

If you destroy the import protection that the industry presently 
holds, the time is not far off when the margin of profit will be so low 
that there will no longer be conversion of copper in this country. 

Mr. Enxe. It is all right with me. 

Mr. Mason. Mr. Chairman, I just had one thought. 

When you talk about buggy whips you are talking about obsoles- 
cence. We are not dealing with obsolescence; we are dealing with 
competition through tariffs, and naturally buggy whips, and buggies, 
and horses, and a lot of things have become obsolete, but that has 
nothing to do with this question of tariffs. 

Mr. Enxe. Sir, my family has lost a lot of money in several com- 
modities, like felt hats, which have become less popular, and I know 
the trade associations of which we were members always ran to the 
local and National Government for protection. I think that is a 
human universal characteristic, 

Mr. Macurowicz. Mr. Curtis. 

Mr. Curtis. Mr. Chairman, I want to go back to a couple of things. 

One, Dr. Saxon presented to me a very interesting set of statistics 
showing the decline of the percentage of foreign trade to our gross 
national product, and the question I was posing was this: Would 
that percentage not continue to decline in relation to our gross na- 
tional product as our country continues to develop ? 

Mr. Sheer, In the first place if you eliminate all Government-aided 
exports today and simply took commercial exports and related them 
to the gross national product the percentage would be sharply lower 
than that which I gave you. 

Mr. Curtis. I want to interject this. I think the absolute figure 
would continue to go up. It is only the percentage figure that would 
go down; because the absolute figure has gone up. 

Mr. Saxon. Of course. Also our your gross national product is 
changing drasticly and so are our imports. For instance, we today 
could get along without importation of any rubber at all, and our 
rubber imports have fallen substantially as a consequence. We could 
eliminate raw silk entirely and substitute synthetics, which have been 
forced on us by past price manipulation, by monopoly prices. 

Mr. Curtis. The reason I asked was to lay the groundwork for the 
next question, If that were true, can’t we expect, if the European 
common market were to come about, in fact any common market 
where you go across national boundaries to create an economic unit, 
that as that gross national product of that market increases, the per- 
centage of foreign trade outside the European common market will 
decline percentagewise ? 














134 FOREIGN TRADE POLICY 


Mr. Saxon. I don’t think that necessarily follows. I think the sharp 
increase in the productivity of the average European worker with a 
corresponding increase in his income will make it possible for them 
to buy more and more American products. The American product 
is purchased because of its quality primarily. 

r. Curtis. What I was trying to get at was somewhat this: That 
the European countries now, which are segments in effect of an 
economic unit, show a large percentage of their gross national product 
in foreign trade. 

Mr. Saxon. True. 

Mr. Curtis. If we segmentized the United States I think we would 
find that there would be a similar large percentage of, say, Missouri, 
in foreign trade, if trade between New York and Missouri were con- 
cluded in foreign trade. Now, if the European common market were 
to get together, then the percentage of course—and calling trade 
within that area non-foreign trade—of foreign trade would go down 
on that basis. 

However, it would seem to me—and this is the question I am posing 
to see if there is an answer; maybe we don’t know enough to know— 
also as the per capita gross national product of the European common 
market rose that you would continue to see a decline percentagewise 
of foreign trade, although again the absolute would continue to 
increase. 

Mr. Saxon. That might be true, but I think there would be a con- 
stant increase in the aggregate exports from the American market 
to the rest of the world. 

Mr. Curtis. Yes. 

Mr. Rosentua. Mr. Curtis, I would suggest the possibility—and I 
don’t have all the figures of the Paley Commission—that as the gross 
national product in highly industrialized areas pido they would need 
to import substantially increased quantities of raw materials. 

Mr. Saxon. Right. 

Mr. Rosentuau. Our own resources in the United States are some- 
what doubtful in certain fields, and I don’t want to try to quote from 
the Paley Commission report, as I don’t remember them, but they 
were certainly concerned that by 1970 we would be a de- 
pendent upon foreign sources of supply for certain raw materials. I 
think our import figures today would show that something like 60 to 
70 percent of what we import is in the field of raw materials, crude 
materials, semiraw, semicrude, by American industry. 

As your highly industrialized areas develop themselves with in- 
ooenne oe national product, I would venture the possibility that 
thier need for raw materials from primary producing nations would 
grow substantially and that they would be therefore buying more. 

Now, in turn the standards of living of those countries through con- 
stantly selling more of their raw materials might well improve to the 

int where they would be buying more manufactured goods from the 
industrialized areas. 

We are here in the realm of speculation, but I don’t think it means 
necessarily cer are highly industrialized countries, even if you form 
blocs like the European common market, would find a substantial 
falling off in their foreign trade either relatively or absolutely. 

Mr. Curtis. Yet that is what has happened in the United States. 
It probably is an economic law, although I don’t know, but the reason 
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I suggest it is that as the per capita gross national product increases 
the living standards of the people, the bulk of what they buy is going 
to be around them rather than imported. 

As you suggest, the absolute, I am sure, will continue to goup. It 
one However, just as the figures that Dr. Saxon has brought out 
show a decline in percentage of foreign trade in relation to gross na- 
tional product, it seems to me that that would occur in any developing 
area. 

Mr. Saxon. Mr. Curtis, on that point I could say this: My own 
thinking has been that it would increase very sharply percentagewise 
in Europe for a period of time. Then it would go in reverse. I think 
the reason that our percentage of gross national product has fallen so 
sharply is that the makeup of the gross national product has changed 
greatly. More and more of it now is coming from the service 
trades—— 

Mr. Curtis. That is right. 

Mr. Saxon. As a consequence, the services which cannot be imported 
at all, and as that expands and we have higher and higher standards 
of living and higher purchasing power, those services will expand 
much more rapidly than other phases of the gross national product. 

Mr. Curtis. I thank you because that is the thinking I am going 
through. The only reason I pose it is it does seem to me that these are 
things, in trying to view the future and set up our policy and use what 
statistics we have, we have to try to evaluate. Maybe if we were just 
shooting at an increase in foreign trade percentagewise, we would be 
shooting at the wrong thing, and in measuring how much we were 
progressing we might te measuring the wrong thing. 

With regard to the Italians, for example, in my conversation with 
them, I suggested that as Italy became more self-sufficient they would 
find that their percentage of foreign trade through their gross na- 
tional product would be bound to decline. They disagreed. They 
may be right. 

Mr. Saxon. It would go up sharply, I believe, for a long time and 
then come down again as ours has. Ours went up and then it came 
down. I think you will find this. 

Mr. Enxe. Mr. Saxon has said some things I was going to say. I 
think it is a mistake to make one’s objection a constant percentage 
of gross national product in the form of international trade. The real 
objective is to get your goods where you can get them the most 
cheaply, either directly by producing at home or indirectly through 
foreign trade, and I think to set as a goal a percentage increase of 
gross national product in the form of trade is simply an erroneous 
objective. 

{r. Curtis. I didn’t mean it as an objective. I mean to measure, so 
that you measure what is going on. I didn’t mean it as necessarily an 
objective. 

r. Enxe. I do not think any of us here could really predict what 
would happen to trade as a percentage of gross national product if 
the common market, say, was formed in Western Europe. However, 
I think most of us would agree that the absolute amount of trade be- 
tween, say, the United States and the six common market countries: 
would increase. 

Mr. Saxon. Mr. Curtis, may I say for the reason you just mentioned 
that I developed the figures Fike you this morning which show the 
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or capita increase in imports and exports over the gross in the United 
tates. That I think is probably a much more valid measure than as 
a percentage of the gross national product. 

Mr. Curtis. That would show up in the percentage of gross national 
product too, would it not ? 

Mr. Saxon. No, it doesn’t. It shows that there was a very sharp in- 
crease in imports as our standard of living rose As the standard of 
living rises there is a sharp increase in total imports. Let me refresh 
your memories very briefly. 

r. Anruony. Could t break in while you are looking for your 
references. 

As the common market becomes integrated the trade that you are 
talking about no longer is foreign trade. It is like interstate com- 
merce. That is right. That is a very basic point that I was trying to 
get across and didn’t. 

Mr. Enxe. I was assuming that was taken care of by definition. 

Mr. Curtis. Thank you. I tried to make it by definition. 

Mr. Saxon. There are just four short paragraphs I might read for 
emphasis. Per capita imports in 1929 were $360, more than 3 times 
those of 1900. The 1929 level remained the peak until World War IT, 
with a sharp decline however in the depression period. Between 1900 
and 1956 the United States population increased 121 percent. In the 
same period per capita imports, measured in current dollars, rose 600 
percent and when measured in constant gold dollars, rose 310 percent. 
Between 1940 and 1956 the population showed an increase of 27 per- 
cent. In the same period per capita imports, measured either in con- 
stant or in current dollars, rose 275 percent. 

Mr. Curtis. Then your figures would indicate as these underdevel- 
oped countries develop there is going to be a considerable increase of 
foreign trade if we can encourage their development. 

Mr. Rosenruar. Mr. Chairman, I am a bit afraid of some of these 
figures. I am afraid of them only to the extent I am not sure of 
what they mean. I think they may take us away from the importance 
of our trade agreements program, from the importance of interna- 
tional trade. We would have to go much further, I think, and I cer- 
tainly could not answer all of this, but, after all, we did come into 
the factors as to what happens to the so-called primary producing 
countries that have one or two basic commodities on which they live 
and when those raw materials collapse completely in the markets of 
the world, which in turn will affect the per capita imports of the 
United States if we use them, whether it is coffee from Brazil or tin 
or tungsten from Bolivia, when we talk in those terms and we try to 
correlate them as to the validity of the trade agreements program, I 
become somewhat concerned. [I still come back to the fundamental 
consideration: Is the trade agreements program a sound concept of 
cooperation with other peoples to stimulate the distribution of goods 
among peoples of the world? That to me is a primary consideration. 
You will have a lot of statistics coming in, but unless you bring them 
down into the classes of products and whether they are industrial 
countries, or primary producers, or what, I don’t like to accept them 
in such generalized terms. 

Mr. Curtis. I might agree, but here is the point: Those objectives 
can be swell, and for years I have been listening to people say that 
we are attaining these objectives. I want to know whether we really 
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are. Sure, there is a lot of ignorance in this area and I wouldn’t for 
one want to rely on any one set of statistics, but because I wouldn’t 
want to rely on a set of statistics doesn’t mean that I wouldn’t want 
to utilize that set for what value it is and try to gain other sets. I 
am. almost convinced that we are dealing in a bliss of ignorance in this 
whole area and I want to try to get out what factors we can, what 
guidelines there may be, to measure where we were, where we are, 
and where we might be going, and I only know one way of doing it 
and that is to try to get all the statistics we can. 

Mr. Rosenruat. I also thing it is experimental to some extent for 
this reason: You had the trade agreements program first come into 
being at a time of a worldwide depression. You had it operate for a 
period of 5 years before you started the outbreak of troubles in Europe 
culminating in a war. Then you had the postwar period where surely 
you have no figures of any base on which to analyze at all, because 
Europe didn’t even have the goods to ship us in the immediate 
postwar years. You can’t take import records and percentage of 
gross national product, and compare them with any export figures and 
have them at all meaningful when Europe had been destroyed by 
World War II, and physically destroyed, and its productive facili- 
ties. On the other hand, our productive facilities had grown durin 
World War II. I like to have statistics support what I do, but 
think we have to make up our minds that in the troubled world 
in which we live, the ideological power-politics struggles through 
which we are going, we are going to have to play a good deal by 
experiment and attempt to select mechanisms, the principles of which 
are sound, in the hope that they are going to work out well. 

Mr. Saxon. Mr. Chairman, may I answer that briefly? 

I have quoted a lot of statistics here and the last time I appeared 
before the Ways and Means Committee because they had never been 
available before. I am amazed to find so many people allergic to 
statistics. They seem to condemn them before they have even at- 
tempted to analyze them, Yet, these statistics, properly used, can be 
most valuable in assessing the benefits or defects in the reciprocal 
trade program. 

Mr. Curtis. That is right. You are the only one, sir, I might say, 
that has brought in statistics and it has disturbed me that others have 
not. 

Mr. Saxon. The points I have made have never been answered. 
I don’t claim that they give the absolute answer, but I think they 
do give a better understanding of what has been going on. 

When it come to the influence of the reciprocal trade program, as 
a whole, I think, from 1934 to 1939, the factor that dominated interna- 
tional trade was the devaluation of the dollar and the sale of Amer- 
ican exports substantially below their true values because our internal 
domestic price level had not risen sufficiently to compensate for the 
devaluation of the dollar while, on the contrary, prices of imports rose 
immediately in the devalued dollar—rose 69 percent in fact—almost 
without exception. 

Then, in the war period, we had the military aid and the military 
exports, which dominated the picture. It wasn’t commercial ex- 
ports that dominated the picture. Imports fell off sharply because 
the nations abroad could not produce. 
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Then when we come into the postwar period, we have granted 
relief of all kinds and military aid since 1947. Consequently, we have 
greatly expanded our exports in dollar value. If we consider onl 
commercial exports, the volume of exports would probably shrin 
more than 50 percent. In my opinion when one uses a yardstick of 
100 percent gold dollar for one period and 60 percent gold dollar for 
another period, it is a deception on people who are not familiar with 
foreign trade problems. 

Mr. Enxe. As a professional economist, my view is that no time 
series, no sets of data extending over a period of 20 years or more, 
whether they have to do with exports, imports, or per capita income 
have any real meaning if you are looking at them to get an answer 
as to whether the reciprocal trade agreements program is working. 
If you want to get numbers that will give you a clue as to whether or 
not there is still room for improvement in trade policy, you should 
look at static figures, not time series figures, and you should compare 
the prices of similar products that you can find in the United States 
and foreign countries, taking account of transportation costs. If, 
allowing for transportation costs, you have large price gaps on prod- 
ucts approximately the same, there is still great room for improve- 
ment. That is the standard to watch, not time series, especially time 
series over 50 years or so, which are almost meaningless in this regard. 

Mr. Curtis. Let me ask you as an economist then, are there statis- 
tics in this area or can statistics be developed in this area that would 
help the Congress, help this committee, in trying to evaluate these 
things, whether they are static, or time series, or not? 

Mr. Enxe. Certainly. The United States Department of Com- 
merce is equipped to obtain that kind of information if it wishes to 
present it in that way. 

Mr. Curtis. I understand, Mr. Chairman, we are going to have 
some people from Commerce who have prepared statistics. One of 
the things I read to the panel yesterday, and I want to read it today, 
is from page 211 by the United States Department of Commerce, the 
last paragraph, where they say: 

The dearth of factual evidence as to the weight properly assignable to each 
of a number of joint causal factors—many of them interrelated also with each 
other—gives rather free rein to inferences based chiefly on abstract theoretical 
considerations or personal prejudices. Moreover, the formulation of conclusions 
is further confused by an abundance of arguments founded upon rationalizations 
of self-interest by particular industrial groups or localities and their spokes- 
men, or upon doctrinary positions with respect to broader national or inter- 
national political issues. 

Having listened to the testimony in this area for years now, I re- 
gretfully come to that conclusion, that on one side you do have the 
special industry groups, but on the other you have something that 
is equally as bad, a doctrinary group that won’t get behind their 
doctrine, which is preconceived, to try to find some guidelines or some 
test as to just what has happened and what might happen. That is 
why I ask these questions on statistics. 

Mr. Enxe. As far as guidelines are concerned, if one accepts the 
viewpoint that the normal principle is to obtain goods in the cheapest 
way, whether by home production or by foreign exchange or imports, 
then the thing to look at is comparative prices, the price we have to 
pay for a ton of coal here, or the price we have to pay for a ton of 
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coal in England. As you know, the British are getting their coal 
from the United States now. 

This kind of comparison in the same year, 1958 prices, for example, 
gives you an idea as to whether or not there are still serious disturb- 
ances to trade because of protection. 

Mr. Saxon. Mr. Chairman, may I say that it is quite valid to do 
what I am doing here. I am certain no one here wants to deceive 
or defraud anyone. The last speaker apparently doesn’t understand 
my statistics. He is not talking to the point which I am making and 
that is that if we have figures developed in current dollars for exports, 
imports, and trade values, and then suddenly we shift to a different | 
difies and go ahead and compare the statistics of one period with | 
another, that is utterly invalid. It is little short of fraud to do so, : 
and, as a consequence, what I am trying to do is to take the official 
Department of Commerce series on foreign trade and convert them 
into a common yardstick so as to show the true, real facts of change. 

Then I gave my own opinion as to the relative influence of various 
factors, whether it is reciprocal trade, devaluation of the dollar, or 
what. I do think in every one of these periods there have been other 
factors that contributed far more than any reciprocal trade program 
in the last period. 

Mr. Enxe. With that last sentence I concur heartily. 

Mr. Mason. Mr. Chairman ? 

Mr. Boees. Mr. Mason. 

Mr. Mason. With respect to this accepting goods at the cheapest 
price we can get them, if that is for the great benefit and is the 
objective of the Nation, then how do you explain the fact that we 
guarantee to the farmer a certain amount for his wheat, and his 
corn, and we guarantee to the cotton farmers and these others prices 
away above the world market? One arm does one thing and one 
arm does the other, and that doesn’t make sense. 

Mr. Enxe. I would like to answer the specific question. 

Mr. Mason. The specific question is this: I can’t accept your prem- 
ise that for the good of all of our economy we shall accept the cheap- 
est price for the goods that we can obtain, because our Government 
doesn’t do that. 

Mr. Enxe. If for one reason or another one decides to supplement 
the incomes of various people such as cotton producers and therefore 
support the price of their crop, one has to either throw the mone 
away or prevent imports. This is obvious. The question is, Whic 
is the wrong policy ? 

Mr. Mason. I think both are wrong policies. I have never voted 
for subsidies of any kind, farmers or anybody else. 

Mr. Boaes. I wonder if I could direct a question to Mr. Rosenthal. 

There was some discussion about economies which are dependent 
upon 1 crop or the bulk of whose exports are in 1 product. Re- 
cently we were in Chile and the decline in the price of copper has 
been quite disastrous for that economy, as you know. There has been 
discussion here about what happens in Brazil, Colombia, and other 
places when the price of coffee declines. This becomes a matter of 
grave concern to these countries and it should be to us because it 
results in a situation which the Soviet Union can exploit. The Sudan 
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comes to my mind, where they are negotiating to buy the entire cotton 
crop at an artificial price. 

How does one meet this sort of situation ? 

Mr. Rosentruat. I don’t pose as an expert in this field. There have 
been attempts over the years in the national commodity agreements 
to work out stabilization of prices so that the primary producers 
would get something of a fair return. We have had it in sugar. We 
had it in wheat for a while. We now have one in tin, in which the 
United States is not participating, in which I believe a buffer stock- 
pile is established when prices go elow a certain level with the under- 
standing that that buffer stockpile can be used when prices go above 
a certain level. Broadly speaking the United States policy I believe 
has been rarely to participate in these international commodity agree- 
ments. Without being an expert, to discuss that in detail I am not 
competent. 

I think on the overall policy that it might be wise for the United 
States to take a second look at that situation because of the political 
effect on the primary producing countries, which you saw in Chile. 
Whether the tin buffer stockpile 1 is the answer to the problem, whether 
a unilateral agreement to buy certain quantities for stockpile from 
the United States with United States funds is an answer to the prob- 
lem, I am a bit hesitant about saying, but I do think we perhaps 
need to change our overall attitude in talking completely in terms 
of free markets everywhere, with the political stakes that are in- 
volved, so that those who are expert in the field look at whether or 
not the United States will participate in some of these international 
agreements and the extent. to which they should. I am posing this 
merely as something that I think we should take a new look at rather 
than posing a solution, Mr. Chairman. 

Mr. Saxon. Mr. Chairman. I have taught in that field for 25 
years. Before I went to Yale teaching I was operating in interna- 
tional trade and I operated in face of restriction of production pro- 
grams in rubber, in silk, tin, and various other commodities. The 
British-Dutch control of rubber, sor instance, drove rubber up from 
1014 cents, annual average, in 1922 to an annual average of 73 cents 
per “pound in 1926. As a consequence, there were several adverse 
reactions. In 1932 rubber fell to an average of 314 cents in New 
York after having averaged 73 cents in 1926. 

In the meantime technological research, because of the arbitrarily 
high prices we were being charged for rubber in this country—and 
we were the largest consumer of rubber—brought on the develop- 
ment of synthetic rubber and today we can produce all the rubber 
we need. 

The same thing happened with silk. The Japanese for years 
manipulated the price of silk way beyond its true value and bene- 
fitted for years at our expense. Then they saw what they were doing. 
As a consequence, they shifted into rayon and, when nylon came on 
the market and destroyed the market for silk, the Japanese shifted 
to that, but. meanwhile, they have destroyed natural silk as a major 
international staple for the future. 

There has been talk about copper. We have had high prices of 
copper since the war, largely because of the need of refilling the 
stockpiles, both the commercial stockpiles and the military stock- 
piles, after the end of World War II. These stockpiles and pipelines 


FOREIGN TRADE POLICY 141 


are now filled up. The great expansion program and replacement 
of obsolete plant and equipment have pretty well developed here and 
abroad to the point where there is a balance of supply and demand 
today. The commercial stockpiles of copper abroad and here, are 
filled and the government stockpiles are eee over, running out 
of our ears. If one advocates price pegging of those commodities 
today we are soon going to have price pegging of all international 
staples. What we should do is allow the prices of all commodities to 
fall to their natural levels on a free market. 

Take the price of copper today of 2714 cents. It was not long ago 
it was 48 cents. Copper is merely falling back to the level which it 
naturally would fall back to after the war and after all pipelines 
are filled. 

The same is true of tin, of coffee, of silk, of many of these things. 
Take cocoa. There, for years on the West Coast of Africa we have 
seen artificial manipulation of the price of cocoa by the British Gov- - 
ernment. Today, we have a new nation created and that new nation 
wants us to help it to peg the price of cocoa in face of the relatively 
free cocoa market for South America for sales in the United States. 

What is the limit to this sort of thing? Foreign producers have 
all lost sight of the fact that they can produce more and more of 
these commodities and sell them at open market, but lower prices, 
and still earn more dollars than they can by charging high prices and 
restricting production. 

I can’t go along with the thought that we need international 
stockpiling or international commodity control schemes. It will 
mean giving up free markets, and if we do that in the international 
staples it is just a question of time when we will have state domina- 
tion of your domestic trade as well. 

Mr. Bocas. Mr. Enke, I think you wanted to make an observation 
on that point. 

Mr. Enxe. I don’t have very much to add. I think as far as the 
trade policy is concerned we don’t want to leave a tariff on an import 
which is a single export of some small country in which the Russians 
may decide to buy in bulk. I would agree that in general we can’t 
go into international support schemes on all these raw materials, 
although I would not be surprised if something might not be said 
for a board of economic warfare, the kind that we had during the hot 
wars. There are many cases where, if a Federal agency could act 
promptly, it could prevent some of the impact of Russian maneuver- 
ing in certain critical areas. 

Mr. Saxon. I don’t think there is any question that Russia could 
cause us serious embarrassment by going in and buying cotton from 
Brazil and India at artificially high prices, but they can’t eat cotton. 
There is a limit to how much they can take. I don’t think they can 
repeat it for long. If they want to handicap themselves by praying 
more than these staples are worth on the international free market, 
that is their business and it will catch up with them. It is a question 
of how long they can keep it up. 

Mr. Boces. Of course I think what that overlooks is that in the 
process they can subvert a government. Maybe just one crop might 
do that, you see. 

Mr. Saxon. Then I think that our problem is to aid these nations 
and show them how they can, by increasing their volume of production 
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and productivity of their labor, meet the current market price and 
produce more and more at a higher dollar total aggregate volume. 

Mr. Boces. The point I was trying to make was that this is a 
political maneuver. This is not economics in the traditional sense 
of the word. I don’t like to mention the name of a particular country, 
but, for example, it is obvious that the primary interest of Russia 
in the Sudanese cotton crop is not to purchase the cotton. It is to 
develop a situation comparable to that now existing in Syria. This 
may be done by exploiting a situation involving just one crop. It 
may not necessarily mean that they have to go in and purchase the 
crop for 5 years running. This is a problem which I think that we 
cannot safely ignore. 

Mr. Saxon. I agree, but I think it is far better that we solve that 
problem by direct aid rather than through going in and supporting 
the price of international staples sharply above the world level. 

Mr. Boees. Certainly. I think that isa direct answer. 

Mr. Anthony. 

Mr. Antuony. I am thinking of the problem that the country 
which is dependent largely upon one product is getting into, the very 
kind of thing we are trying to avoid, and that one of the w ays which 
we have tried to avoid it over the years is through a tariff policy. 
If individual countries, such as Chile or Venezuela, cannot diversify 
within themselves sufficiently I would presume that they would be 
impelled to create one of these common market areas. In fact, I be- 
lieve there is some indication they are talking along the lines of 
trying to diversify as a continent if they can ‘tas individual countries. 

Mr. Boces. Gentlemen, our time is soak up. If there are no fur- 
ther questions, I would like to express our appreciation on behalf 
of the subcommittee and our staff. I think this has been a very valu- 
able discussion. I would like to say before closing that the record 
will be kept open for 2 weeks after December 13, which is the date 
of the closing of these panel discussions, and any supplementary 
material that any of you may wish to submit will be included in the 
record. 

In addition to that we will provide you with copies of the discussion 
here today so that you may edit your remarks. 

Again, thank you very much. 

The committee is adjourned until 10 o’clock tomorrow morning. 

(Thereupon, at 4 p. m., the committee recessed, to reconvene at 
10 a.m., Wednesday, December 4, 1957.) 
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WEDNESDAY, DECEMBER 4, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE OF THE CoMMITTEE ON Ways AND MEANS 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in the main 
hearing room of the Committee on Ways and Means, Hon. Thaddeus 
Machrowicz (acting chairman of the subcommittee) presiding. 

Mr. Macurowicz. The subcommittee will please come to order, 

Will the members of the panel kindly take their seats? 

I might mention the fact that the chairman of the subcommittee, 
Mr. Boggs, has called in to say that he will be slightly delayed, but 
he will be here in a short while. 

This is the third day of the panel discussions in the 2-week pro- 
gram which the subcommittee has scheduled. 

Our topic today is: Analysis of United States Foreign Trade; 
Imports, Danette, the Balance of Payments. 

In the 2 days of panel discussions which we have already held, many 
questions have arisen relating to the United States balance of inter- 
national payments, what the nature of the dollar shortage is, and if 
it be appropriate to think in terms of a dollar shortage, what has been 
happening to international reserves of gold and dollars, how United 
States merchandise trade has changed, the role of tariff reductions 
under the trade-agreement programs in such changes, and many re- 
lated matters. It is to today’s panel that we turn for an analysis and 
discussion of these quantitative aspects of United States trade which 
a form the basis for an appraisal of the United States trade 
policy. 

Our jporecnente today are highly qualified to discuss these mat- 
ters. They are, beginning on my le 

Mr. John H. Adler, Economic Adviser, Department of Operations— 
Far East, International Bank for Reconstruction and Development; 

Mr. Carl P. Blackwell, Director, International Economic Analysis 
Division, Bureau of Foreign Commerce, Department of Commerce; 
nee: Arnold C. Harberger, professor of economics, University of 

icago ; 

Mr. Walther Lederer, Chief, Balance of Payments Division, Office 
of Business Economics, Department of Commerce; 

Mr. Arthur Marget, Director, Division of International Finance, 
Board of Governors of the Federal Reserve System, and 

Dr. Howard Piquet, senior specialist in International Economics, 
Legislative Reference Service of the Library of Congress. 

I should say at this time a word about the participation of Mr. 
Blackwell and Mr. Lederer: The subcommittee invited the Depart- 
ment of Commerce to prepare several papers of a factual and analyti- 
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cal variety which were included in the compendium, and we have in- 
vited these two gentlemen to participate as technicians and to offer 
us the benefit of their analysis and understanding of these complicated 
matters. It is understood that they are not here to discuss contro- 
versial matters of policy. 

I would call to the attention of the members of the panel the fact 
that we have been able to provide only two microphones on the table 
at which the panel is sitting, and I think it would be well if, as each 
person speaks, he avails himself of the microphone in order that he 
may be heard throughout the room. 

I think the discussion may best be gotten under way by giving each 
of the participants on the panel an opportunity to make a brief 
opening statement, after which the discussion can proceed informally 
with members of the subcommittee and the staff participating in the 
discussion. 

Mr. Adler, if you are prepared, would you kindly make an intro- 
ductory statement ? 


STATEMENT OF JOHN H. ADLER, ECONOMIC ADVISER, DEPARTMENT 
OF OPERATIONS, FAR EAST, INTERNATIONAL BAND FOR RECON- 
STRUCTION AND DEVELOPMENT 


Mr. Apter. Mr. Chairman, before I say what I have to say I want 
to emphasize that I am here in my capacity as a professional economist. 
and not as a staff member of the International Bank. I have a pre- 
pared statement, but I think it will save time if I do not read it, but 
only summarize it briefly. 

In the paper I am trying to discuss various issues which I believe 
are of substantial relevance for the formulation of American foreign- 
trade policy. 

The first point which I want to mention is the fact that in the course 
of the last 4 or 5 years our foreign trade has again assumed what I 
would consider normal proportions. Countries who supply us with 
our imports have overcome the initial postwar difficulties of expand- 
ing their production; as a result our imports have substantially 
increased. 

This, is significant primarily because it refutes the proposition 
which had been advanced some years ago that the American trade is 
destined, so to speak, to decline because of the high rate of growth in 
American productivity. The implication of this proposition was that 
foreign countires simply cannot compete with us because we are always 
outproducing them. Since this proposition had been advanced, it has 
been shown, I think rather convincingly, that on theoretical grounds 
it is not correct. Even if productivity in this country grows faster 
than in other countries, there is no need for the growth of imports 
to decline. 

In the second place, it turned out that in the last few years produc- 
tivity in countries outside the United States has grown as fast or 
perhaps faster than in the American economy. Finally, it turned out 
that our imports have grown substantially in spite of the predictions 
to the contrary. : 

The American share in world trade also has increased ; this is further 
proof of the proposition that the American economy is, or can be a 
substantial import market for the products of other countries. 
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I then tried to analyze in the paper the main reasons for this increase 
in imports. Upon a close inspection of the import statistics, it turns 
out that the main reason for the increase in the value of imports has 
been an increase in the price of our major imports stdhetenbialty above 
the price increases experienced in the domestic market. 

In other words, we now pay substantially more for our imports than 
we did in the thirties, in the twenties, or presumably—the statistical 
evidence is not quite clear on that point—than ever before. 

The implication of this finding is this: If we continue our present 
policies it may well be that with a decline in the price of many impor- 
tant commodities which make up a substantial proportion of our im- 
ports, the value of our imports may decline relative to our national 
product and signs of what has been called the dollar shortage may 
reappear. 

This, alone, I suggest is a reason for the continued liberalization of 
our trade policy, but I do not believe that we should proceed with a 
liberalization of our trade policy purely on grounds of our obligations 
as a credit nation, or as the most powerful nation in the free world. I 
believe that the true and overriding argument in favor of liberalization 
of our imports rests on the grounds that it will improve the efficiency 
of our economy. 

What tariffs do to our economy is that they make the economy as a 
whole less efficient than it would be in the absence of tariffs or with 
lower tariffs. Through protection we are permitting certain sectors 
of the economy to remain less efficient and we are paying a premium 
for inefficiency. 

This is not a reflection on the people working in protected indus- 
tries, nor upon the owners of these production facilities, but due to cir- 
cumstances which are beyond their control. Because our natural 
endowment is different, because our social structure is different, be- 
cause our technical skills are different, we are less able to produce cer- 
tain goods than other countries; but because of the tariff we keep on 
producing them. This is a misallocation of resources. It makes little 
sense that we should keep on producing these things while we could 
produce better goods of a different kind with the same resources, more 
valuable goods, and goods more desirable to us than those which are 
being produced by protected industries. 

There is obviously a close relation between the level of tariffs and 
the degree of inefficiency in the protected industries. I, therefore, 
come to the conclusion in my statement that one simple, or perhaps, 
the simplest way to get on the road to a truly liberal trade policy is 
to limit the protection afforded to our industries to a maximum of 
something like 20 to 25 percent. 

This would at once cut out the worst offenders against the prin- 
ciple of an optimum allocation of resources against the common- 
sense approach that we should produce what we are best equipped 
and best able to produce. I realize that such a policy would injure 
certain industries, but regarding the extent of the injury, I want to 
refer to Mr. Salant’s paper submitted to the subcommittee in which 
he has attempted—and I think very successfully—to measure the 
potential impact of an increase in the flow of imports. 

We are dealing in these adjustment pa with minor ripples in 
the general flow of adjustments which is taking place constantly in 


the economy. A cut in military appropriations of $2 billion or some- 
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thing of that order, a change in the investments of American business 
enterprise or a change in consumer spending habits forces the econ- 
omy to adjust to much greater changes than a change in import 
duties would actually entail. The American economy has grown 
strong, and it keeps on growing strong because of the fact that we 
have constantly been able to adjust to these changes. We have be- 
come more productive because we have constantly shifted from pro- 
ducing one thing to producing another thing. Therefore, I am con- 
fident that any lowering in duty rates would not be harmful, but 
would bring positive results to the American economy; it would in- 
crease the total flow of goods and services at the disposal of the Ameri- 
can people and enhance the productivity of the American economy 
and, incidentally, permit other countries to satisfy their urgent needs 
for American oad 

Thank you, Mr. Chairman. 

Mr. Boees. Thank you very much, Mr. Adler. 

Mr. Apter. Mr. Chairman, with your permission, I would like to 
insert my entire prepared statement into the record at this point. 

Mr. Boces. Without objection, it is so ordered. 

(The statement referred to follows :) 


STATEMENT BY JOHN H. ADLER, INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT, ON UNITED STATES FOREIGN TRADE AND THE BALANCE OF Pay- 
MENTS 


The compendium of papers on United States foreign trade policy which the 
staff of the subcommittee has collected is an exhaustive discussion and a most 
valuable contribution to our knowledge of the subject. Although there is by 
no means unanimity in the views presented in the papers, I think it is fair to 
say that the great majority of the contributors to the compendium expressed 
themselves in favor of greater liberalization of our foreign trade policy and 
a corresponding modification of our trade agreements program. 

Instead of adding still another opinion which would differ in emphasis only 
from the views expressed in most of the papers submitted to the subcommittee, 
I believe it would be more useful to confine myself to a few observations which 
may throw some additional light on the broad issues of our foreign trade policy 
and may help to place them in the perspective of our economy and our economic 
philosophy. Before doing so, I want to make it clear that I speak only for 
myself, as an economist, and not as a staff member of the International Bank 
for Reconstruction and Development. 


I. TRADE, THE BALANCE OF PAYMENTS AND THE AMERICAN ECONOMY 


American merchandise imports now account for slightly over 3 percent of 
our gross national product, and merchandise exports come to somewhat over 
4 percent. The percentage figure for imports is higher than that of the thirties, 
but about one-fourth smaller than in the twenties; it is much smaller than 
in earlier periods, when exports also were much larger in relation to our gross 
national product. 

The long-run decline in imports relative to the national product has been 
used as the basis for the proposition that foreign trade is becoming less im- 
portant for the United States. One of the reasons given for this apparent 
decline of the relative importance of foreign trade for this country is the 
growth of American productivity which, it has been alleged, has been faster 
than that of the rest of the world. Since this important theory has been 
advanced, it has been shown, rather convincingly, that such a decline in foreign 
trade results only under special conditions, for instance, if productivity grows 
faster in industries competing with imports in other parts of the economy. 
This has clearly not been the case in this country. Moreover, ample statistical 
evidence suggests that at least in Europe productivity has been growing in 
recent years at rates considerably above those experienced in this country. 
And finally, there is no evidence that the relative value of imports has con- 
tinued to decline in the last few years; one might even go so far as to consider 
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the import figures since, say, 1950 as an indication of a reversal of the long- 
term trend. 

A simple explanation of the increase in imports might be the liberalization 
of our tariff policy. I would hesitate, however, to attribute more than a small 
part of this growth to our tariff policy because the tariff reductions under the 
trade agreement program, although designed to increase the flow of imports 
were made with a view to doing as little harm as possible to the interests of 
American producers competing with foreign suppliers. On the other hand, I 
believe that the evidence is strong that the decline in the value of imports 
relative to our national production in the twenties, compared with prewar, 
and again in the thirties, was to a considerable extent directly related to our 
tariff policy. The avowedly protectionist tariffs of 1922 and 1930 were designed 
to keep out imports directly competing with domestic products. 

The alleged tendency of the American economy to become less and less depend- 
ent on imports has been cited as one of the main reasons for the difficulties of 
foriegn countries in obtaining a supply of dollars adequate to meet their dollar 
import “requirements.” ‘This line of reasoning not only disregards the effects 
of monetary policies on the level of these “requirements”; it also overlooks the 
fact that in recent years the dollar proceeds of American merchandise imports 
have accounted for a declining proportion of the total dollar supply available to 
foreign countries. In the twenties, when there was no question about the “ade- 
quacy” of the dollar supply, American merchandise imports accounted for two- 
thirds of the total dollar supply available to foreign countries (which I define as 
the sum of the proceeds of goods and services sold to the United States, net 
eapital outflows, and unilateral transfers, excluding military supplies and serv- 
ices). Largely because of the cessation of outflows of American capital in the 
thirties, merchandise imports became relatively more important in that decade. 
accounting for three-fourths of the current supply of dollars available in foreign 
countries. By 1950, however, import proceeds accounted for only 52 percent of 
the total dollar supply available to foreign countries, if foreign economic aid is 
included, and for 65 percent, if economic as well as military aid is excluded. 
And last year, import proceeds accounted for less than one-half of the total 
dollar suply, and for only 53 percent, if we exclude Government grants from the 
total. 

Similar results obtain if the supply of dollars, instead of the proceeds of mer- 
chandise sales to this country, is compared with the gross national product. In 
the twenties, we spent 6 percent, or slightly more, of our national product on the 
purchase of goods and services from abroad, for remittances, and on the acquisi- 
tion of capital assets. This percentage figure declined to around 4 percent in 
the thirties. But in recent years our payments abroad again rose to over 6 
percent of our gross national product, and to only slightly less if we exclude 
economic aid. 

I am citing these figures for two reasons. In the first place, they seem to show 
that our performance as a member of the international community has been 
rather good, and that we have no reason to be embarrassed by the accusations 
that our foreign economic policies, taken altogether, have been detrimental to the 
rest of the world. 

Secondly, the figures show that our trade policy directly affects only one part— 
though admittedly an important part—of our economic relations with the rest of 
the world. Our purchases of services, our Government expenditures abroad, and 
the flow of American capital to foreign countries are just as important in the 
aggregate as our import trade. I believe it is wrong to argue for lower tariffs on 
the grounds that they would help foreign countries, and that an increased flow 
of imports would make our military and economic support of other countries un- 
necessary, or, at least less necessary. The increase in American imports would 
be at best an imperfect substitute for our capital investment abroad, or for 
Government aid to underdeveloped countries. 

The flow of American private capital immediately adds to the resources avail- 
able to foreign countries and, in many instances, brings with it management and 
new production techniques. Government grants and loans assist particular 
countries whose economies we want to see strengthened. These countries are 
likely to benefit least from lower tariffs because they may find it difficult to make 
use of the new opportunities which an easier access to the American market 
would offer them. Moreover, the full effects of lower tariffs materialize only 
gradually, while grant assitance and capital investment are more or less im- 
mediately effective. On the other hand, I would give considerable weight to the 
argument that an increase in American imports would be accompanied by an 
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increased volume of service purchases, such as shipping, from foreign countries, 
and that it would stimulate an increase in the outflow of American capital. But 
I submit that arguments for a more liberal trade policy rest on firmer grounds 
if we treat the benefits accruing from it to foreign countries as incidental and 
focus, as I do later on, on the benefits which the American economy would derive 
from it. 

II. AMERICAN TRADE AND WORLD TRADE 


Another way to assess the performance of the American economy as a buyer 
of goods from abroad, and as a source of goods for foreign countries, is to com- 
pare the volume of American imports and exports with the total value of world 
trade. In 1928 and again in 1935, American imports accounted for 13 percent 
of the total value of world trade; in 1938 our share was down to 10 percent. 
In the last few years our merchandise imports came to a share of 14 to 16 
percent of world trade. In other words, our share is now larger than in the 
thirties and in 1928. (I am using 1928 because data for that year are readily 
available; on general grounds, I should guess that in other years of the twenties 
our share was more or less the same.) The conclusion which emerges from this 
comparison bears out the preceding remark to the effect that the American 
economy has done rather well in recent years as a market for the export products 
of the rest of the world. 


TII. IMPORT PRICES AND THE TERMS OF TRADE 


But again I think it would be a mistake to attribute our growing importance 
as a buyer of foreign goods exclusively or even largely to our trade policy, or, 
more specifically, to the lowering of import duties under the trade agreement 
program although I do believe that lower duties have had something to do 
with it. The main reason for this development has been the high level of import 
prices, particularly of crude foodstuffs. Average import prices have increased 
much more than domestic prices, both on the wholesale and the retail level. In 
the last 6 years, the unit value of total imports has been 188 percent higher 
than in the 5 years prior to the Second World War, and 79 percent higher than 
in the twenties. By comparison, American wholesale prices (including the 
prices of some imported goods) have risen 116 percent compared with prewar, 
and 83 percent compared with the 5-year period 1926-30; the consumer price 
index has risen 102 percent compared with prewar, and 55 percent compared 
with 1926-30. In other words, what has pushed up the value of total imports 
has been the fact that we now pay relatively more for our imports than ever 
before—to be sure, not because foreign countries are holding us up but because 
the demand for such commodities as rubber, coffee, cocoa, bananas, copper, 
nickel, and managanese ore has increased more than their supply. 

The physical volume of our imports has risen substantially less than their 
value—by less than 60 percent compared both with the last 5 prewar years and 
with the twenties. Again, by comparison, our gross national product, the sum 
of all goods and services produced in this country, has more than doubled com- 
pared with the last 5 years before the war, and industrial production has risen 
by about 130 percent. 

It is customary, though probably less appropriate for this country than for 
most other countries, to compare the prices of imports with the prices of exports 
and to derive the barter terms of trade. The barter terms of trade again reflect 
the fact that import prices have risen more than American prices, including 
those of our exports. Our terms of trade have deteriorated—by about 30 per- 
cent compared with prewar, and by 14 percent compared with the twenties. In 
the last 5 years, our exvort dollar has bought less than before, perhaps than 
ever before. 

I am not at all certain what conclusions should be drawn from this observa- 
tion. Perhaps we should be comforted by the fact that the American economy 
depends now less than ever on foreign supplies, although I am not sure what 
this means in practical terms when we stop considering aggregates, and speak 
about specific commodities, such as ferroalloys, or tin, or natural rubber. Or, we 
may argue that the volume of total import was so low because prices were 
high ; I do not believe that, in the short experience of the last few years, there 
is much validity to that argument, but I should think that, in the long run, the 
demand for a substantial number of major import commodities may be adversely 
affected by high prices. I would also add that, in the case of some commodi- 
ties, the expansion of production has been lagging behind demand in part because 
of our tariffs or, more exactly, because of the uncertainty of our tariff policy, 
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which has made producers, among them American corporations operating 
abroad, reluctant to proceed with the capital investments necessary to increase 
production. 

A large part of our imports of crude foodstuffs, raw materials, and semi- 
manufactures, which together account for three-fourths of our imports, consists 
of commodities which in the past have shown violent price fluctuations ; a doubling 
or a halving of the prices of some of our major imports in the course of a few 
months is not unusual. Although the outlook is far from clear, indications 
are mounting that the prolonged period of high prices for such commodities as 
coffee, copper, and natural rubber is coming to an end—not because demand 
is falling off, but because supplies are finally catching up with the postwar in- 
crease in demand. If the prices of some of the major import commodities 
decline, we may be faced with the prospect of a declining value of imports even 
if the physical volume keeps on rising. If this happens, we are bound to run 
into all sorts of foreign economic policy problems. We may be blamed for a 
decline in the dollar earnings of foreign countries, and we may see a decline 
in the level of our exports. ‘To be sure, I do not want to imply that the countries 
which produce raw materials and crude foodstuffs are entitled to high prices 
for their exports, or, conversely, that our exporters are entitled to a high level 
of exports. But I do believe that a decline in the value of our imports will 
hurt some foreign countries which we do not want to see hurt, and will lead 
to open expressions of dissatisfaction with our tariff policies. 


IV. THE RESPONSIVENESS OF IMPORTS TO PRICE AND TARIFF CHANGES 


There is an apparent inconsistency between the fact that the high prices of 
imports have not brought about a decrease in total imports, and the view shared 
by advocates of both lower and higher tariffs that imports do respond to price 
changes—that they decline when prices go up, and increase when prices go down. 
(I am, of course, referring to relative prices; i. e., import prices relative to 
prices of domestic goods.) The apparent inconsistency is resolved if we make 
a few distinctions between crude materials, semimanufactures, and crude food- 
stuffs, on the one hand, and manufactured goods, including food, on the other, 
and between dutiable imports and imports free of duty. A large proportion of 
crude materials and crude foodstuffs enters this country free of duty, although 
a duty is levied on a large number of commodities in this class. Most manu- 
factured imports are dutiable but, again, many come into the country duty free. 

On the basis of ample statistical evidence, we know that the volume of 
most imports of crude materials and crude foods is rather unresponsive to 
relative price changes, at least in the short run, within a relatively wide range 
of price movements. The volume of imports of such commodities as coffee, 
which is not produced in this country and for which there is no close substitute, 
is not adversely affected by price increases within a reasonable range. (It 
might be different if the price of coffee were to go up from 50 cents to, say, $2 
a pound.) 

Other commodities in this class do respond to relative price changes, although 
the price changes are not reflected in statistical observations. There is, for 
instance, only one price for copper or oil whether imported or domestically 
produced. What determines the relative share of these imports in the American 
market is the relation of foreign supply prices—foreign costs of production, 
including foreign taxes, cost of transportation, ete——to domestic costs. In 
the case of these commodities, any attempt to arrive at a statistical determina- 
tion of their responsiveness to relative price changes is bound to fail, but there 
is no question that they respond to changes in relative prices, including tariff 
changes. 

Commodities in these two groups make up the major part of American imports. 
Their behavior overshadows that of all other imports. It is largely for that 
reason that statistics of total imports seem to show that the volume of imports 
does not respond significantly to relative price changes, but is determined almost 
exclusively by the rise in our national income or the level of industrial 
production. 

But it becomes obvious, even from a superficial perusal of our import sta- 
tistics, that a large number of import commodities do respond to relative price 
changes with varying degrees of promptness and to an extent that differs from 
commodity to commodity. The degree of responsiveness depends, in part, on 
the increase in American demand resulting from lower prices; in part, on the 
size of the price change, a larger price change presumably resulting in a dis- 
proportionately larger volume response than a smaller one; in part, on the pos- 
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sibilities of increasing (or curtailing) the foreign supply of a given commodity, 
or of diverting a larger share of production to the American market, or away 
from it; and finally, on the reaction to price changes of American producers of 
the same or substitute commodities. I believe that one of the reasons why our 
trade policy has, on the whole, been rather timid is the fact that the discussion 
of tariff rates has focused on the last point; i. e., the response of American 
producers to price changes caused by tariff reductions. 

Actually, it is the combination of all these factors which determines the effect 
of tariff changes. I can conceive of cases in which even a substantial tariff cut 
will lead only to a slightly lower price to the ultimate consumer; I can also 
see, at the other end of the range of possibilities, that the response to a lower 
duty rate may be such an increase in the total demand for some commodity 
which is imported as well as produced in this country that both domestic and 
foreign producers expand production. And in between these two limiting pos- 
sibilities is the broad area, analyzed in considerable detail by Mr. Piquet, in 
which a lowering of duties is likely to result in increases in imports and an 
increase in their share in the American market. 

There is, I believe, a great deal of evidence pointing toward an increase in 
the responsiveness of the volume of imports to price changes, whether the im- 
ports are dutiable or free of duty. In the first place, technological advances 
have brought about the emergence of more and closer domestic substitutes for 
some imports. The large-scale production of synthetic rubber has provided us 
with a substitute for natural rubber in many of its uses; nylon and other 
synthetic textile materials are new substitutes for silk and, in some instances, 
wool; petroleum products have become substitutes for animal and vegetable 
fats in a number of uses; and so on. In the second place, we now import con- 
siderable quantities of such things as iron ore and crude oil which are pro- 
duced in much larger quantities in this country. And, finally, the foreign sup- 
pliers of a large number and variety of import commodities, particularly of 
manufactures, have in recent years expanded their productive facilities to a 
point at which they serve the American market without long delays or the 
necessity of neglecting other markets. As illustrations, I have in mind such 
things as typewriters, sewing machines, and small cars. 

The last development, the expansion of foreign productive facilities for com- 
modities for the American market, together with increased sales efforts (and, 
conversely, the increased interest of American buyers in foreign sources of 
supply), have been mainly responsible for the remarkable increase in imports 
of finished manufactures in recent years. In 1956, the volume of manufactured 
imports had increased by 154 percent over prewar, compared with 79 percent for 
total imports. In other words, imports of manufactured goods have risen more 
than twice as much as all other imports. They now account for 26 percent of 
the total value of imports, compared with 19 percent before the war. 

Largely because of changes in supply conditions, dutiable imports now ac- 
count, for the first time in 20 years, for more than half of total imports. Since 
I would take the existence of a duty as prima facie evidence that the import 
volume of a given commodity is highly responsive to price changes, it seems 
reasonable to conclude that a lowering of duties would result in significant 
increases in the volume of imports. 


Vv. THE CASE FOR LOWER DUTIES 


So far, I have only advanced two propositions. First, that the performance of 
this country as a market for foreign goods has been creditable. and that the fore- 
easts of an increasing imbalance between the dollar receipts of foreign countries 
and their needs for American products have not been borne out by the develop- 
ments of the last few years. I added, however, that because of the possibility of 
lower prices of important import commodities, it is rather likely that the growth 
of the value of our imports may slow down in the immediate future. Second, I 
have tried to show that the volume, and the value, of imports are now likely to 
respond more readily to tariff changes than they have in the past, particularly in 
the immediate post-war years. 

But I have not said why, in my opinion, a continuing lowering of American 
tariff rates is desirable. A high volume of imports (and, correspondingly, a high 
level of exports) is not a desirable goal in itself. I do not think that the position 
of this country as the most powerful nation in the free world, or our position as 
the world’s most important creditor nation are decisive arguments for lower 
tariffs, although I would not disregard them. The main, and, I believe, most 
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persuasive argument in favor of lower tariffs is the fact that the continued pro- 
tection of a large number of sections of our economy makes the economy less 
efficient, less productive than it would be if import duties were lowered. With 
the continued protection which many of our industries enjoy, we go on producing 
a large number of goods which we are not particularly well equipped to pro- 
duce—to the detriment of the productive efficiency of the economy as a whole. 
Ours is a dynamic economy which has grown vigorously and whose components 
have constantly adjusted to all the changes which growth entails. We see some 
parts of the economy growing at a faster pace than others, and we see some parts 
declining ; but the overall characteristics are continued expansion and greater 
productivity. But we have exempted from the requirements of constant adapta- 
tion the production of those articles which are subjected to competition from 
abroad. We have done so by giving them tariff protection which permits them to 
be 20 or 30 or 50 percent less efficient than their foreign competitors.- We are 
misusing part of our productive resources if we insist on producing things which 
other countries are willing and anxious to sell us more cheaply. 

I do not want to overstate the extent to which tariff protection affects the pro- 
ductive efficiency of our economy. According to the highest estimate from a 
responsible source the maximum increase in dutiable imports, which last year 
amounted to $6.3 billion, would be, in the course of several years, $4 billion. This 
implies that the uneconomic production which would be replaced by imports is 
of approximately the same order of magnitude—out of a total production of 
goods and services of well over $400 billion. This production of $4 billion worth 
of goods is widely dispersed over the entire economy. Statistics on duty rates 
and collections indicate that the degree of productive inefficiency, on misalloca- 
tion of productive resources, is particularly pronounced in the pottery, china- 
ware, and glassware industry, and in several sectors of the textile industry; but 
we also give a high degree of protection (and thus pay a premium for the less 
productive use of our resources) to some products of such industries as the 
manufacture of chemicals and metals, industries in which our productive ef- 
ficiency exceeds that of any other country. 

I realize that a protective tariff can be a useful instrument of economic policy 
when its objective is the protection of a new industry in a new country. There is 
some evidence, I believe, that our tariff has played a role in the industrial devel- 
opment of this country in the last century. But more than 160 years have passed 
since Alexander Hamilton advocated in his report on manufactures tariffs for 
the protection of our industries—as a temporary measure. I am convinced not 
only that we now can do without protection—but that our economy will be better 
off, and be more efficient without it. Whatever were the initial benefits to our 
infant industries, they are now more than offset by the losses in overall produc- 
tive efficiency. 

There is an obvious connection between the level of industrial tariff rates 
and the degree of inefficiency, or misuse of resources, in the domestic produc- 
tion of the articles on which the duty is levied. Mr. Piquet’s paper submitted 
to this Subcommittee contains a list of articles on which duty rates are 50 
percent or more. The list contains more than 100 items and is not complete. A 
list covering all articles with duty rates exceeding 20 or 25 percent would of 
course be many times as long as the 50 percent list. As a matter of fact, duty 
collections on 7 out of 15 tariff schedule groups of dutiable imports last year 
came to between 20 and 25 percent of the value of imports. I can think of no 
better, and simpler, single measure to increase the efficiency of our economy, as 
a first step toward a truly liberal trade policy, than to limit the effective rate 
of duty on all dutiable imports to, say, 20 or 25 percent. 

I do not know how many individual articles such a measure would affect 
and in what sectors of the economy its impact would be most severely felt. 
But it is clear that it would eliminate from the structure of our economy the 
worst cases of misuse of our productive resources. I do not suggest that we 
should, as a matter of national policy, condone, and keep on supporting, cases 
of lesser inefficiency, or that we should adopt the suggested 20 or 25 percent 
maximum permanently. On the contrary, I am hopeful that the results of such 
a first step will convince many opponents and lukewarm supporters of a liberal 
trade policy that our economy can readily absorb the productive resources set 
free and thus clear the way for further tariff reductions, particularly since an 
increase in imports would in short order result in an equivalent increase in 
exports. 

I do not want to give the impression that the measure which I suggest would 
be painless; undoubtedly, it would involve a reduction in production and em- 
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ployment in some industries, and cause some “injury”, to use the proper tech- 
nical term. I understand that the problems of adjustments are to be discussed 
by another panel before this subcommittee, and I do not want to anticipate that 
discussion. I only want to underline one of the main findings of Mr. Salant’s 
paper submitted to the subcommittee: we are dealing with adjustment problems 
which are incomparably smaller than those which the economy faces, and takes 
in its stride, year in and year out, in response to changes in the level and com- 
position of investment, of Government expenditures, and in the size and pattern 
of consumer expenditures. I am therefore fully confident that with a rela- 
tively small effort, and at a small cost to the economy, the dislocations which 
lower tariffs would cause among domestic industries can be readily corrected, 
provided the advance and growth of the economy is not disrupted for other 
reasons. 


Mr. Boees. Mr. Harberger, would you please proceed with your 
statement ? 


STATEMENT OF ARNOLD C. HARBERGER, PROFESSOR OF 
ECONOMICS, UNIVERSITY OF CHICAGO 


Mr. Harsercer. I think that we may all be singing the same tune 
this morning. I have written a set of notes and I find that Mr. Adler 
has anticipated me on a number of points that I was going to make. 
Nonetheless, I think there are some ways in which my statement may 
add a bit to what Mr. Adler has said. 

My main interest in economics is in the field of taxation. So, nat- 
urally, I have a strong interest in the tariff field. I am also happy 
for Mr. Piquet’s presence on this panel because I believe that he em- 
phasizes a point which all too few people realize when they discuss 

tariffs. 

A tariff reduction does very, very little good until it hurts. This is 
a profound point to be understood, and this is a point that Mr. Adler 
indirectly was emphasizing, and it is a point that Mr. Piquet prob- 
ably emphasizes in his work, I would like to illustrate this point with 
a small example: 

Let us suppose that some kind of clothing is selling abroad for 
about a dollar a yard, but because of a 50 percent tariff in the United 
States it sells here for $1.50. Now, let me conceive of a gradual re- 
duction of this 50 percent tariff. The price of cloth in ‘the United 
States goes down from $1.50 to $1.40 to $1.30 to $1.25. All through 
this whole process let me assume American production does not 
cline. American producers may be hurt in the sense that they make 
less profits but they do not lay off workers and they do not go out of 
business. 

In this sense the American producer is not hurt. 

Now, let us try to analyze what really has happened as the price 
has gone down. American producers keep producing just as much, 
but they get less for it. Meanwhile American consumers are paying 
less for it. So, the loss of the producers in making less profit is bal- 
anced by the gain of the American consumer in getting products 
cheaper. There is no real gain up to this point, but now let us get 
the price to go on down further beyond $1.25. Let me assume when 
the tariff goes down below 25 percent producers are being driven out 
of business. Their getting driven out of business means that they 
use their capital elsewhere and their workers apparently keep finding 
alternative possibilities, meager though they may be, which are better 
than continuing to produce at a price of $1.24 or $1.20. So, this 
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means that the alternative uses of whatever goes to make this cloth 
in America are worth at least $1.25, but when you take the tariff off, 
the consumers make a gain because they can buy the foreign product 
at a dollar when these same consumers used to pay $1.25 for the cloth, 
and the producer used to get $1.25. 

Now, the producers are getting $1.25 for something else, but the 
consumers are getting the cloth for a dollar. There is a clear gain 
of that whole difference between the point where the producers are 
pushed into some other activity ond the price at which we can 
import the cloth, and this is where the real gain is. 

Now what I have done is to build a bit on some estimates that 
Mr. Piquet made of the extent to which our imports would expand 
if we were to abolish our tariffs. This is a very extreme case, but 
I think it is wise to understand the order of magnitude of how 
much we as an economy would profit, in exactly the way that I 
indicated, from a movement toward freer or even toward completely 
free trade. Mr. Piquet estimated that conservatively our imports 
would expand in the order of two or three billions of dollars if we 
were to abolish our tariffs. Now, actually, some of these imports 
will be replacing very expensive domestic products, and in others of 
these imports the increase would be replacing rather moderately in- 
efficient or moderately expensive domestic products. To use my 
example, there would be one case in which the imports would re- 
place American products where the resources freed could produce 
$1.50 at some place in the American economy while the imports 
would come in at a dollar. So, there would be a full gain of a half. 
dollar, on $1 imports. In other cases that gain might be only 10 
cents or 5 cents on that import, but in each ease there would be a 
net gain. 

I have been very conservative in reaching the figure I am about 
to present, and if I am wrong, I feel I am wrong on the low side. 
In any event, my estimate of the net gain from abolishing our present 
tariff would be between one-eighth of a billion dollars and one- 
fourth of a billion dollars per year. This is a gain in the efficiency 
of production and consumption. 

Mr. Adler mentioned the fact that tariffs create inefficiency. They 
do create inefliciency—not inefficiency in the sense that a producer 
is a bad businessman and does something obviously wrong in his 
business. It is something which he cannot help. It is the type of 
inefficiency which we would get ourselves into if we tried out all 
the best methods we can devise to produce coffee in the United States. 
It is a very hard thing to produce coffee in the United States, and 
expensive, and we can get out of this by resorting to international 
trade. So, it is this sort of gain I am measuring in the order of the 
magnitude of one-eighth of a billion dollars to one-fourth of a billion 
dollars per year. 

Another way of looking at it is the loss that we impose upon our- 
selves by having the tariff structure that we have. Now, obviously, 
this loss is not large when compared with our gross national product, 
or national income, but it is a large sum compared with the tariff 


receipts. The tariff is, indeed, a very inefficient kind of tax in that 
per dollar of receipts it carries a large burden in terms of inefficiency 
which it imposes upon the economy. 
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In my opinion another way of looking at this one-eighth or one- 
fourth of a billion dollars per year is in terms of action which could 
save that much money. In many ways to earn one-eighth of a billion 
dollars or one-fourth of a billion dollars a year we would have to 
invest in capital resources a very large sum of money. Here is a 
saving which we can make simply by getting 233 votes in the House 
of Representatives and 49 in the Senate, and in this sense it is a thing 
which, at least in principle, is easy to change. 

Now, I am for tariff reductions. I think, too, in spite of the fact 
that my calculation here is based on the assumption of the abolition 
of tariffs, I think the tariff reduction can be gradual. [If it is to be 
gradual, I think it had best be gradual in the sense, first, that Mr. 
Adler mentioned of taking the highest tariffs and getting them down 
to a reasonably low level. 

Secondly, I think the tariff reduction can be gradual in the sense 
of hitting one set of commodities at one time, another set at another 
time, and so on. 

I do not believe in the escape clause. If anything should come 
from my testimony today, it should be my feeling that the escape 
clause is the thing which should not exist simply because it is on y 
through domestic production being cut and only through our re- 
sources moving to better uses that we will really gain any substantial 
benefit from tariff reductions. 

I also do not believe in the idea that was proposed by Professor 
Kindleberger of an automatic self-eliminating escape clause, the idea 
being that if some business is about to be hurt, we leave the tariff 
where it is but warn them in advance that in 6 months it will go 
down to 75 percent of its present level and in 12 months to 50 per- 
cent, and in 18 months, say, to zero. All this would do, in my opinion, 
is lead buyers to hold off their demand until the next approximate 
cheaper date, and the industry would not be helped much. It would 
be slaea in a very bad position, and it seems to me that one may 
as well face the music when one does go about tariff reductions and 
when one gets to the point of doing a job, I think the proper thing 
is to cut clean and get them all out rather than dealing with the 
gradual self-eliminating things which everyone, buyers and sellers, 
can see coming, and therefore will anticipate in a speculative fashion. 
I think that indeed things can be done to help producers who are 
hurt. Things can be done in the way of helping them to find other 
ways to use their plant and equipment; things can be done in helping 
workers to move to other jobs. I do not think that things should be 
done to maintain producers in a process of production which requires 
that they be protected against foreign competition. 

Thank you, sir. 

Mr. Boees. Thank you very much, Mr. Harberger. 

Mr. Marget, will you give us the benefit of your brief statement, 
sir? 


STATEMENT OF ARTHUR MARGET, DIRECTOR, DIVISION OF INTER- 
NATIONAL FINANCE, BOARD OF GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM 


Mr. Marcer. I take it this is just the opening statement, and that 
I am justified in refraining from beginning a debate immediately 
with my neighbor here. 
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Mr. Boges. You can do that if you like, right now. 

Mr. Marcer. No; I think I would reserve that, and keep this as an 
opening statement. And from that standpoint, let me make the 
usual and necessary disclaimer that, while I shall certainly not hesi- 
tate to discuss matters of policy, of course I am speaking only for 
myself and not for my agency, the Board of Governors of the Fed- 
eral Reserve System. 

I think I can keep these opening remarks brief, for these reasons: 

First, if I have any quarrel at all with either of the two papers in 
the compendium those on pages 303 to 359 that deal explicitly with 
our balance of payments, or with Dr. Piquet’s contribution to the 
compendium—and I am not at all sure that I do have any quarrel 
with any of them—it would be only on matters of enppenns and these 
differences of emphasis—if such differences exist—will appear quickly 
enough as our discussion proceeds. 

Secondly, this subcommittee was good enough to ask me to appear 
before it a little over a year ago to discuss preeeniens conditions 
existing in the world with respect to balances of payments. My views 
on the subject as of a year ago, for what these views are worth, are 
therefore already a part of the record of this subcommittee. I am 
stubborn enough, moreover, to be prepared to say that. nothing that 
has happened during this last year has led me to see any basic dif- 
ference between what I said on the subject then and what I would 
say now. Nor am I aware of any basic difference between the views 
| expressed a year ago and the views expressed in the three papers in 
the compendium to which I have referred. But again: If there are 
such differences, they will appear quickly enough as we go on. 

Thirdly, I feel the less apologetic in referring now to a statement 
made on the subject something over a year ago because I am able to 
adduce a further document which I am prepared to recognize as a 
complement to my statement of a year ago, bringing that statement, 
in a sense, up to date. This further document is an article which 
appeared in the October 1957 issue of the Federal Reserve Bulletin 
under the title “World Payments Stresses in 1956-57.” 

I need hardly take the time now to summarize the contents of the 
article I have just mentioned; it should be sufficient, I would hope, 
to insert a copy of it in the record, if that is desired. 

Mr. Boaes. Without objection, it is so ordered. 

(The statement and article above referred to follow :) 


STATEMENT BY ARTHUR W. MARGET IN PANEL DISCUSSION 


What I have to say at the outset of our discussion will be quite brief, for these 
reasons: 

First, if I have any quarrel at all with either of the two papers in the com- 
pendium—and I am not at all sure that I do have any quarrel with either of 
them—it would be only on matters of emphasis; and these differences of 
emphasis—if such differences exist—will appear quickly enough as our dis- 
cussion proceeds, 

Secondly, this subcommittee was good enough to ask me to appear before it 
a little over a year ago to discuss present-day conditions existing in the world 
with respect to balances of payments. My views on the subject as of a vear 
ago, for what these views are worth, are therefore already a part of the record 
of this subcommittee. I am stubborn enough, moreover, to be prepared to say 
that nothing that has happened during this last year has led me to see any basic 
difference between what I said on the subject then and what I would say now. 
Nor am I aware of any basic difference between the views I expressed a year 
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ago and the views expressed in the two papers in our present compendium. 
But again: if there are such differences, they will appear quickly enough as 
we go on, 

Thirdly, I feel the less apologetic in referring now to a statement made on 
the subject something over a year ago because I am able to adduce a further 
document which I am prepared to recognize as a complement to my statement 
of a year ago, bringing that statement, in a sense, up to date. This further 
document is an article which appeared in the October 1957 issue of the Federal 
Reserve Bulletin under the title “World Payments Stresses in 1956-57.” 

I need hardly take the time now to summarize the contents of the article I 
have just mentioned; it should be sufficient, I would hope, to insert a copy of 
it in the record, if that is desired. But what I might do is to refer to its find- 
ings, and to the conclusions of my testimony of a year ago, in order to make a 
single basic point which is relevant to the subject of these hearings, and par- 
ticularly to the topic set for discussion by this panel. It is this: 

No one undertaking an analysis of United States foreign trade—imports, 
exports, the balance of payments—ought ever to give a place of less than prime 
importance to the policies pursued by our trading partners, as well as by our- 
selves. The particular areas of policy which I was especially concerned to 
stress in my appearance before this subcommittee a year ago were the areas 
of fiscal and monetary policy, and the relation of both to the maintenance of 
internal monetary stability as a central factor in the maintenance of a country’s 
external balance. It is to these same areas that the Federal Reserve Bulletin 
article pointed, in dealing with the distribution by country of those foreign trade 
deficits of certain of our trading partners (corresponding to our surpluses with 
them) which so many European commentators, in particular, have seized on 
so quickly as evidence of what they have chosen to characterize as a reemergence 
of the dollar gap.” 

But having put one foot so firmly forward on this central point, I feel equally 
obligated to bring up my other foot and to plant it, with equal firmness, on a 
point equally central to the argument, and of much more immediate concern to 
this subcommittee. The point is simply this: that the whole argument with 
respect to the primary responsibility of our trading partners to keep their ac- 
counts with us in balance, by methods which are the antithesis of the discourage- 
ment of trade, and especially of the use of direct controls over international 
trade and payments, presupposes that our own commercial policies will be such 
as to permit the basic mechanism to work. I am myself firmly of the opinion 
that, despite widespread fears that our commercial policy would not be of this 
kind, and despite occasional acts of backsliding which seemed to give an adequate 
basis for those fears, our commercial policy, broadly speaking, has in fact been 
of this kind. The issue before this country is whether we will continue in this 
good way or, instead, turn our backs on it, and, in so doing, threaten with disaster 
the trading arrangements that have brought such great gains to ourselves as well 
as to our trading partners. Surely there ought to be no doubt whatever that the 
issue will be resolved, unequivocally and durably, in favor of continuance. 


[Reprinted from Federal Reserve Bulletin for October 1957] 


Wortp PAYMENTS STRESSES IN 1956-57 


International transactions in the year ending June 1957 resulted in net trans- 
fers of gold and dollars from foreign countries to the United States. In the 4 
preceding years transactions of the United States with the rest of the world 
had produced net transfers—of $1.5 billion to $2 billion a year—into gold and 
dollar holdings of foreign countries and international institutions. In 1956-57 
net transfers in the reverse direction were $500 million. 

Throughout the year 1956-57 total payments from the United States were 
much greater than in earlier periods. The shift in net transfers resulted from 
foreign developments, 2 of which had major importance. 
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U.S. BALANCE OF PAYMENTS 


Billions of dollars, quarterly 
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Nore.—Upper section: Total payments and exports of goods and services cor- 
respond to main heads in table on page 1129. Imports of goods and services 
include military expenditures abroad and exclude remittances, pensions, and 
other transfers. For 1953-55, annual figures at quarterly rates. For 1956 
and 1957, quarterly, adjusted for seasonal variation by the Department of 
Commerce. Lower section: Increases in total foreign gold and dollar hold- 
ings through transactions with the United States, corresponding to data in 
tables. Unadjusted for seasonal variation. 


One major development was the emergence of large foreign trade deficits in 
a number of countries where resistance to inflationary tendencies had not 
been sufficiently effective. These deficits were of a global character, not merely 
in trade with the United States. The other development was the emergence of 
large speculative movements adversely affecting the international reserves of 
some of these countries, and also of the United Kingdom. 

Early in 1957 world industrial production was at a new high, after 3 years 
of advance during which investment expenditures were exceptionally large. Most 
industrial countries found, especially in 1956-57, that scarcity and unevenness of 
resources were limiting the rate of expansion that could be maintained with- 
out loss of internal financial stability and external balance. 

Despite continuing inflationary pressures, many countries did preserve a 
considerable degree of financial balance. But in some countries—and most 
strikingly in France, Japan, and India—unsustainably rapid expansion of in- 
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ternal demand led in 1956-57 to heavy imports and large drains on foreign 
exchange reserves. 

The Suez crisis, which necessitated European purchases of dollar oil and led 
to disturbance of confidence in the stability of the pound sterling, also pro- 
duced overbuying in the expectation of rising prices, and this effect was great- 
est in countries where credit expansion was unchecked. Excess demand in 
these countries, together with the Suez crisis, had wide repercussions in inter- 
national trade and payments, including the transactions of the United States. 

One result was great diversity in the movements of international reserves. 
Large drains on reserves occurred in countries importing heavily and in coun- 
tries adversely affected by exchange speculation, while many other countries 
gained reserves. 

INDUSTRIAL PRODUCTION AND TRADE 


Expansion of world industrial production was somewhat slower in 1956 and 
the first half of 1957 than in the preceding 18 months. In the United States, 
after a new rise in the summer and autumn of 1956, production remained nearly 
level. 


INDUSTRIAL PRODUCTION 


1953 - 55=100, seasonally adjusted Ratio scale 
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Note.—Organization for European Economic Cooperation (OEEC) index for 
Western Europe; latest figure shown is for July (partly estimated by Federal 
Reserve). Federal Reserve index for United States; latest figure shown is 
for September (preliminary). 


In Western Europe, on the other hand, production leveled out in the second 
half of 1956 but rose again in the early part of 1957. This new rise reflected 
resumption of growth in ‘British internal demand and an earlier build-up of new 
orders on the Continent when it seemed likely that the closing of the Suez 
Canal might bring more price inflation. Rapid credit expansion continued in 
France. Western Europe also felt repercussions of inflated demand in non- 
European countries such as Japan and India. 

Nevertheless, the rise in Western European construction activity and output 
of machinery and metal products was smaller from mid-—1956 to mid—1957 than 
it had been a year earlier. In contrast to this slowing down of growth in capi- 
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tal goods production after mid-—1956, textile output rose sharply, as consumption 
and buying for inventory increased. 

In Canada, output of durable goods declined after mid-1956. Total industrial 
production advanced up to February 1957, but this summer was 1 percent under 
the year-earlier level. 

In Japan, where industrial production had increased 40 percent in 2 years 
up to the end of 1956, expansion continued unchecked until May 1957. Japanese 
wholesale prices rose 6 percent from April 1956 to April 1957. Investments in 
inventories and work in process were large. 

In India, expenditures under a second 5-year development plan were heavy. 

World trade, pulled up by high and rising demand, rose through 1956 and 
remained extremely high in the first quarter of 1957, when usual seasonal forces 
would have tended to produce a decline. 

In the second quarter, imports of many European countries leveled off. Some 
easing of conditions in Huropean metal and fuel markets, as well as a tapering 
off of restocking demand for raw cotton, contributed to this result. United 
States and Canadian imports, seasonally adjusted, had leveled out even before 
the end of 1956. On the other hand, imports by some countries, including Japan 
and India, were at their highest in the second quarter of 1957. 





Note.—Unadjusted for seasonal variation. Current value from International 
Monetary Fund, International Financial Statistics, excluding United States 
military shipments under aid programs and exports of Soviet area countries 
and China mainland. Value at 1953 prices derived by using United Nations 
world export unit-value index. Data for second quarter 1957 partly estimated. 
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DIVERSITY IN PAYMENTS BALANCES 


In many countries import expansion in 1956 and the early months of 1957 
was not matched by export growth. Exports were far from keeping pace with 
rising imports in Japan, France, India, the Netherlands, and a number of other 
countries where internal demand was very strong. Deterioration in the trade 
balances of Japan, France, and India was large in dollar amount and excep- 
tionally large, as the chart indicates, in relation to the size of their trade. For 
the 3 countries combined, the net change from the year 1955-56 to the year 
1956-57 was $2.2 billion, their imports having increased by $2.8 billion and their 
exports by less than $700 million. 

In Brazil, Mexico, and Pakistan, imports were larger and exports smaller 
than in the preceding period; these declines in exports were due to a variety 
of causes, including lower coffee sales, short supplies of raw cotton, and strong 
internal demand. A few other countries were affected by lower prices for cop- 
per and rubber, and loss of petroleum trade during the Suez crisis. 

On the other side of the scale, there were several countries where increases 
in exports greatly exceeded increases in imports. The trade balance of the 
United States expanded by $3 billion. In relation to the size of trade, the 
change for Australia was even greater. Australia’s exports were much larger 
in 1956-57 than in 1955-56, while her imports were cut down by direct controls 
and tighter financial policy. Germany’s export surplus increased considerably, 
despite a large rise in imports. 








CHANGES IN ANNUAL TRADE “BALANC 
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Note.—The irregular lines on either side of the zero line provide a measure- 
ment of relative change in a country’s trade balance, based on the size of its 
imports in 1955-56. The distance from the zero line to either of the irregular 
lines represents 10 percent of 1955-56 imports. Bars extending beyond these 
lines indicate relatively large changes in trade balances. 


Foreign countries included are those with changes greater than $150 million. 
Changes shown for Pakistan, Mexico, and Brazil reflect import increases plus 
export decreases; for Australia, export increase plus import decrease. Inter- 
national Monetary Fund data; exports free on board, imports cost, insurance, 
and freight. 

These changes in trade, together with shifts in capital movements, changed 
the pattern of gains and losses of reserves. Large drains on reserves occurred 
in a greater number of countries than before. Some gains in 1956-57 were 
exceptionally big, but in general large gains were less common. 

Exceptionally large increases in official gold and foreign exchange reserves 
occurred in Germany ($1.3 billion), Venezuela ($700 million), and Australia 
($500 million). In a few other countries with Overall payments surpluses at 
least 15 percent the size of their mid-1956 reserves, additions to official reserves 
and reductions of debt to the European Payments Union totaled $150 million. 
Though Canada’s official reserves changed relatively little, its total dollar hold- 
ings, including those privately owned, increased $300 million. 

Large declines in official reserves occurred in France, Japan, and India, and 
in addition 2 of these countries drew on the International Monetary Fund 
during this period, and 1 increased its debt to the European Payments Union. 
Measured by these changes in reserve assets and liabilities, the aggregate deficit 
of the 3 exceeded $2 billion. A dozen other countries with imports in excess of 
exports, and with overall payments deficits at least 15 percent the size of their 
June 1956 reserves, used $700 million of reserves and Fund drawings. Some of 
these reserve drains were partly due to speculative outflows of funds. 

Reserves utilized by deficit countries included sterling holdings as well as 
dollars. Regardless of the currency used, the drains reflected overall deficits 
in the external accounts of the countries concerned, not merely trade deficits 
with the United States. 

In the United Kingdom’s accounts, the drawing down of sterling holdings 
by India, Japan, and several other countries was in large part offset by the 
increase in Australia’s sterling reserves; overall, the reduction in sterling 
holdings was $190 million. 

This reduction in British liabilities was more than offset, however, by Brit- 
ain’s drawing of $560 million from the International Monetary Fund. The 
decline in the United Kingdom’s net reserves—since changes in gross reserves 
and in debt to the European Payments Union were negligible—was thus $370 
million. 

The United Kingdom, unlike other countries losing reserves, had a surplus 
on current account. These net earnings of $590 million were more than offset 
by a long-term capital outflow of $850 million and short-term (and unidentified) 
movements of $110 million. These capital movements included large specula- 
tive elements. Speculative movements of funds were thus the major cause of 
Britain’s net reserve loss in the year 1956-57. Such movements were very large 
after the closing of the Suez Canal. 

During the summer of 1957, France made adjustments in the franc exchange 
rate, and speculation arose as to an upward revaluation of the German mark. 
In these circumstances, a new speculative drain on British reserves started. 
This movement ceased late in September, when Germany denied any intention 
of revaluing the mark, and when the British Government announced it de- 
termination not to change the exchange rate for the pound and demonstrated 
its willingness to take such measures of fiscal and monetary policy as might 
be required to enforce that determination. 


FOREIGN DEVELOPMENTS AND THE UNITED STATES BALANCE OF PAYMENTS 


Demand for more United States exports in the year 1956-57 came from all 
parts of the world, but the increases varied greatly from country to country, as 
the table shows. 

There were exceptionally large percentage increases in exports to France, 
Germany, and Italy, countries in which industrial production again rose con- 
siderably. Increases for other Buropean countries were also large, averaging 
about one-fifth. Major factors were emergency oil movements, expansion of 
coal and metal purchases, and raw cotton restocking. 
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Outside Burope, there were big increases in United States exports to Japan 
and India, and to Argentina, Brazil, and Venezuela. Other increases averaged 
only about 10 percent, apart from countries where aid programs or agricultural 
surplus disposal credits were especially large in the year 1956-57. 

Several of the countries with the largest increases in purchases from the 
United States fell into one or the other of two clearly definable groups. Germany, 
Italy, and Venezuela, despite their heavy purchases from the United States and 
others, had overall surpluses as measured by changes in gold and foreign-exchange 
reserves. On the other hand, Japan, France, and India were heavy losers of 
reserves, and this primarily because of big increases in their overall purchases. 

The aggregate increase in United States exports to these three deficit countries 
alone was $900 million; expansion of demand in deficit countries was a major 
factor in the $2 billion shift in the United States balance of payments from 
net outward transfers of gold and dollars in 1955-56 to net inward transfers 
in 1956-57. 

Increases in United States exports 

















Year ending June Year ending June 
1956 to year end- 1956 to year end- 
ing June 1957 ing June 1957 
Country or destination etm Country or destination 
Millions | Percent || Millions Saaueel Pee Percent 
of dollars | of dollars 
Ni ierentds ath t= seu 209 hi cet cite 175 83 
Cee 273 42 || Pakistan____- ie 2 47 50 
Wee fe ee Ss a? 246 60 || Other sterling areal... __ 7% 9 
Other Western Europe... ___- 662 St eed cot ke 524 73 
oe ee ee ae eee 397 BL f). BOR0O... 3-435 2+~-------- 110 85 
ee 106 | 62 || Indonesia______- --| 59 65 
a PC OR SEs 126 eh meee 2. ie: 136 1 
Mamba 22. is eu 188 81 || prone 
Other Latin America___._.__- 202 8 | EN ic alk tines wns 3, 531 | 24 


1 Excluding United Kingdom, Ireland, and Iceland, which are included in “Other Western Sueme ” 


NoTe.—Bureau of the Census data, excluding special category exports for which no information as to 
country of destination is published. Details may not add to total because of rounding. 


In the aggregate, United States exports of goods and services were nearly 
$26 billion in the year 1956-57, or one-fifth more than in the preceding 12 
months. Despite this sharp rise, they were still not as large as total payments 
from the United States. These payments, on current and capital account com- 
bined, rose 15 percent to an unprecedented amount of over $27 billion. 

For individual foreign countries, differences between payments received from 
the United States and dollars or gold spent for purchases here showed wide 
variations. These surpluses and deficits, in turn, were in some cases augmented, 
in other cases offset, by gold and dollar payments in settlement of transactions 
between the foreign countries themselves; they also obtained some gold from 
new production. Some of their dollar receipts went into assets in this country 
not classed as dollar holdings. 

The resulting pattern of gains and losses in holdings of gold and dollars—like 
the pattern of changes in official reserves of gold and all foreign exchange—was 
ohne of great diversity. In 15 foreign countries where holdings rose by 10 
percent or more, additions to holdings totaled more than $2.5 billion in the 
year 1956-57. During the same period gold and dollar deficits for 15 others 
also exceeded $2.5 billion; these were financed in part by more than $1 billion 
of drawings from the International Monetary Fund, reducing that institution’s 
holdings. 

In the aggregate, the net addition to gold and dollar holdings for all foreign 
countries and international institutions was only $100 million. They acquired 
$600 million from new gold production and hoards. But they made net transfers 
of $500 million in settlement of transactions with the United States. 

Speculative movements in the year 1956-57 involved flows of payments to the 
United States, as well as to foreign countries such as Germany and Canada. 
In contrast to the $500 million net transfers out of foreign and international 
gold and dollar holdings, the recorded transactions of foreigners with the 
United States would have left them a surplus of $700 million, after paying for 
the goods and services exported to them by the United States and after adding 
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to their reported assets in this country other than those classed as dollar hold- 
ings. The discrepancy is accounted for in the United States balance of pay- 
ments by $1.2 billion of unidentified transactions, a much larger amount than 
in preceding years. 

Experience at other times of reduced confidence in foreign currencies sug- 
gests that the large unidentified transactions of 1956-57 were mainly capital 
movements. In part these may have consisted of a speculative buildup, through 
leads and lags in commercial payments, of accounts payable in the United 
States to foreigners. Only to a limited extent are such accounts normally 
covered by the capital-flow statistics. 


United States balance of payments 
[In billions of dollars] 





















































| 
1955 | 1956 
Item at | 1957 
| | 1st half! 
| ast half | 2d half | ist half | 2d half 
Payments from United States: | | 
Merchandise imports 2......_....-...-.-.-...-.-- 5.58 | 5.94 6.43 6. 37 6. 63 
Imports of services and remittances (net) 2__- ei 1. 92 | 2. 28 2. 21 2. 54 2.33 
Sesotebe Lt . L2cliv. Ae. A | 7.60} 822} -863 8.90 8.95 
TIOVETINEIIS BIOUEE 9... co nocineneng > cwehutiane alan | 4.08 79 | 88 re - 82 89 
Military expenditures abroad. al 1.43 | 1.37 1.57 1. 34 1. 68 
Government loans and short- term assets (net) _- . 24 | 06 . 34 | .29 44 
| ll a ee Be 
I at omen nid adlins <tetergummentienall 2.75 | 2. 22 | 2.79 2. 44 | 3. 01 
Private United States direct investments (net) - [ci . 34 7: 34 . 68 1. 21 1. 25 
Private United States short-term and portfolio 
capital (net) irnaebet Son inn gle a @Ggile Biden Mas .12 . 36 .47 . 67 -78 
PE eta 6 6 Blo oho kone 64 owe eeniarehivodin . 46 . 69 1.10 | 1. 88 | 2. 04 
Tate scabies fn ~obipadsvs0a1s-aLerawecsell 0.71 | 3 | 12.52 | 13,28 | 14.00 
Foreign purchases of United States goods and serv- ied ah eed arn 
ices: | 
United States merchandise exports 3_____._...__-| 7.03 | 7. 24 | 8. 37 | 8. 96 10. 22 
United States exports of services 3._.............. 2. 62 3.04 | 2.93 | 3. 26 | 3. 32 
TOM eo Rs. RAR 9.64 | 10.28 11. 30 12.22} 13.54 
Increase in foreign assets: rs Mek or 
Gold and dollar holdings (met) ............----.. . 56 “o) . 75 15 —. 64 
Gold purchases from United States_..........- (. 06) (—. 02 (—. 12) (—. 19) (—. 67) 
Increase in dollar holdings 4_.__..__-...-_.....- (. 50) (. 7” (. 86) (. 34) (. 04) 
Other foreign assets in United States (net) ae - 20 | . 03 . 32 .82 . 48 
Rttiecwsiicbisa lL 76 | .72 1.07 | 47 ~.16 
Unidentified transactions (net United States re- 
RA Mee As. dha tes ode canescusseteoemebudel .32 .14 .16 . 54 . 63 

















1 Preliminary. 

? Excluding military expenditures abroad. 

’ Excluding military transfers under aid programs. 

‘ Short-term United States liabilities to foreigners reported by banks in the United States (Treasury 
Federal Reserve data) and U. 8. Government long-term securities. 

§ Long-term and short-term assets not included in preceding item. 


Note.—Department of Commerce data; foreign assets reclassified as indicated in notes 4 and 5. Details 
may not add to totals because of rounding. 


UNITED STATES PAYMENTS 


Total payments from the United States to foreigners, continuing to exceed 
foreign purehases of United States exports, reached a record of $27.2 billion in 
the year 1956-57. There were exceptionally large outflows of United States 
private capital, and Government credits and expenditures abroad were larger 
than the year before. Imports of goods and services rose about in line with 
United States production and income. 

United State private capital_—The net outflow of private capital totaled $3.9 
billion in the year 1956-57, more than double the large amount in 1955-56. ‘This 
expansion of private investment and loans abroad accounted for three-fifths of 
the inerease in total payments from the United States. 
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Direct investments of United States companies continued to make up a major 
part of the capital outflow, and were particularly large in Canada and Venezuela. 
There was also a marked rise in purchases of foreign securities and in extension 
of bank loans and acceptance credits. 

While expansion of Canada’s import surplus slowed down, capital flowed into 
Canada from the United States and other countries on a gretly increased scale. 
The consequent strength of the Canadian dollar in foreign exchange markets 
was accompanied, and limited, by a rise in private Canadian holdings of United 
States dollars. The heavy capital flow into Venezuela from the United States, 
much of which took the form of cash purchases of petroleum exploration rights, 
help to double Venezuela’s gold and dollar holdings. 

The outflow of private capital, including bank credits, to areas outside the 
Western Hemisphere increased to $1.5 billion from $700 million the year before, 
The increased outflow to these areas played a significant role in financing their 
increased payments for United States goods and services. 

United States Government transactions.—Government grants and loans and 
military expenditures abroad totaled $5.5 billion in the 12 months ending June 
1957, nearly $450 million more than in the previous year. Most of this increase 
resulted from a further expansion of the net outflow of Government capital. 
Credits extended through local currency sales of agricultural commodities were 
considerably larger than the year before, and financed one-fourth of agricultural 
exports in the year 1956-57. 

Imports.—United States imports of goods and services, other than military 
expenditures abroad, totaled $17.9 billion in the year ending June 1957. The 
increase of $1 billion, half for goods and half for services, was much less than 
the change a year earlier when merchandise imports were growing rapidly. 

The leveling out in total merchandise imports broadly paralleled the course 
of production and income in this country. Imports of manufactures, however, 
continued to increase despite a leveling off in imports of manufactured textiles; 
the volume of automobile imports more than doubled. Imports of petroleum 
also continued to rise, and in the first half of 1957 were twice as large in value 
as they had been 4 years earlier. 

Imports from Europe, Canada, and Venezuela increased. Imports from the 
rest of Latin America and from Asia, Africa, and Australia were 3 percent 
lower than in 1955-56, and this summer were 5 percent below their level at 
mid-1956. 


UNITED STATES EXPORTS IN THE SUMMER OF 1957 


Total merchandise exports this summer were no longer rising. They were 
13 percent above their rate a year earlier, and several percent below the first- 
quarter peak annual rate of over $20 billion. 

Measures taken by countries losing reserves played some part in checking 
the rise in United States exports, but much more important were general 
changes in world trade and changes in demand for particular commodities. 
Exports of machinery, metals, and coal, which increased heavily up to the 
first quarter of 1957, leveled out in the spring and early summer. Exports of 
cotton petroleum, and wheat this summer were well below earlier peaks. 

Between the years 1955-56 and 1956-57, a tripling of raw cotton exports had 
accounted for more than one-fifth of the $3.5 billion total increase in exports. 
Wheat shipments, increased partly in consequence of a poor harvest in Europe, 
accounted for a tenth, and petroleum for over a tenth. By June, petroleum 
exports were back to a more usual level. In August both cotton and wheat 
shipments were about one-fifth below the rates of August 1956. 

In Japan, measures taken this spring and summer to tighten restraints on 
credit expansion took effect rapidly in slowing domestic expenditure, lowering 
prices, and reducing imports. In France, India, and some other countries, 
direct restrictions on imports were intensified and efforts were made to increase 
the effectiveness of general monetary and credit policy. 

United States exports to Japan were declining rapidly during the summer. 
Downward adjustment in exports to France began with the passing of the 
European oil shortage and continued this summer. There were also reductions 
in United States exports to a number of other countries whose total inter- 
national purchases had been large in relation to their sales during the year 


1956-57. 

Mr. Marcer. What I might do, then, is to refer to its findings, and 
to the conclusions of my testimony of a year ago, in order to make a 
single basic point which is relevant to the subject of these hearings, 
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and particularly to the topic set for discussion by this panel. It is 
me. one undertaking an “analysis of United States foreign trade: 
imports, exports, the balance of payments” ought ever to give a place 
of ta than prime importance to the policies pursued by our trading 
artners, as well as by ourselves. The particular areas o licy whic 
T was especially concerned to stress in my appearance before this sub- 
committee a year ago were the areas of fiscal and monetary policy, and 
the relation of both to the maintenance of internal monetary stability 
as a central factor in the maintenance of a country’s external balance. 
It is to these same areas that the Federal Reserve Bulletin article 
pointed, in dealing with the distribution by country of those foreign 
trade deficits of certain of our trading partners (corresponding to our 
surpluses with them) which so many European commentators, in par- 
ticular, he ve seized on so quickly as evidence of what they have chosen 
to characterize as a “reemergence of the dollar gap.” 

But having put one foot so firmly dorian on this central point, 
I feel equally obligated to bring up my other foot and to plant it, 
with equal firmness, on a point equally central to the argument, and 
of much more immediate concern to this subcommittee. The point 
this is simply this: that the whole argument with respect to the 
primary epeny of our trading partners to keep their accounts 
with us in balance, by methods which are the antithesis of the dis- 
couragement. of trade, and especially of the use of direct controls over 
international trade and payments, presupposes that our own com- 
mercial policies will be such as to permit the basic mechanism to work. 
I am myself firmly of the opinion that, despite widespread fears that 
our commercial polic weal not be of this kind, and despite occa- 
sional acts of backsliding which seemed to give an adequate basis for 
those fears, our commercial policy, broadly speaking, has in fact been 
of this kind. 

The issue before this country is whether we will continue in this 
good way, or instead, turn our backs on it, and, in so doing, threaten 
with disaster the trading arrangements that have brought such great 
gains to ourselves as well as to our trading partners. Surely there 
ought to be no doubt whatever that the issue will be resolved, unequiv- 
ocally and durably, in favor of continuance. 

That is all I shall say now, Mr. Chairman. 

Mr. Bocas. Thank you very much. 

Mr. Piquet, may we call on you now, please? 


STATEMENT OF HOWARD PIQUET, SENIOR SPECIALIST IN INTER- 
NATIONAL ECONOMICS, LEGISLATIVE REFERENCE SERVICE OF 
THE LIBRARY OF CONGRESS 


Mr. Piquer. As a member of the staff of the Legislative Reference 
Service you gentlemen realize I am one of your own employees and 
I am not involved in politics, either. I speak only for myself. 

You asked that I analyze the changes that have been made in United 
States tariffs since 1934, that I evaluate these changes with respect 
to the volume and composition of imports and appraise their effects 
upon domestic producing interests. I believe you have the com- 
pendium in front of you. My findings start on page 231. 
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Duties on all but 418 of the 4,000 or more items appearing in 
“Schedule A” have been reduced by trade agreements. Imports of 
these 418 items are small, amounting to only $232 million in 1956 
or about 4 percent of all dutiable imports. It is undoubtedly true 
that some of these 418 items are small because duties upon them are 
still restrictive. 

On page 265 of the compendium you will find a list of over 200 
items that still carry duties of 50 percent or more after 23 years of 
trade agreement activity. 

The Tariff Commission has published a study showing that, by 
virtue of concessions granted under trade agreements, the average 
ad valorem of all duties collected was reduced from about 24 percent 
in 1934 to about 12 percent in 1953. 

As pointed out in my paper, however, it would be a mistake to con- 
clude that these figures measure the degree to which the restrictiveness 
of the tariff has been lessened. A low duty on a given commodity 
sometimes can be more restrictive of imports than a considerably 
higher duty on some other commodity. 

Average ad valorem equivalents tend to hide as much information 
as they disclose. Since 1947 the administration has been moving 
more and more determinedly along the route of multilateral negotiat- 
ing while Congress has become increasingly insistent upon the in- 
clusion of safeguards in behalf of domestic producers. 

The year 1947 marks at one and the same time the embarkation by 
the administration upon a policy of multilateral tariff reduction 
and the insistence by Congress, starting with the Vandenberg-Milli- 
kin-Clayton compromise in 1947, that an escape clause be included in 
all trade agreements. 

This informal agreement was soon followed by the enactment of 
the peril-point amendment and by inclusion of the escape clause and 
- peril-point provision in the Trade Agreements Extension Act 
of 1951. 

A few years later the Randall Commission proposed that the power 
of the President to reduce duties be limited to 5 percent a year over 
a 3-year period below their then-existing levels. It also recommended 
that the President be given power to reduce duties of over 50 percent 
ad valorem to that ceiling. 

The act of 1955, which was based almost entirely upon the recom- 
mendations of the Randall Commission, also authorizes the Tariff 
Commission to consider, for purposes of escape-clause action, as in- 
dustries those segments of industries, the products of which are com- 
petitive with imports. 

It also introduced the defense-essentiality amendment which gives 
to the Office of Defense Mobilization authority to recommend to the 
President those cases where they deem it necessary to intensify im- 
port restrictions for purposes of national defense. 

It can, I believe, be concluded that the Trade Agreements Extension 
Act of 1955 restricts the trade agreement power of the President 
more severely than any legislation since 1934. Since 1955 there have 
been only 34 cases in which the President has exercised the power to 
reduce duties to the 50 percent ceiling. Most of the concessions that 
have been made under the authority of the1955 act have been of the 
nature of token reductions. 
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The foreign trade of the United States in contrast with the donde 
trade of most other countries of the free world is small relative to the 
country’s large domestic production. In 1956 exports accounted for 
414 percent of the gross national product, while imports accounted 
for only 3 percent. Yet the United States economy is so huge that 
even a relatively small percentage increase in imports relative to its 
gross national product can mean a lot to the smaller countries sending 
us those exports. 

I have examined the rates of growth of United States exports and 
imports relative to gross national product and find that, contrary to 
popular belief, exports since 1946 have been increasing at about the 
same rate as the gross national product, namely, 98 percent. The 
outstanding fact is that imports have been growing much more 
rapidly, namely, 165 percent. These facts are shown graphically on 
page 245 of the compendium. 

It should be remembered, however, that this is a ratio chart and 
shows only rates of growth. It indicates nothing regarding the abso- 
lute size of exports and imports. It is a fact that United States ex- 
yorts still are half again as large as imports. There will undoubtedly 
be discussion later as to cause and effect relationships here. 

I then attempted to compare the increases of imports of commodi- 
ties upon which duties have been reduced and those upon which they 
have not been reduced in order to determine which has increased more 
rapidly. 

The attempt had to be abandoned because of the large number of 
tariff reclassifications which have been made in connection with 
trade agreements, making it impossible to make meaningful com- 
parisons. 

I then examined the growth of dutiable and duty-free imports. 
On page 246 of the compendium you will find a chart showing these 
rates of growth. 

The interesting fact is that dutiable imports have been increasin 
considerably more rapidly than duty-free imports. It is also signif- 
icant that the year 1956 was the first year in the past 45 years in 
which dutiable imports were larger than duty-free imports. In 1934 
dutiable imports accounted for 39 percent of all imports whereas in 
1956 they accounted for slightly more than 50 percent. It should be 
noted that the rapid increase of dutiable imports since 1947 coincides 
with the period of intense multilateral trade agreement activity. 

This analysis gives some support to the thesis that tariff concessions 
made under the Trade Agreements Act have been a significant factor 
in accounting for the market increase of dutiable imports. 

On pages 248 and 249 of the compendium there are some diagrams 
and tables showing percentage increases of importst by type of com- 
modity in both absolute terms and in terms of percentage distribution. 

You will notice from table 4, page 249, that finished manufactures 
increased 50 percent between 1947 and 1956 and that they now account 
for over 32 percent of all dutiable imports, compared with about 20 
percent in 1947. This observation provides some basis for believing 
that trade-agreement concessions on manufactured goods are one of 
the reasons for the increase in dutiable imports in recent years. 

In the paper you will also find a discussion of the effects of tariff 
reductions on domestic producing interests. 
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To listen to the spokesmen of certain industries one would think 
the country would go broke if imports increase at all. It is true that 
the increased importation of certain goods might hurt certain pro- 
ducers. Injury is an individual matter and must be proved in each 
ease. Recent studies indicate that the total effect upon the United 
= economy of even a complete abolition of all tariffs would be 
slight. 

Decent Harberger referred a while ago to my book in which, with 
the advice of commodity experts in the Tariff Commission, the De- 
partment of Commerce and other Government agencies, I was so bold 
as to estimate what would happen if all duties were suspended. I 
shall not take the time now to develop in detail how I proceeded to 
g° about that task. The findings, however, can be summarized briefly 

y saying that in only a few cases would injury to domestic producers 
be likely to occur. 

In the vast majority of cases domestic production is so much larger 
than imports that the effects of increased imports would be relatively 
insignificant. 

In connection with the work of the Randall Commission the Bureau 
of Labor Statistics of the Department of Labor took my estimates 
and, using their own tables of interindustry relationships, translated 
them into terms of the total number of jobs that would be affected. 
They concluded that the displacement effects of suspension of all 
tariffs, under conditions prevailing at that time, would be the equiva- 
lent of not more than 200,000 jobs, and that probably not more than 
30 industries would be sninnaly affected. These are listed on pages 
46 and 48 of the book. 

Although there is no assurance that injury would be confined to 
these industries, this is the area in which there would appear to be 
the greatest likelihood of injury. 

In conclusion, the present foreign-trade philosophy of the United 
States, as indicated by the amendments which have been added to the 
Trade Agreements Act since 1947 and by repeated assurances to 
domestic producers by administration officials, as well as by actions 
of Congress, is that no domestic producer is to be allowed to be in- 
jured by imports resulting from trade-agreement concessions. The 
fact that there have been only a few positive findings of injury under 
the escape clause should not be interpreted to mean that the clause 
has not been effective. The fact that the escape clause is on the statute 
books, and the fact that it can always be imposed, inevitably serves 
as a deterrent to exporters in foreign countries, particularly to pro- 
ducers of manufactured goods which require considerable expendi- 
ture for advertising, and on facilities for servicing. 

It is also worthy of observation that the administration has not 
been as effective as it might have been in making clear to the public 
the legal position of the President with respect to the Tariff Commis- 
sion in escape-clause cases. The Tariff Commission’s responsibility 
is solely that of looking out for the interests of domestic producers. 
It has no responsibility whatsoever with regard to the interests of 
consumers or to the economy of the country as a whole or with re- 
spect to foreign policy. That is up to the President. When the 
President decides to act favorably or unfavorably upon recommen- 
dations of the Tariff Commission he takes all aspects of the question 
into account and then acts in accordance with what he believes is in 
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the interest of the United States as a whole and there is no inconsist- 
ency between such action on the part of the President and a positive 
finding under the escape clause. 

The major question is whether Congress wishes to continue the 
present avoidance of all injury philosophy or whether it wishes to 
embark upon a new policy of stimulating certain imports in the na- 
tional interest. 

If it decides upon the latter it could do so by adopting some 
formula such as that proposed by Mr. David McDonald in the Ran- 
dall Commission report calling for a program of adaptation of the 
domestic economy to increase imports or that of Senator Payne who 
would stimulate the importation of limited quantities of certain goods 
from low-wage countries. This is a basic trade policy question con- 
fronting us in 1958, a year in which foreign policy is of the utmost 
importance, and in which the economic aspects of foreign policy can 
hardly be exaggerated. 

Mr. Boees. Thank you very much. 

Mr. Biackwet ? 


STATEMENT OF CARL P. BLACKWELL, DIRECTOR, INTERNATIONAL 
ECONOMIC ANALYSIS DIVISION, BUREAU OF FOREIGN COM- 
MERCE, DEPARTMENT OF COMMERCE 


Mr. Biackwetu. Mr. Chairman, my organization in the Depart- 
ment of Commerce submitted 4 papers for the compendium, all of 
them really in the nature of background papers. Might I ask be- 
fore I begin whether you wish me to summarize the substance of each 
of these 4 papers, or whether you prefer that I limit my time and 
concentrate on 1 or 2 things of principal interest to you this morning ? 

Mr. Boges. I think the latter would be better, 

Mr. Buackwe.y. Might I then ask which ones you would prefer 
that I deal with? The papers include the one entitled “The Role of 
Foreign Trade in the United States Economy,” beginning on page 
15 of the compendium; the one immediately following that, on “Re- 
cent Developments in United States Foreign Trade”; and another a 
bit further on, page 211, dealing with the role of the tariff and effects 
of changes in duty rates. 

Finally, there is a rather technical note on the nature and signifi- 
cance of international comparison of tariff levels. 

Mr. Boces. I wonder if you could summarize the first two papers? 

Mr. Buackwetu. Very well. 

In the paper on the role of foreign trade in the United States 
economy, we devoted ourselves to what might seem perhaps to be an 
elaboration of the obvious, but which—in our experience in the Bu- 
reau of Foreign Commerce—does not seem to be as obvious as we 
think it might to a great many people. Therefore this paper at- 
tempts to review the principal points of significance about the gen- 
eral role of foreign trade in our economy. It points out in the 
beginning that the available statistics can measure the influence of 
foreign trade only to a limited extent. There are a number of quali- 
tative considerations which are not subject to accurate statistical 
measurement. 


Nevertheless the statistics themselves, as far as they go, tell a 
AL Nels ye . 
rather impressive story 
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For example, the Department of Labor has estimated that some- 
thing like four and a half million Americans earn their living in 
foreign trade, either in producing goods or services for export, or in 
handling and distributing imports, or in the first factory processing 
of imported materials. 

I might point out that this is a somewhat incomplete estimate, be- 
cause of the inability of the statisticians to trace the imports beyond 
the first stage of processing. 

A more commonly cited measure, and one which has been cited a 
couple of times already this morning, is the ratio of exports or im- 
ports to the gross national product. The ratio currently is a little 
over 4 percent in the case of exports, other than military aid, and 
about 3 percent in the case of imports. 

I would like to add one note, which we emphasized in the paper, 
to this reference. The percentage itself is very well recognized and 
very widely known. But I do not believe that the significance of it 
is fully appreciated. Four and a half percent, to a great many 
minds, sounds like a small and perhaps even a trivial proportion. The 
fact is, however, that this ratio is low not because the exports are 
small but because the gross national product is such a huge and com- 
prehensive measure of total economic activity in the United States. 

We find it appropriate on occasions to remind both ourselves and 
the public that comparisons not with the total gross national product 
but with various components of universally recognized significance 
to the economy are somewhat more impressive. For example, we 
cannot pick up the financial section of the daily newspaper, or any 
issue of the financial press, without finding discussion of construction 
activity. 

Perhaps it is worth noting that the entire volume of residential 
building activity is a smaller proportion of the gross national product 
than are our merchandise exports. 

The same could be said for the total value of crops marketed by 
American farmers or for the livestock marketed by American agri- 
culture, or for the value of mineral production in the United States, 
or for total consumer purchases of automobiles, for example, or for 
a number of other items-of that character which are mentioned in 
the paper. 

Another point we brought out there is that many elements of the 
gross national product are not by nature exportable. There are a 
great many consumer services, services purchased by the Government, 
wholesale and retail distribution values, and that sort of thing, which 
are not in the ordinary sense, at least, exportable. 

Therefore we have attempted to measure, also, the relationship of 
exports to the value of commodity output in the United States valued 
at relatively early stages of distribution corresponding roughly to 
the valuation placed on exports at the port of exportation—which 
is, of course, the value reported in the export statistics. 

In relation to commodity production so valued, exports amount to 
something like 9 percent in 1956—in other words, about twice as high 
a percentage as in relation to the gross national product as a whole. 

The percentage is a little higher for agricultural goods than for 
industrial goods—about 11 percent for farm products and perhaps a 
bit under 9 percent in the case of industrial goods. 
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Since these are averages and there is a dispersion around these 
averages for individual industries, an obvious further step is to peimt 
out that for many such industries the proportions of output exported 
and reliance on the foreign market are very much higher than is 
suggested by the average. For a number of our important farm 
crops it regularly runs from 25 to 40 percent—and in some years 
more than half—of total production. 

For a good many manufactured goods, trucks, for example, or 
construction machinery, machine tools, and a great many others enu- 
merated in the compendium, the size of the foreign market in relation 
to the domestic market is a great deal higher than the national average 
of 9 percent. 

Another point emphasized in this connection in the paper is that 
these percentages for individual industries in many cases fail to track 
down the full significance of exports for the reason that the ratios 
are based on exports of the products of the industry only as they leave 
that industry. 

The steel industry, for example, exports 4 or 5 percent of the steel 
as it leaves the mills, but that ratio takes no account of the very 
substantial quantities of steel exported eventually by some other in- 
dustry after further fabrication. It doesn’t include, to take an 
example from Mr. Clarence Randall, the steel sold by the Inland Steel 
Corp. to Caterpillar Tractor, which in turn exports a high percentage 
of its output. 

I am sure you can appreciate the difficulties of measuring this kind 
of influence statistically, but it is a very real point to bear in mind. 

So far, I have talked about exports in the traditional business sense, 
or from the traditional business point of view, of a sales outlet. The 
paper goes on, however, to point out that from an economic stand- 
point, from an overall national point of view, the real function of ex- 
ports is not so much to provide sales—important as these are to the 
particular individuals in the exporting industries—as to pay for our 
imports and our foreign investment and, in the years since World War 
II, for our foreign aid. What the economy as a whole gains from ex- 
ports, as other members of the panel have pointed out, is an efficient 
means of acquiring imports which we need or want. 

In the case of the imports, the ratios we have mentioned to total 
production are perhaps even more misleading than they are in the case 
of exports. The percentage is not very high in relation to total output, 
but the bulk of our imports, over half at any rate, consist of industrial 
materials, crude or semiprocessed, for further treatment in the United 
States. 

In relation to the input of such materials in the United States econ- 
omy, that major segment of our import trade represents a much 
higher percentage, something on the order of one-sixth, of our non- 
food raw materials. 

Moreover, many of these imports have a significance to the economy 
out of all proportion to their dollar value, in the sense that they are 
literally physically essential to production under current technology. 

All of the special alloys, for example, used to produce particular 
qualities in steel must be there to give the steel those qualities. Many 
of these are largely or entirely imported, and their significance for 
the production of, let us say, jet aircraft is scarcely measured by the 
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relationship of the value of those imports to the value of the total 
production. 

In addition to the imports of raw materials, of course, we import 
very large quantities of foodstuffs, largely tropical foodstuffs. We can 
scarcely say that these are absolutely essential in a really literal sense, 
but they are on every breakfast and dinner table. They are thin 
we certainly would not like to dispense with, and their importance is 
generally recognized. 

The 20 percent or so of our imports which consist of finished manu- 
factures fall in what I might characterize as two broad classes. Quite 
a number of them share some of the characteristics of the tropical 
foodstuffs in an economic sense. They are specialty items embodying 
some element or aspect, peculiar to a foreign culture, which Americans 
wish to enjoy in their consumption pattern. They are not directly 
competitive with American output. They are very nice to have and 
they raise no problem in connection with the tariff issue. 

It is the remainder of the imports, those more directly competitive, 
that are at issue. I cannot give you a clear estimate of the volume 
of those imports because judgments vary so widely as to what types of 
_ are competitive and what are not. I would doubt very much, 

owever, that it could amount to more than half of the imports of fin- 
ished manufactures. 

The paper goes on to say a few things about the dynamic role of 
foreign trade in the economy. You will notice that the characteristics 
I have discussed are really structural characteristics. The paper 
ae out, though, that in the transition of the American economy 

m an agrarian society in the last century to a very highly indus- 
trialized one, our foreign trade transactions, both exports and imports, 
have facilitated and accelerated the change, while themselves reflect- 
ing changes in the United States economy. 
ot is very doubtful that we could have progressed as rapidly as we 
have with our industrial expansion had we not had cvallabie foreign 
sources for the raw materials which have been growing either scarcer 
or more expensive or both in the American economy during the last 
half century or so. 

Conversely, our exports have tended to proceed in waves of the 
goods produced by the currently most dynamic sectors of the Ameri- 
can economy. 

The existence of this additional demand for their products has 
accelerated the expansion of sales of those industries and, of course, 
the expansion in their production and the diversion of manpower, and 
material resources in the United States economy to those industries. 

So much for the a. “me growth. 

The paper also talks rather tentatively about the influence of 
foreign trade in the business cycle in the short term. We do not 
feel—I do not personally feel, at least—that any strong generaliza- 
tions can be made here. Too many developments have their origin 
abroad and are not necessarily synchronized in any complementary 
way with what is happening in the United States economy. But if 
we consider just a business cycle change of domestic origin, let us 
say starting with a decline in business inventory investment or Gov- 
ernment defense spending, or something of that sort, with thing: 
remaining initially as they were abroad, then I think it is fair t« 
say that the effects of the changes that accompany those domestir 
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developments—that is, changes in our foreign trade which accom- 
pany those developments—are generally to cushion the cyclical 
influence. 

If there is a decline in the United States economy it tends to center 
to some extent upon our imports of industrial materials. 

There is likely to be a little greater decline in imports than in 
domestic industrial production, and some of the reduction in demand 
thus has its burden on our foreign account rather than on the domestic 
account. At the same time, export sales tend to hold up somewhat 
better than domestic sales. 

In a period of rapid expansion or inflationary expansion in the 
United States economy, bringing in materials from abroad relieves 
some shortages and production bottlenecks and mitigates inflation of 
prices, and in general, at least, contributes something to a stabili- 
zation of the domestic.economy. 

I do not want to make an extravagant claim on this point because 
I do not believe the magnitudes involved are very large. For more 
carefully formulated statements regarding these matters, let me 
refer you to the compendium. 

So much for that paper. 

The other paper, on recent changes in our foreign trade, overla 
in several ways the paper on the balance of payments which Mr. 
Lederer will Docu the merchandise exports and imports, after all, 
representing the largest 7. components of our international pay- 
ments and receipts. So I do not think I shall go into that in any 
detail in anticipation of his paper. : 

The main points in this story, though, are something like this: 
Our trade has expanded very, very much during the last several 
decades and particularly rapidly since about 1953. 

The increase in our exports deuone this last wave of expansion has 
been especially pronounced in trade with Europe, but has also taken 

lace in our trade with Latin America, Canada, and the Far East, 
in fact with most areas in one degree or another, but most emphatically 
with the European countries. 

Mr. Mason. Would you break that down into commercial trade and 
Government handouts, that is the total amount? 

Mr. Brackwetu. Let me say first, Mr. Mason, that the figures I 
have in mind do not include the military aid at all. 

With respect to the nonmilitary aid perhaps the most, useful thing 
to say at the moment is that the general level of Government aid has 
been rather stable since 1953. So if we think in terms simply of an 
increment, it is an increment in commercial trade. I do not happen 
to have those figures before me but the level of our Government grants 
and loans has been in the general neighborhood of $2 billion a year, 
a little less in 1 or 2 years and a little more in 1956. However, it 
has not changed in a way which can account for any substantial part 
of Rie SPpeEIMRATY $5 billion expansion in our exports during this 
interval. 

_Mr. Curtis. In mentioning grants and loans do you include the 
differential which exists in our tremendous agricultural disposal, sur- 
plus agricultural disposal program where according to our accounting 
it is now inthe billions? That is a transfer. 

Mr. Biackwetu. Yes, sir. I have in mind, in referring to Govern- 
ment loans, the acquisitions of claims against foreigners in the form 
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of local currencies acquired in exchange for surplus agricultural com- 
modities. 

Most of this increase has been an increase in the real volume of 
trade, but there has been some price increment over this priod. The 
growth in value of trade amounted to about 41 percent from 1953 to 
1956. After deflation for the increase in export prices, it would 
amount to about 35 or 36 percent. ; 

As Mr. Curtis’ question suggested, part of the increase, a sub- 
stantial part of the increase, has been in agricultural goods. My 
recollection is that agricultural exports have risen from a little under 
$3 billion to a little over $4 billion; that is, by about a billion and a 
quarter dollars over this interval. 

The major increases, however, have been tied to the expansion of 
the European economies since 1953 and have been in exports of indus- 
trial materials, broadly speaking—some of them crude materials like 
the coal, many of them fairly advanced manufactures from the stand- 
point of the United States economy, but still goods intended for fur- 
ther processing in Europe, such as steel mill products. 

There also has been enormous expansion in our exports of industrial 
machinery and equipment, primarily to countries other than European 
countries, during this interval. 

Over those same years our imports have risen from a little less than 
$11 billion to something like $12%4 billion in 1956. This is a much 
smaller percentage increase than that in United States exports. I 
think it would be about 15 or 16 percent. 

Geographically, this also has been concentrated in trade with Eu- 
rope. There has been quite a substantial expansion in those imports 
during the last 5 or 6 years, much of it in the form of manufactured 
goods—automobiles, machinery and so on. Textiles from Europe 
«nd textiles from Japan have figured fairly prominently in these 
imports. 

ontrary to the very long term historical shift, this recent growth 
has not included any marked expansion in our imports of relatively 
crude industrial materials. These have grown at about the average 
rate for all imports, while imports of manufactures have grown much 
faster. Those of foodstuffs have declined slightly in value since 1953. 

The paper takes up a great many of the details and refers to a great 
many statistics, but unless you wish to ask some questions, I think 
perhaps I should let it go at that. 

Mr. Macwrowricz. Thank you. 

Mr. Lederer? 


STATEMENT OF WALTHER LEDERER, CHIEF, BALANCE OF PAY- 
MENTS DIVISION, OFFICE OF BUSINESS ECONOMICS, DEPARTMENT 
OF COMMERCE 


Mr. Leprerer. When the chairman started out today he mentioned 
in one of his earliest statements the balance of payments of the 
United States and also some statements made in connection with the 
balance of payments referring to the so-called dollar-shortage prob- 
lem. 

The balance of payments statistics which we prepare in our office 
are somewhat complicated. Also, conclusions are being drawn from 
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them, most of them by people not experienced in using that data and 
consequently quite contradictory. 

To make things a little easier we prepared a few charts here in our 
office, ‘de are just handrawn and homemade products, and if they 
are a little difficult to see we may take them around. 

(The following chart was submitted by Mr. Lederer :) 
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Mr. Leperer. The first chart which I have shows on the heavier 
line the total amount of money which we pay out to foreign coun- 
tries. That is shown in quarters from 1950 to 1957, third quarter of 
1957 being the last one. 

The total amount we pay out includes everything from imports of 
merchandise to imports of services, such as tourist expenditures 
abroad, shipping expenditures, it includes private investments which 
we make abroad, and it also includes all Government aid that we 
provide foreign countries except for military hardware. That is left 
out. The rest of Government aid is included. 

If you add that up you come to,the heavy line and you see it reaches 
a a level of $7 billion in 1957. 

he lighter line shows what we got back from foreign countries. 
—_ these are their total payments to us. 

f you compare the two you will see which way the balance moved 
in different periods. You see that in 1950 we paid out a good deal 
more than we got back. In 1951 and early 1952 we paid out less than 
we got back. From this point up to the end of last year we actually 


paid out a good deal more than we got back from abroad, and that 
turned again at the time of the Suez crisis and in the third quarter 
of this year, we received more than we paid out. Foreigners still 
continued to have a deficit at that time. 
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Mr. Lxeperer. The next chart shows the amount of money which 
foreigners acquired or lost; the upper line is the total amount of 
changes in foreign and liquid dollar assets. 

The peak in the third quarter of 1950 shows that they acquired 134 
billions during 1 quarter. From the second quarter of 1951 to the 
first quarter of 1952 they had a loss and they had losses during the last 

ear. 
7 In fact on this chart there are two lines. The upper line is the total 
amount of gold and dollars which foreigners acquired. The lower 
line is the amount they acquired through transactions with the United 
States. In other words, the lower line represents the difference be- 
tween the international receipts and payments of the United States 
found on the preceding chart. 

The difference shown in the shaded area may be newly mined gold 
which has been bought from South Africa or elsewhere and it might 
be an increase in gold reserves brought about through purchases of 

old, let us say, from Russia which happened in various periods, or 
it might be the result of hoarding and dishoarding of gold abroad. 

You may remember the line on the first chart showing receipts from 
abroad. The following chart shows a breakdown of those receipts. 
The top line is identical with what you saw before. The shaded area 
at the bottom represents merchandise exports. 
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Mr. Lzprrer. The shaded area higher up is the money we get back 
from our investments abroad. 

These are the dividends and interest on our foreign investments, 
both private and Government, and you can see that that grew quite 
a bit since 1950. 

Between the merchandise exports and the investment income are the 
receipts for services transactions which we performed, such as ship- 
ping, motion-picture royalties, insurance transactions, et cetera, and 
there is a narrow area between the total for all receipts and those 
for goods and services which indicates receipts from foreign long-term 
investments in the United States, and from other transactions for 
which we do not have detailed data. 
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Mr. Leperer. On the next chart I tried to break down the payments 
which we made to foreign countries. That is the other side of the 
balance of payments. The bottom area represents our merchandise 
imports. Above that are our payments for various services, such as 
travel and shipping. The dark area shows our military expenditures 
abroad, which are quite important now. This includes the expendi- 
tures of the troops which we have abroad and the military organiza- 
tions themselves, including such things as infrastructure expenditures, 
offshore procurement, et cetera. 

Above that you find our payments to, or in behalf of, foreign coun- 
tries resulting from our private investments and our foreign aid, 
including aid in the form of military supplies and services. 

You might say that the big rise in payments to foreign countries 
which we had in those last years did not come so much from our 
merchandise imports, but, rather, came from the other transactions 
which I mentioned before. 

Mr. Mason. Do you take into consideration the $2 billion spent by 
our visitors abroad ? 

Mr. Leprrer. That is all in there. The correct figure for tourist 
expenditures abroad in 1956 was $1,276 million plus about $225 
million paid for fares to foreign shipping and airline companies. 

In the following chart we have a somewhat different breakdown of 
the same payments for 3 years: 1950, 1953, and 1956. 
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Mr. Lzperer. The lower part of the bars measures our merchandise 
imports. In 1950 they comprised about 52 percent of the total pay- 
ments. In 1956 they were about 50 percent, so about half of the money 
which we pay out to foreign countries comes from other transactions 
than imports of merchandise. — 

Mr. s. Where in these charts would be reflected the counter- 
part-funds balances that are available and payments that may be 
made from time to time in them, because those are rather sizable 
accounts ¢ 

Mr. Leperer. If we accumulate such counterpart funds—in other 
words, the amount by which they increase year after year, they are 
included here. 

Mr. Curtis. In what item, for example? 

Mr. Leperer. Under “Government.” 

This second block are private services expenditures. That would 
include the tourists, shipping expenditures and others. The third 
area are our private investments, both direct and others, and you see 
that these expenditures have grown substantially since 1950. 

Finally, the area on top represents our Government expenditures, 
which I will come to in a moment in more detail, but you can see that 
in 1950 these total Government expenditures abroad were about 26 

rcent of the total amount of money which we made available to 

oreign countries. It dropped a little bit, to 25 percent, in 1953, and 
it dropped a little bit more, to about 22 percent, here in 1956, but 
the absolute amount went up. 

More detail on those Government expenditures may be found on 
the next chart. 
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(The following chart was submitted by Mr. Lederer :) 
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Mr. Lezperer. To go up from the bottom, the first area represents 
the Government capital, net of repayments. That includes the net 
long-term loans which we give to foreign countries, through the 
Export-Import Bank and other agencies. The big rise in the last 
years includes the net accumulation of foreign currencies which we 
get through the sale of agricultural commodities. 

The second area from the bottom represents Government grants. 
You see that they have been falling off from 1950 to about 1952, and 
since then remained rather stable. 

The largest area indicates the military expenditures which I men- 
tioned before. You see the reason why the total Government expen- 
ditures have been increasing over this period. The big rise was due 
to the military expenditures, which at to in the early part of the 
period shown here offset the decline in Government grants and loans. 

That is roughly the picture of the balance of payments. 

Mr. Leperer. The problem is how those figures can be interpreted. 
The question which has been asked is, can one deduce anything from 
these figures which would indicate whether there is a dollar short- 
age abroad or not. 

The first thing I want to say is that the balance-of-payments 
figures can be, and are usually, a good starting point for an analysis 
of that problem, but there is no shortcut for a rather complicated 
analysis. They do not give the answer themselves. So if some- 
boday says, “Look, all during that period we paid out more money 
than we got back and that indicates that the rest of the world has 
more dollars than they need,” that is not a valid conclusion. 

One of the reasons why that is not a valid conclusion, is that 
foreign countries intentionally built up their reserves and they need 
reserves because reserves are, in effect, their working capital in inter- 
national transactions, and also, to some extent, an insurance against 
the possibility that their receipts may fall off for some reason and 
they need a buffer to tide them over such periods. The fact that 
the foreign countries have increased their reserves does not show 
that they have enough now, or that they have too much. 

The figures themselves do not tell that. You need more data 
than that. 

The next thing is, even if there is no change in foreign reserves, 
even if the receipts and payments are balanced, it does not necessarily 
mean that the foreign countries had enough dollars during that 
period. They may, of course, restrict their purchases here, and 
very often they do; most countries still do so. They would like to 
spend even more if they had more. The mere fact that they do not 
spend more does not say that they would not like to spend more. 


If there is a decline in foreign reserves, then that, again, might 


have many reasons. Some countries might find that they had more 
reserves than they need and could afford to let them drop. Some- 
times they might find that it is an advantage to buy things in an- 
ticipation of later needs and consequently they spend their money 
to build up inventories of imported goods, and that is not necessarily 
a bad development. That may be quite favorable in the end, but 
the decline of the reserves during that period should not be misin- 
terpreted. 

It may also be that a country is actually spending more because 
of faulty monetary policies within the country. There is really no 
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absolute limit to the extent to which a country can inflate its own 
monetary system, and consequently the extent to which people in 
that country have money with which they want to buy things; if 
they cannot get them at home they go abroad and try to buy them, 
and the mere fact that you have an import surplus abroad or a bal- 
ance of payments deficit abroad and the corresponding surplus here 
does not indicate that the foreign countries really would need extra 
dollars for that purpose. 

Neither does it prove that foreign countries that got Government 
aid had a deficit which can be measured by the size of the aid. The 
deficit, in fact, or the volume of goods which they can buy will de- 
pend upon the aid itself. If you give them less aid, they have less 
available to buy or sometimes less available to increase their reserves. 
If you give them more aid they will buy more. It is faulty, there- 
fore, just to take the trade figures as they are and say, “Now this 
gap between imports and exports is an absolute measure of the 
dollar shortage,” as if that gap would not depend upon all the other 
transactions which we have. 

Now, then, if one speaks of a dollar shortage, and one cannot 
measure it from these balance-of-payments figures, the only way to 
talk about it is in terms of other objectives, which one might have, or 
which the other country might have. 

For instance, a country might say, “We want to sustain full em- 
ployment and in order to sustain full employment we have to have 
so much in imports and therefore we have to sell that much.” Now, 
if the country cannot sell that much in order to pay for these im- 
ports, there may be a gap, but the idea is that the policy, that they 
want to maintain full employment, is the first thing that matters 
here and then, of course, you come to the question of what is meant 
by full employment—how full should the employment be? 

The other problem is that a country may want to expand at a cer- 
tain rate. Let us say India has a 5-year plan and that 5-year plan 
requires so much in the way of imports of machinery or other things. 
Again, it may be more than they can pay for and there will be a gap, 
but the gap depends upon their plan. It can be different. It can 
be smaller. It can be higher. 

There is, in other words, no absolute measure for a gap of foreign 
exchange in India, but it is a result of the plans and goals which 
they have set up. 

That is one set of problems. The other problem that we encounter 
frequently is that perhaps their reserves are too low. The current 
receipts of foreign countries may not be too low perhaps, to meet their 
current expenditures abroad, but the level of reserves is too low to 
sustain them over a period when payments by the United States 
decline. That is an entirely different problem. 

I do not want to go into the solutions of these problems. 

In my paper there are a’number of other questions discussed—the 
relation of the tariff policies to that balance of payments, but I do 
not know whether we want to go into that now. 

Mr. Macurowicz. Thank you, Mr. Lederer. 

Mr. Curtis. I would like to ask one question. 

Assuming the world conditions right now and the objectives of 
these various nations abroad—India with the 5-year plan; Italy, 
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erhaps, with a program of full employment—is there a dollar gap? 

o your figures indicate a dollar gap? 

Mr. Lzperer. Well, I would say, if we look around the world, there 
are many ambitious countries and they all have development pro- 
grams. Mr. Adler can correct me if Iam wrong. Most of them have 
some sort of development program. In most instances it is probably ° 
bigger than the countries can afford. Also, in other countries, in 
Europe where the problem of large development programs is not so 
important, or Japan, perhaps, there is a tendency of inflationary 
pressures, wage rates go up, and perhaps more so than productivity, 
and that, too, creates a balance-of-payments deficit. If you take all 
these things together, probably we can say that the rest of the world 
does not get as many dollars as it would like to have, but that is not 
an unusual situation. That applies to lots of us here, too. 

Mr. Macurowicz. Thank you, Mr. Lederer. 

In accordance with the procedure established by the subcommittee, 
we shall proceed with a roundtable discussion, participated in by the 
members of the panel and the members of the subcommittee and the 
staff members on the subject matter of today’s panel. 

I am sure that many of the members have some questions which 
they would like to propound to the other members of the panel. If 
there are any, I would be very happy to have anyone who wishes to 
comment do so. I believe Mr. Marget has a statement. 

Mr. Marcer. Let me preface this by saying if this turns out to be 
a quarrel, it would be between two people who would term themselves 
liberals, liberals in the field of international economic policy and, 
specifically, commercial policy. I usually fight with the people on the 
other side. 

There was one specific thing that Professor Harberger said, on 
which I feel that I ought to comment. The difference may turn out 
to be a matter of words, but precisely because, as I tried to make clear 
in my opening statement, I happen to feel very deeply about the de- 
sirability of our continuing, in its broad lines, the American policy 
that we have been following. I should hate to have to agree, shall we 
say, that a trade liberal like Mr. Harberger would seem to be giving 
ammunition to the enemy. 

Specifically, the statement which I understood Mr. Harberger to 
make was this one, and let me repeat it. Then if I have got it wrong, 
the debate may come to a very quick halt. 

I understood you to say, Professor Harberger, that tariff reduction 
will do very little good unless it hurts. Did you say that? 

Mr. Harsercer. I did. 

Mr. Marcer. All right. We can start from that. 

I think in the end our differences will turn on what you mean by 
“good” and what you mean by “hurts.” But my remarks are designed 
to put the problem in the perspective which I think is called for in 
terms of the decisions which this country has to make. 

At the outset, just to get this thing stated properly, I understood 
you to quote for your authority Mr. Piquet’s paper. Mr. Piquet is 
quite capable of correcting any misapprehension as to his meaning; 
but I am a little disturbed about that reference because I am afraid 
that the statement in Dr. Piquet’s paper that may have led Professor 
Harberger to that suggestion was the following: 

“After 1947 tariff cuts began to be felt”. 
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I do not see any word “hurt”—“to be felt, in the sense that they 
stimulated imports.” I would hate to let the suggestion get abroad 
that the stimulation of imports is a proof of hurt. Indeed, that is 
just the kind of suggestion I want to address my remarks to. 

First of all, I should like to point out that to most of our allies 
abroad who are watching with the greatest interest what this Govern- 
ment is going to do, what they are afraid of above everything else 
is not necessarily a failure to continue in the path of tariff reduction, 
although they would all welcome it. 

They are afraid that we are going to turn around and go in the 
other direction. What they concentrate on are those actions—within 
the field of escape clause actions, if you will, the kinds of things that 
Dr. Piquet mentioned—which amount not only to a failure to go 
ahead in the direction of tariff reduction, but to an interference with 
the import process under existing tariffs, whenever some “hurt” is 
claimed. 

I would like to stress that basic point; because it seems to me that 
it is one thing to insist that what we need above all else is predicta- 
bility in our commercial policy. It is another thing to insist that 
what we must do, shall we say at all costs, in order to get any good 
at all, is to embark upon quite considerable tariff reductions. 

I think the distinction is important. While I, myself, would like 
to see further tariff reductions, I do say that the point of major 
concern, among our allies and in our own circles, is, that we shall do 
more and more in the way of restricting imports under existin 
tariffs, by use of the escape clause, which will take away tariff 
concessions, or nullify them by the imposition of quotas or similar 
devices. 

Having said that, I would like to look a little more closely at this 
business of “good” and “hurt”, What is the “good” that we are 
trying to accomplish by our existing tariff policy? By “existing tariff 

olicy” I mean, I repeat, a refusal to turn in a protectionist direction. 
T tepeak, also that I do not think that we have yet turned in such 
direction, although some people fear we may do so tomorrow. 

What 1s the good that we are trying to accomplish in this policy § 
Well, now, Mr. Adler put the main emphasis in terms of the effi- 
ciency of our economy—productivity and relation of that by impli- 
cation, to our standard of living. I would not disagree with that 
at all. That is no longer in argument. The basic analysis always 
has been generally accepted by competent economists, and in my 
view it has never been satisfactorily refuted.. But there are other 
things, too, apart from this long-run advantage, and I would like 
to mention two, in particular. 

One “good” that we want to accomplish, as far as I am concerned, 
is to keep the kind of world in which it is the market that plays the 
central role, as opposed to interference by governments. That seems 
to me very important, not only because I have a general belief in the 
efficacy of the price system, but because I care very much about our 


exporters, specifically. 

Ve have had figures from our colleagues at the other table as to 
how important exports are to our economy. I want the kind of world 
in which, if our exporters have difficulty, it is not because some gov- 
ernment gets in their way—even though those exporters may be more 
efficient than any of their rivals—and arbitrarily keeps them out. 
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I think that if we have the kind of economy in which we can say 
to all our producers, “We will support you against restrictions by 
foreigners in cases where you prove yourself to be efficient; we will 
not support you in the way of subsidies,” we shall have a much 
better economic world generally. I think, therefore, that this “good” 
that we are trying to accomplish by avoiding a return to the use of 
governmental protection for everybody who may get into difficulties 
under the existing arrangements is extremely important. 

I want to add the second thing which I had in mind which, of 
course, is related to it. I happen to take very seriously indeed the 
question of the political cohesion of the free world; and I think that 
anybody who does not recognize what a terrible force governmental 
interference in the processes of international adjustment can be, what 
a terrible hindrance and danger to that cohesion these interferences 
are, is blind to the most obvious facts of life. 

If some foreign producer cannot compete with American industry 
because American industry is more efficient, he cannot really com- 
plain. It does not become a political issue. But if ha is more 
efficient and we proceed to block off his chance of showing that he 
is more efficient, it is a very, very serious matter. Every action of 
this sort by government becomes an occasion for political difficulty. 

I do not have to multiply examples. We can begin with Canada, 
Mexico—take any one you want. Every time we interfere with this 
process of adjustment, when foreign supplies are not engaged in 
dumping, or subsidy practices, or anything of that kind, it 1s a very, 
very serious political matter. I say all this because these issues seem 
to me very important, indeed, if we are talking about the “good” 
that can be done by a given type of commercial policy. 

I do not think, therefore that the prospects for a liberal trade 
policy are necess.ril helped by saying that very little “good” will 
be had unless somebody gets “hurt”. And that leads me to the 
second part of the proposition. 

What do we actually mean by “hurt”? I think Professor Har- 
berger included under “hurt” the following kind of situation: We 
have a certain sector of our economy producing a given commodity. 
Then there comes an increased demand for that product within our 
country, and imports come in to satisfy that increase in demand. I 
think—and Professor Harberger may correct me—I think he pointed 
to the case in which the existing producers might not be able to 
capture that increase in the market, and he included this under his 
conception of “hurt.” 

I know the scholastics had a name, which I will not bother to re- 
peat—for that kind of “hurt”. But surely there is a difference 
between that kind of “hurt” and the “hurt” which is represented 
by the case which is always put before us by protectionists—ghost 
towns and all that sort of thing—as a result of people being driven 
out of industry. ; 

I make this point because it seems to me entirely possible that we 
may have very considerable increases in imports without very large 
displacements of labor, and I would refuse to admit that, if that 
thing happens, no “good” is being done because nobody pa warty 
is being hurt, except in the sense that they did not make this gain 
have been speaking about. 
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What it adds up to, Mr. Chairman, is this: I sincerely hope that 
in our anxiety to make the case for a liberal trade policy—and I 
think it practically makes itself if you look at what this country 
has been able to do under such a policy—the amount of imports it 
has been able to absorb, the fact that we have taken as much of these 
imports without the disturbances some people have prophesied—I 
would hate to see our cause, the case for the continuation of the 
policies which have made this possible, jeopardized by saying we must 
go to a point where important sectors of our economy are going to 
be hurt. 

Maybe there is no real difference between Professor Harberger and 
myself. It may be the point on which we would come to agree is 
the area which Mr. Piquet was talking about, this aggressive attempt 
to devise excuses, if you will, for interfering with im what I 
would regard as abuses of the escape clause, of one kind or another; 
and perhaps the most profitable discussion would be, not in this panel, 
but in another one, which I believe is to be devoted to the question 
of how you ease the adjustments which may be necessary as a result 
of our existing policy. 

My only point was that I did not wish to go unchallenged the simple 
statement that the kind of program that we are advocating does very 
little “good” unl>ss it “hurts.” I think that unless we have the proper 
qualifications, t) .t is a misleading statement. 

Mr. Macuro yvicz. Professor Harberger, I presume you want to 
make some conanents on that statement. 

Mr. Harsercer. I presume I do. I must say that I was intention- 
ally strong in my choice of language, largely because I feel that 
when one waters down a statement too much, it does not get heard, 
and it is only by saying it in the strongest possible way that one would 
hope to give proper weight, so to speak, to its importance. 

y basic position is that whatever ill effects the tariff has come 
from the fact that our resources, the resources of our economy, are in 
different places than they should be. As long as, by reducing tariffs, 
all the resources stay where they would otherwise stay, you cannot 
say there is any change in the use of resources, nor any change in 
the efficiency of the economy. 

The reduction of a tariff, if it is to be effective, has in some way 
or another to alter the way in which the economy puts together its 
labor and capital, or the bundle of products which it makes. 

It is quite true that in a dynamic and growing economy the way 
this may work out is that we reduce the tariff and a domestic industry 
which would otherwise have grown now just sort of stays still, or 
even grows, but at a slower rate. Well, this is an improvement, and 
it does not hurt in any obvious and direct sense, but nevertheless, to 
make my hurt quite clear, what I mean by “hurt” is changing the 
way resources are used, as against the way they would have been 
used without the reduction. 

It is in particular in respect of the escape clause position. The 
escape clause position is, as I see it, essentially one wherein, except 
where the economy is growing very rapidly, any reduction in tariff 
that is effective in my sense, which does create a strong incentive to 
move resources out of a certain industry, creates an industry which 
is a candidate for escape clause action. 
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We have had a number of them in recent years and we have had 
a number of what I think have been very good stands in the execu- 
tive branch on this particular escape clause issue. Then again, more 
recently, I think I noticed some wavering. I must say further in 
agreement with Mr. Marget that we sort of approach this problem 
from a different point of view. Mr. Marget’s approach to the prob- 
lem is in terms of today’s immediate policy context and what we can 
do now, what seems propitious, where we are going, what are the 
particular things that foreign countries are now most fearing, what 
are the particular political pressures most to be feared within our 
country. 

My approach is rather more academic, I suppose, and more global 
in the sense that I have asked myself the question, granted that we 
have talked a long time about it, how bad really are our tariffs? Mr. 
Piquet has gone so far as to estimate the degree to which abolition 
of tariffs would alter the amount of our imports and I have tried to 
estimate the amount of gain in doilar terms that we would get from 
such a move, and this again in dollar terms, I think, helps us to put 
a perspective on the problem—how big is this tariff problem in the 
total national picture; how big is it in terms of the receipts from the 
tariff; how big is it in terms of the ease or difficulty of changing the 
law in certain respects. 

I would like finally to agree with Mr. Marget on the question 
of tariffs versus other kinds of restrictions. I dislike tariffs very much, 
but by comparison I hate quotas, exchange restrictions, and quanti- 
tative controls in general. These things are much more arbitrary, 
and I think ultimately much more destructive of efficient economic 
operation than tariffs, so that if it comes to a choice between tariffs 
and quotas, and tariffs and prohibitions and things like that, I would 
take as the lesser evil tariffs, even though as I think I have shown, 
tariffs are evil enough as they stand. 

Mr. Macurowicz. Mr. Curtis? 

Mr. Curtis. Mr. Chairman, first I would like to get the committee 
and the panel back on the basis on which I think we were trying to ap- 
proach these studies. As I understand Mr. Marget, it is not to make 
a case for liberal trade or make a case for anything, particularly. 
Many of my questions will be asked more or less as the devil’s advo- 
cate because what the committee is trying to do, as I understand it, is 
to try to bring these things out and reexamine them and if, in re- 
examination of the statistics, et cetera, a case might be made for lib- 
eral trade, all right, but it is not the objective, as I understand it. 

I was a little disturbed in Mr. Adler’s statement when he com- 
plimented the committee for getting this compendium together. I 
think it is extremely helpful. I agree with Mr. Adler. He said it 
was more or less on the basis that the contributors to the compendium 
expressed themselves in favor of our foreign trade policy and a cor- 
responding modification of our trade-agreements program. 

I find myself in disagreement, that I think the compendium has 
been excellent because it is bringing things out to examine, not that 
it has proven one point or another, and I hope this afternoon when I 
ask questions, as I have in the previous panels, that it will not be 
regarded that I am trying to plead one case over another. I am try- 
ing to bring them out to examine them. 
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If I may, on Mr. Marget’s statement, I was really rather amazed 
when in predicating your remarks you used the cord “keep” the free 
market in the world, which presupposes, I guess, that you think there 
is a rather free market in the world trade and according to the anal- 
ysis I make of it, it is far from free. In fact, that is our big prob- 
em—with quotas, with licensing, currency convertibilities, with state 
trading. 

In fact, our previous panels have emphasized that. we are going 
more and more to this managed type of economy, not only abroad, 
but here in this country, so I am a little alarmed when you predicate 
it by saying you want to keep it that way and that you are talking 
about keeping government interference at a minimum. 

I think I might agree with the objective, but I wonder where we 
are right now. If it is to maintain a status quo, status quo looks 
like a rather extreme interference on the part of governments and the 
long-range trends abroad, with the desire of these undeveloped coun- 
tries to develop as a resurgence of nationalism abroad. 

Those things look like we are confronted with pressures for further 
governmental interference. It is even here. I wonder if you would 
comment on that? 

Mr. Marcrer, What I want to keep is the degree of progress that 
we have made in the postwar period in breaking down these 
interferences. 

Mr. Curtis. Let us stop there. I am afraid you beg the question. 
Has there been progress? 

Mr. Marcer. Yes, sir. 

Mr. Curtis. Now, wait. You say so. That is what I want to 
examine, and what I am going to suggest to you, that after World 
War IT, you had the British Frapire, which had been a rather com- 
plete economic unit, shattered. You had the Dutch. You had this 
resurgence of nationalism that occurred right after World War II. 
There has actually been a further increase of these barriers. There 
has not been progress. You might have impeded the breakup some- 
what that would have gone to even greater extremes in state trading 
and setting up these bariers, but would you not agree that actually, 
from the 1930’s, compared to the 1940’s, after World War II, that 
there has been increased barriers in trade rather than decrease ¢ 

Mr. Macurowrcz. Mr. Marget? 

Mr. Marcet. I had reference to the progress since 1945. I would 
not be averse to making comparisons with the 1930’s, because the 
1930’s happened to be a period of very great interference with trade 
in the form of the application of quotas and competitive currency 
depreciation, and I would certainly be prepared to argue that if you 
take the worst part of the 1930’s, the situation in which the world is 
now with respect to the degree of interference in trade is very much 
better. 

The main point I wanted to make is that there had been quite re- 
markable progress since the end of the war in this direction of remov- 
ing interferences. If you ask for examples, let me take one. Would 
you like me to give you an example? 

Mr. Curtis. Yes. I am interested in examples very much. I am 
also interested in the broad picture. Right, we are on one of the 
areas that this committee, I hoped, was going to get into, instead of 
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begging the question, to get in and see has there been progress. I 
am very much interested in examples. 

Mr. Marcer. I did not mean to beg the question. I will state the 
conclusion that I have and then undertake to demonstrate it at what- 
ever length the committee has patience for. 

Take the example that you gave, of what you called the break up 
of the British arrangements. Now, if you look at it in terms of the 
number of states which have emerged from what used to be the 
British Empire, so called, of course that number has increased. If 
you look, on the other hand, at the special kinds of payments arrange- 
ments that you had within this complex, which then had fewer states 
than it has now, and compare the situation at the end of the postwar 
period before countries like Malaya, let us say, became independent, 
with what you have now, there is not the slightest question whatever 
that the progress has been immense in the direction of removing 
these direct restraints on payments arrangements. 

I can give you the main, shall I say, milestones in that progress. 
For some years after the war the typical form of sterling was bilateral 
sterling. There were as many forms of sterling, practically, as there 
were countries. The sterling which a particular country earned could 
be used only in very definitely specified ways. But only a relatively 
few years ago bilateral sterling was abolished. That meant the aban- 
donment of any right of the government to come in and say, “You 
shall use your money this way or that way;” you could use sterling 
nee within the whole of the sterling area, so called. i 

he second great milestone—to give again an example of the way in 
which these restrictions have been lessened—was what I would call the 
establishment of the de facto convertibility of transferable sterling. 

I just finished saying that Britain abolished all these direct. govern- 
mental controls over the use of sterling between two sets of countries. 
You then had the kind of thing that was called transferable sterling 
which could be used anywhere within the sterling area. But now— 
and this has happened only relatively recently—it has been literally 

ossible for holders of transferable sterling to convert it in the New 
ork money market without any interference of government of any 
kind. 

I started with this example of sterling because sterling is such 
an important currency, and because it does illustrate this point: 
That the mere emergence of more states does not necessarily mean that 
the international arrangements have deteriorated. 

I would be the last to suggest that we are in a state of paradise right 
now in terms of the degree of Government interference. What I had 
in mind was that there has been great progress and that if we, with 
our tremendous economic power and influence, proceed to provide 
examples of what will seem to these other countries backslidings in 
the way of governmental interference, it will set back this great 
movement which has been very, very real. 

Mr. Curtis. I wonder if the rest of the panel would care to com- 
ment in their judgment or examples they might give of whether or 
not there actually has been an increase in trade barriers in reference 
to the 1920’s or 1930's, or 1930’s and the present, in such a way that we 
could get some perspective on that, or are we actually in an area where 
the pressures are to increase more barriers, worldwide, and therefore, 
are we trying to contain something, or is it something where we are 
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going along with trends, and thereby we cannot count on them to help 
us cut down trade barriers ? 

The example given by Mr. Marget is a very interesting one. I 
have never heard that expressed before. That is the kind of thing 
that at least I am interested in and I think the committee is. We are 
trying to get these details out if we can so that we get some ideas, in- 
stead of just dealing with conclusions. 

Would anyone else on the panel give an example, if vou please, of 
one way or the other, of whether the trade barrier is increasing or de- 
creasing, which would give us an indication to enable us to come to 
a conclusion ¢ 

Mr. Briackwetu. In response to Mr. Curtis’ request for examples 
of increasing or decreasing trade barriers, I should call the com- 
mittee’s attention to the papers—submitted by some of my colleagues 
in the Bureau of Foreign Commerce—which a — on pages 385-442 
of the compendium. The primary purpose of these papers is to give 
descriptions of the control regulations applied by each of a number 
of countries to imports from the United States; but in most instances 
the recent history of changes in those control regulations is also re- 
viewed. Numerous examples of both relaxation and intensification 
of barriers are furnished. I believe, however, that detailed scrutiny 
of this material will leave no doubt that the predominant trend in 
most areas—and especially in Western Europe—during the past 5 or 
6 years has been in the direction of progressive relaxation of controls. 
This is brought out emphatically in the summary discussion of trade 
and payments restrictions, submitted by the Department of State, 
on pages 379-384 of the compendium. In particular, I would call 
your attention to the table on page 384, which gives a succinct pic- 
ture of progress toward liberalization of dollar imports by western 
European countries since 1953. 

Mr. Piquer. I think there is always a difficulty of oversimplifying 
problems which are highly complicated. I agree with what Mr. 
Marget has said. I believe at the same time, in the United States, 
while we have been lowering tariffs, we have, legislatively and ad- 
ministratively, been oe quotas on agricultural imports. 

These things do not have to add up all in one direction. Some- 
times you have part of the picture intensifying in terms of these 
values and at other times other parts of the picture will be loosening 
up. 

The OEEC has been doing a good job in liberalizing quotas among 
European countries. Right now we have the European Common 
Market that we are worrying about, not knowing whether it is good 
or bad for us, not knowing at times whether we are talking in terms 
of the long or the short run. 

I think both things are happening at the same time. I think we 
have important movements towards liberalization and at the same 
time movements toward intensification. 

Mr. Curtts. Well, let us take one specific thing, the development of 
undeveloped countries: Is that movement going to be one which would 
tend to increase barriers or decrease them? It would seem to me that 
an underdeveloped country that is trying to develop, whether it is 
right or wrong in doing it—I happen to think they are right in try- 
ing to do it—is almost bound to go to restrictions and trade barriers 
if for no other reason than to protect what we call infant industries. 
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If that is a factor, can we not count on Ceylon and India and these 
other underdeveloped countries to continue at least for a period of 
time to increase barriers rather than decrease them ? wet. 

Mr. Piquer. I think that what you say is very real, and I think it 
has already materialized in the exception that had to be written into 
the ITO charter, and into the GATT, and which have been recognized 
by us as being necessary on the part of those countries, and in the long 
run if it does not follow that that will continue to be the case—it may 
or may not—— 

Mr. Curtis. That will be an example for discussing whether or not 
in relation to the forties and thirties that would be definitely an in- 
crease in trade barriers which did not exist to that extent before? 

Mr. Piquer. That is right. 

Mr. Curtis. I am not trying to draw conclusions; I am trying to 
find out what the picture is. 

Mr. Piquer. If the European Common Market comes to pass—and 
it looks as though it will—certain countries will be raising their tariffs 
against us whereas others will be lowering them because the treaty 
provides they can impose a tariff on us that will be equal to the aver- 
age of all the countries. Those countries which have been below the 
average will come up to it. 

I do not think there is a simple analysis; I think it is very com- 
plicated. 

Mr. Marcer. Would you not agree with me on this, Mr. Piquet: 
that precisely because in the world that we see around us there are 
forces pulling in one direction and forces pulling in another direc- 
tion, it is of great importance to those of us who want the role of 
Government interference to be reduced greatly that the weight of our 
example should be on the side of the good performers, rather than on 
the side of the poor performers ? 

Mr. Piever. Yes. That is what we mean when we refer to a “strong 
free world.” 

Mr. Curtis. Of course, this is complicated, and that is the reason 
this committee is trying to get this panel set up for the purpose of 
obtaining this information, and that is what was so Sonesta to me 
to find the conclusion being reached as we have heard before. I have 
heard the conclusion a hundred times, but I want to try to get down 
to this thing and find out which conclusions are basic, and have some 
basis, and which ones do not. 

Mr. Apter. If I may comment on this question with regard to 
underdeveloped countries which you seem to be interested in? On the 
basis of the work I have done in recent years, I would say that it is 
true, there is still is a great deal of Government interference with the 
free flow of goods and of payments in these countries. However, 
what Mr. Marget has emphasized has certainly happened: With the 
exception of some countries, and taking account of Mr. Piquet’s re- 
marks that the picture is complicated, there has been a tendency away 
from strict bilateral arrangements, away from specific quotas to more 
general licensing arrangements. Government controls on the whole 
have been not necessarily abolished, but they have come to a point 
where they are less restrictive as far as the movement of goods and 
payments to specific countries is concerned. 

In the thirties and in the early postwar years most Latin American 
countries, for example, had a large number of bilateral payments 
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agreements and they had barter arrangements. But in many countries 
these arrangements have been replaced, not by a complete abolition 
of Government interference but by the kind of interference which it 
is easier to live with. By general controls and multilateral payments 
agreements which have taken the place of bilateral arrangements or 
arrangements involving government-to-government transactions. 

In the case of important world trade commodities restrictions have 
not been abolished but greatly reduced. We have now many more free 
commodity markets. The London commodity market which is very 
important in terms of world trade has been reestablished in recent 

ears so that you get a better functioning market, the pine mechanism 
is more effective, and you get a better allocation of world resources now 
than you did a few years ago. But of course we are still a far cry 
away from the kind of market system which we envisage as not only 
desirable from a political point of view but also from an economic 
point of view in terms of the most sensible and the most economic allo- 
cation of world resources. 

Mr. Macurowicz. Gentlemen, it is now 12:20, and I would sug- 
gest that we recess at this time until 2:00 o’clock, at which time the 
discussion will be resumed. 

Without objection, the subcommittee is recessed until two o’clock. 

(Whereupon, at 12:20 p. m., the committee recessed, to reconvene 
at 2 p.m., the same day.) 


AFTERNOON SESSION 


Mr. Boaes. The subcommittee will please come to order. 

It is my understanding that Mr. Marget is not able to be with us 
this afternoon. We will therefore proceed without him. 

We might just pick up where we left off this morning. 

Mr. Curtis. Mr. Chairman, I had asked some general questions with 
reference to some of the underdeveloped countries and, perhaps, some 
of the other members of the panel might want to discuss that further. 
However, I had already finished my questions, and the comments 
thereon had been rather full. 

Mr. Boces. Mr. Machrowicz, do you have any questions? 

Mr. Macurowicz. Mr. Piquet, in your statement this morning as I 
remember you made the remark that the dutiable imports increased 
much more rapidly than the duty-free imports. 

Mr. Piquer. Since 1946. 

Mr. Macurowicz. Does that indicate anything in your mind as to 
the effectiveness of duties in preventing imports to this country ? 

Mr. Piquer. I think in economic matters we most of the time err 
when we try to pin a fact on a simple single cause. I would not go so 
far as to say that is the cause; no. However, I would say it lends 
credence to the belief that the duty reductions have been an important 
factor in increasing imports. Had the dutiable and nondutiable im- 
ports increased at the same rate, I think there would not be that pre- 
sumption, but the fact that the dutiable imports have increased more 
rapidly than the duty-free imports I think is a presumption to believe 
that the duty reductions have been reasonably effective; yes. 


Mr. Macurowricz. That is all I have, Mr. Chairman. 
Mr. Apter. Mr. Chairman, may I comment on that? 
Mr. Boces. Certainly; go right ahead. 
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Mr. Apter. I would like to comment on the remark by Mr. Piquet. 
The reason for doing so is not that I want to disagree with him vio- 
lently or anything or that sort, but because I have stuck my neck 
out already in the paper which I have submitted in saying that I have 
come to the conclusion and have the feeling that the duty reductions 
have had relatively little to do with the increase in total imports and 
more specifically with dutiable imports. 

If I may elaborate on that, I would give the following reasons other 
than tariff reductions for the increase in dutiable imports. 

In the first place, of course, the main reason for the increase in our 
imports—all imports—is the growth in our national income and our 
gross national product. This is by all means the most important de- 
terminant of the level of imports and it is quite important, I think, 
to emphasize that, because in a narrow framework of a discussion of 
trade policy it is likely to be overlooked. 

The second reason is the change in the supply conditions. In 1946 
many countries just did not have much to sell to us, largely as a result 
of physical limitations and more so as a result of the Eecrgnnindion 
of the various countries from which the supplies of dutiable imports 
have come and are coming now. 

The third and somewhat technical reason is that higher prices of 
imports indirectly bring about a lowering of the ad valorem equiva- 
lent of specific tariffs. If our duty, say, is 10 cents per pound on 
something which costs a dollar, then this is a 10-percent tariff. If 
between 1946 and 1956 the price of that commodity has gone up from 
$1 to $2 and if the duty has remained unchanged, the ad valorem 
equivalent or the degree of protection has gone down from 10 percent 
to 5 percent. 

Perhaps, more important is the change in the composition of im- 
ports partly for structural reasons, and partly because of the changes 
in the consumer expenditure pattern, associated with a rising gross 
national product. In the first category I would list such things as the 
simple historical fact that imports of silk have gone away down, and 
are not likely to pick up. Silk is a commodity which has been largely 
replaced by other textile fibers. This was a duty-free import, and 
therefore if duty-free imports have gone up less than dutiable im- 
ports, maybe, this is due among other things to the fact that silk 
which was a very important import oobiimodity in the twenties and 
thirties just has lost all of its importance. 

To give an example on the other side: As we know, oil imports 
have played a major role in recent years. Now, imports of oil happen 
to be dutiable. Without any other reason or change of tariff the 
growing importance of imported oil, as a requirement of our econ- 
omy, has contributed, therefore, to this disproportionate growth of 
dutiable imports into this country as compared with duty-free im- 

orts. 
F As to the second category, I would say it does not surprise me at 
all that the imports of dutiable manufacturers have increased more 
than imports of nondutiable commodities. An important study pre- 
ared by Professor Schultz of the University of Chicago who has 
een devoting a great deal of his professional life to the study of 
commodities indicates that the long-run outlook not only for primar 
products which are imported, but for primary products in denise, 
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is not too good—for one simple reason which, incidentally, also was 
once noted by Mr. Lederer. Economic advancement, productivity 
gains and, particularly, the better use we make of raw materials are 
the causes of this pessimistic attack. We now use less iron ore per 
pridge than we used, say, 20 or 30 or 50 years ago. The degree of 
fabrication and the degree of refinement of our products is such that 
certainly a 1-percent increase, say, in the gross national product is 
usually associated with a smaller than 1-percent increase in the raw 
material input. 

The other side of the same proposition is that the kinds of things 
which we now want more than before are just those things which are 
in the category of dutiable imports. Therefore, even without refer- 
ence to tariff changes, I would have expected that the demand for those 
imports would grow more vigorously hand in hand with a growth in 
the national product than imports of other categories. 

Mr. Macurowicz. In other words, high duties have not been a 
deterrent to further importation of those particular commodities ? 

Mr. Apter. I would not say that. Let me put it this way : Certainly, 
commodities do come in irrespective of duties; after all, this is what 
the figures show. But this does not mean at all that the importation 
of these commodities would not increase substantially if duties were 
lowered. 

Mr. Boaes. I believe Mr. Rashish has a question. 

Mr. Rasuisu. I wonder if I might not ask the panel to discuss a 
subject which follows from Mr. Adler’s remarks, and relates to the 
discussion that Professor Harberger had with Mr. Marget this morn- 
ing. I think it might be useful in analyzing changes in United States 
imports, to try and distinguish between the changes that are likely 
to be associated with changes in rates of duty and those that are the 
result of other influences. Veckinie then to the future of United States 
imports, I would like to ask a two-part question : 

First, what would be the likely future changes in United States 
imports if one assumes that no further changes in tariffs were to take 
place? As one ingredient I have in mind the question of what the 
tm casas demand for imports of industrial raw materials might look 

ike assuming the continued industrial growth of the United States. 
I might point out that Professor Harberger was a member of the staff 
of the President’s Materials Policy Commission—the Paley Commis- 
sion—and is acquainted with the projections that that Commission 
made of the demand for raw materials. 

The second half of the question would relate to the anticipations 
with respect to changes in imports if there were substantial decreases 
in United States tariffs. 

Mr. Adler, when he was with the Federal Reserve Bank of New 
York, did a study of United States imports, and Mr. Piquet has pub- 
lished a book containing analyses of projected changes in United 
States imports in response to tariff changes. 

It has been pointed out here that the incidence of the United States 
tariff today is primarily on manufactured goods. What is the char- 
acter of the response of United States demand for manufactured 
articles to price changes that would be brought about by reductions in 
United States duties? Those are the two parts of the question which I 
hope might serve to bring out a discussion and clarification of some 
of the issues that have been raised today. 
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Mr. Harsercer. I will start out on that. You started, first, with 
the question of raw materials. We in the Paley Commission looked 
as deeply as we could into this question. We had a large staff, and 
worked over a period of close to 2 years. In general at that time 

ple were worried about the shortages that were shown up by the 
orean war, and people were afraid that if our economy continued to 
grow, shortages of materials might actually stop our economy from 
its natural course of growth. We in the Paley Commission tried to 
foresee a long distance into the future. We took a target date of 1975 
as our sort of horizon and tried to figure out what would be the 
normal level of demand for different raw materials in the American 
economy if our growth were to continue as it has in the past. We 
made a lot of allowances for technological changes and for varying 
degrees of increase in demand for various final products and we came 
up with a wide range of different projected increases in our consump- 
tion of raw materials from something like practically 15 or 20 percent, 
let us say, in the case of tin, to something like 500 percent or more 
in the case of aluminum. 
_Mr. Curtis. How would that relate to an increase in the gross na- 
tional product? 

Mr, Harpercer. We projected a doubling of the gross national 
product between 1950 and 1975. At that time a doubling of the 
gross national product we felt would bring about an increase in use 
of materials on the average of about 60 percent. There were some 
products like rubber, aluminum, magnesium, and things like that 
which were expected to increase by more than the gross national 
product. The bulk of the raw materials were in the bracket with iron 
and steel increasing by about 65 percent. With reference to copper, 
lead and zinc, copper was expected to expand in the order of 45 or 50 
percent; lead and zine slightly less, and tin considerably less than 
that. My memory on these things is not exact, but I did look back 
at the situation about 2 years ago and brought the thing more or less 
up to date and while there are many factors that had changed in the 
interim, still the overall picture was essentially the same as we had 
arrived at it during the earlier period. 

In balancing these demand objections against the supplies we found 
that there were a number of different possibilities: One was the ex- 
tensive possibility of substitution by abundant materials. Aluminum 
is essentially so abundant that we do not have to worry about it; coal 
is so abundant we do not have to worry about it. We found that it 
would take only a a comparatively small increase in price to use re- 
latively low-grade iron ore in the production of steel, and this would 
mean, since we have large deposits of such ore, that we do not have 
to really worry about iron shortages stopping the course of our 
growth. These substitutions then were studied, and we came up with 
what we thought of as an escape from the possibility of disaster. 

A second way was technology in the sense of technology finding 
ways of finding new substitutes where we did not know about them 

et. 

. The third way was imports, and I think this is the part that we are 
most interested in here. On the import side, the place where we were 
most worried about the prospect of the possibility of a shortage was 
in the nonferrous metals: copper, lead and zinc, and particularly 
copper and lead. In these areas it turned out that we had, in fact, 
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been working our deposits essentially to the limit, and we were not 
discovering new mines to any great extent, and we were using up the 
old ones. Copper and lead and zinc indeed were getting handset to 
pull out of the ground, and it was becoming relatively more expen- 
sive to do so. 

Over the past years, as it turns out, starting somewhere around— 
a good turning point would be around the First World War, you 
could say that before the First World War in practically all indus- 
trial raw materials we were an export country, and as we got through 
the First World War and the economy continued to grow, our pro- 
duction of most of these things continued to expand. But, the growth 
of the economy made the demand still more with the result that the 
increase in our needs for these materials caused us to go abroad for 
them, not because it was not possible by doing very expensive proc- 
essing to process at home, but rather because we can meet our needs 
much more cheaply by sticking with the economic operation at home 
and seeking abroad the remainder of our supply. Now, indeed, as 
we got into the thirties, this came to be true even in petroleum. Where 
we were once the world’s single greatest producer and exporter, we 
now became a net import country, and we still are. 

Mr. Curtis. Would the percentage of increase of the imports be 
greater than the percentage increase in gross national product? Do 
you follow what I mean? 

Mr. Harsercer. Yes; I understand what you mean, and I am 
sure that this is true for practically all of these materials. You 
see, you start out from a very little base. You start out from a 
base where we are importing only 2 percent. 

Mr. Curtis. Yes. 

Mr. Harsercer. But we get most of our incremental needs from 
the import side. Therefore, if our needs increase by 10 percent, 
the imports multiply by 4 or 5 times. 

Mr. Curtis. Of course, that would not be true of iron as you have 
already said, because we would be utilizing a lower grade ore. 

Mr. Harsercer. That is right, although what happened in the 
iron picture was this: While we were moving rapidly into the so- 
called taconite picture up in Minnesota, big discoveries were made 
in Canada which are now being drawn upon for our own use, and 
we also are going to the use of Thquid fuel. We are importing quite 
substantially in iron which we did not do—— 

Mr. Curtis. Of course, as you were commenting, the switch from 
high grade ore to lower grade ore cut that down considerably, and 
you are trying to allow for that factor in there, are you not? 

Even with those allowances, then, it would be your estimate that 
those projections would show the increased percentage of imports of 
raw materials to exceed the increased percentage of gross national 
product ? 

Mr. Harsercer. I must amend myself here: If we speak of any 
of these particular critical raw materials in which we are clearly 
becoming increasingly dependent on foreign sources, the statement 
is true. For any one of those the statement is true, but for industrial 
raw materials as a whole, I would guess it probably would not be 
true. Since our concentration was so much more in those particular 
areas of potential critical need, I just do not have any figures in 
my head to help on this question. Well, in any event, our hope for 
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the long run was that particularly for those kinds of materials 
where it would take big costs incurred at home to expand our pro- 
duction even a little bit, and where we could easily get foreign sup- 
plies cheaply, every effort should be made to satisfy our economy’s 
needs for raw materials in the cheapest way possible. The onl 
caveat that I would make at that point, and it was made at length 
in the Paley report, is the question of national defense. There the 
only thing that we urged was that the need of national defense could 
be met in a number of different ways not only, let us say, as is often 
urged, by tariffs, but also by such things as stockpiling, having a 
standby capacity or a number of other possibilities which provided 
relatively safe means of transportation from relatively local foreign 
sources of supply. There is a whole range of possibilities of meeting 
national defense needs and all that we were able to urge was that 
these possibilities be explored, but we ourselves were unable to do 
more than a cursory job. 

Mr. Mason. Mr. Chairman, I have one question at this point. 

Mr. Boces. You may proceed. 

Mr. Mason. Following this up, would it be safe to say that any 
expanding economy in any nation would always mean an increase in 
imports and an increase in exports, or an increase in foreign trade ? 

Mr. Harsercer. It is very likely to, sir, but one cannot be com- 
pletely sure of this. Certainly, an expanded economy does not mean 
that trade becomes increasingly important for it. 

Mr. Mason. No. 

Mr. Harpercer. The percentage of trade tends as a historical tend- 
ency to decline as the economy develops—and even that is no law— 
but there seems to be a kind of tendency in that direction over the 
long historical pull. 

Mr. Mason. You would not say it would be a safe premise to build 
from ? 

Mr. Harsercer. If I were given a guess as to what the imports 
of any growing country would be 10 years from now, I would say 
bigger, and with reference to exports, I would say bigger. In fact, 
almost anything I would say bigger. We will say from the fact of 
growth—and this is the point that you are building on, sir—I think 
that that would be, alii a reasonable guess. There certainly are 
forces tending in that direction. 

Mr. Curtis. The point I want to present here, and about which 
there seems to be some question, seems to be this: the percentage 
to GNP in relation to the growth may be less? 

Mr. Harpercer. Yes, sir. 

Mr. Curtis. I have no conclusion, but it just strikes me that gen- 
erally the percentage is less. The percentage of foreign trade in 
relation to GNP might be less. 

Mr. Mason. I would like to hear Mr. Piquet on that. It seems 
to me that ’way back in the cobwebs of my mind he has prac- 
tically made that statement in one of his books, that an expanding 
economy would always bring an expanding foreign trade. 

Mr. Piquer. Roughly speaking, the answer, Mr. Congressman, is 
“Yes.” There are always possibly minor exceptions, but the answer 
is correct. 

Mr. Mason. The overall picture. 
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Mr. Piquer. Just speaking on absolute terms and not percentages. 

Mr. Apter. I think this is a good question on which economists 
‘an show their global ignorance. This problem of the relationship 
between the growth of national income or world income as a whole, 
and world trade, is a very difficult one, and several times attempts 
have been made to solve it once and for all. As it happens so often, 
depending on the time and depending on the base with which you 
start, you get somewhat different answers. If I remember correctly, 
the League of Nations way back in the thirties did establish a relation 
between the volume of world trade and the growth of world income 
and came to the conclusion that the long-run tendency seems to be 
that world trade grows less fast than world income. In recent years, 
in a more or less continuous study, the research staff of the Secretariat 
of the General Agreement on Trade and Tariffs has played around 
again with that question. There is some indication, at least for the 
last 5 or 6 or 8 years that world trade has grown somewhat faster 
than world income. All I can advise at this point is that we should 
not really be so sure in our assertions. I think it is safe to say only 
this: That if world income keeps on growing as it is likely, if our 
income keeps on growing as it is likely, then the absolute level of 
imports and exports is also likely to grow. But whether the relation 
is 1 to 1, or 1 to 2, or 1 to one-half, is by no means certain. 

Mr. Curtis. In those studies, what. would become the definition of 
“world trade?” When the League of Nation made its study, it would 
have been based, perhaps, upon what were called nations then. 
Could there be a difference as a result of realinement of nations? 

For example, maybe trade between Ceylon and India would not 
have been regarded as world trade in the League of Nations’ study, 
but since World War II it certainly would be, because they are two 
different nations. Is that a ousibilioy, or were those differences 
considered ¢ 

Mr. Apter. Sir, unquestionably, these realinements, as you call 
them, and the emergence of new countries have something to do with 
it, but you can make allowance for that. 

Mr. Curtis. You can? 

Mr. Apter. I think you can. But even if you don’t, I do not think 
it does affect the overall picture, because, after all, no major trading 
nation has emerged in recent years. The only exception, perhaps, 
which may have some bearing on the subject, is the splitting up of 
Germany into two parts, and since we know very little about East 
German trade and because there is some trade between East Germany 
and West Germany, you may get a bit of distortion, but I do not 
think it amounts to-an awful lot. 

Mr. Boees. Mr. Morrison, do you have any further questions ? 

Mr. Morrison. One of the points which I would like to have the 
panel discuss is one raised by Mr. Adler’s paper. The point I refer 
to is his reference to the uncertainties of balance-of-payments situa- 
tions due to price variations such as those in the price of coffee, cocoa, 
rubber, and so on. 

This relates to a point that was also discussed yesterday by some 
of the members, and that is the matter of international commodity 
agreements, and whether they would be an appropriate counterpart 
of policies we have adopted internally with respect to agriculture 


99921—58——_14 











204 FOREIGN TRADE POLICY 


and to some extent, I think, there was some similar tendency indi- 
cated by the program for lead and zine recently proposed by the ad- 
ministration in an effort to stabilize the price by a sliding-scale system 
of duties. 

If we recognize the appropriateness of preventing the high volatil- 
ity of prices in certain sectors of our economy from creating disturb- 
ances that are very difficult for certain groups, would it be appro- 

riate also to give some recognition to that in our attitude toward 
international commodity agreements which you know there was some 
provision for in the International Trade Organization Charter? 

Mr. Apter. I am afraid I can answer with confidence only the first 
half of your question. Yes; I do believe that the price of a number 
of crude foodstuffs and raw materials which are important import 
commodities of this country are likely to decline in the course of the 
next few years. 

As a matter of fact, we already do see declines occurring. The 
price of coffee has gone down, copper prices are sliding down, crude- 
rubber prices have fallen, or have shown a downward tendency, and 
the forecasts of the commodity experts, of whom I am not one, are 
that further price declines in some of those commodities are likely to 
occur. But at any rate, even if they do not go down any further, they 
are already much lower than in recent years. 

Take, for instance, copper, certainly we are not in again for 40- 
cent copper as we were some time ago. I am thinking in terms of 
a price of 30 cents which is somewhat higher than the 24- or 25-cent 
price now, but still substantially lower than what it was a few years 
ago. This is also true for coffee, and the chances are that the coffee 
price may slide down further before it picks up again. These were 
the reasons for my indicating doubts about the short-run outlook for 
the value of American imports. There is a chance if we run into a 
substantial decline in raw material prices which are important im- 
port commodities that the value of our imports in the short run may 
go down rather than up, or to put it somewhat more cautiously, may 
grow less than it would grow if prices remained stable. 

I should, perhaps, add that the reason for believing that the prices 
of import commodities may go down is that supply conditions in these 
commodities have changed. 

Several years after the war the producers of many of these com- 
modities finally have expanded production. There is a substantial 
increase in copper mining in South America and in Africa. The 
expansion of production of some of the other commodities also has 
been quite substantial in recent years. 

To turn now to the second part of your question as to whether it 
would be under these conditions advisable to enter into commodity 
agreements designed to eliminate the wide fluctuations in the prices 
of some of these commodities: This is a question which has so many 
facets that I am rather hesitant to give a yes or no answer. Perhaps, 
instead of doing that, I want to point out that one of the main reasons 
which have been advanced in favor of commodity stabilization is that 
if the outlook is for a stable market, then production can be made 
more efficient, more rational and so forth. The argument is that the 
costs which are associated with instability and which are real costs to 
the producer and also to the consumer, they can be eliminated. This, 
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I think, is the overriding argument in favor of having stability in 
commodity markets rather than to have instability. 

All the other aspects of the issue are more controversial—the ques- 
tion as to what constitutes a fair price, or what constitutes the right 
limits if you think in terms of floor prices and ceiling prices. 

My first inclination would be to say that to the maximum extent 
possible I think it is reasonable to expect the producing countries to 
do their utmost to mitigate fluctuations in their export earnings b 
their own monetary and fiscal policies. It is perhaps not too muc 
to expect that international assistance would be given to them, if 
they pursue these policies, by giving them access to the resources 
of the friteriational monetary fund and perhaps by some govern- 
mental assistance. 

In the case of some commodities, however, I can see that interna- 
tional action may not be adequate. It may put too much burden on 
particular countries, and therefore some kind of international agree- 
ment might be desirable. 

Mr. Boces. Would anyone else care to comment on this? 

Mr. Buackwe tu. I might just add 1 or 2 somewhat cynical com- 
ments about this problem in an international frame of reference, 
perhaps on the basis of a little experience listening to the debates 
of various U. N. organization as a member of the United States 
delegations. 

You have here very much the same type of situation that we have 
in connection with the domestic farm price support program. There 
is a distinct conflict of interest between the producing and consum- 
ing groups, with the producing group tending to feel that the fair 
and equitable and stable price should fe the best price it can get. 

Here in the United States we have the Congress to referee the 
dispute and make a choice as to how much it is worth asking the 
consumers to pay, in effect, to support a particular segment of the 
economy. 

When the issue crosses international boundaries there is simply no 
organization there to referee the dispute. You have the contending 
parties holding out stubbornly for their own points of view, and it is 
very difficult to devise a workable arrangement that can possibly 
satisfy both parties to the agreement a reasonable proportion of the 
time. 

It might be quite desirable, as Mr. Adler suggests, on technical 
grounds to achieve some such stabilization, but I would suggest that 
the difficulty is primarily political rather than economic. Nobody, 
so far as I know, has yet come forward with a scheme so lucid and 
so persuasive that everybody is willing to join hands in it and to 
remain joined while it is carried out. 

Mr. Harsercer. Might I say something on this question, also? 

Mr. Boaes. Yes, indeed. 

Mr. Harsercer. The question of an international stabilization pro- 
gram inevitably boils down to a question of some international stor- 
age arrangement. You need somebody to buy and sell in order to 
stabilize the price, and some party has to enter apart from the or- 
dinary participants in the market to take off extra supplies or put 
on extra supplies in order to influence the price. 
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The interesting thing in the case of international stabilization and 
commodity stabilization in general, I think, is that by and large no- 
body is willing to pay a price to be assured of something far distant in 
the future. We have futures markets which operate really as signals. 
We have people who store wheat and corn privately and who have 
done this for many years, but the horizon of such markets usually is 
a year or 18 months and then it stops. 

Most of the effect of these international stabilization proposals is 
really to extend that horizon on to maybe 4, 5, or 6 years and to get 
governments or international agencies into the act. 

My position broadly is that if private people, producers and con- 
sumers, have not found it in their interest to develop such a market 
there is a kind of presumption that it would not be in the general 
interest to do so. 

I have only one sort of documentary case which I can cite, and this 
is a series of studies which was undertaken at the University of 
Chicago on the question of so-called optimal storage rules. These 
represent an attempt to figure out by a kind of overall decision-making 
process or model, with a lot of mathematics and things, to figure out the 
best pattern of storage which could be adopted if demand and supply 
were to vary in certain ways. 

Having developed these rules independently, and then going back 
to periods when we had a futures market and storage in certain agri- 
cultural commodities, it works out that the amounts that the free 
markets stored were pretty reasonable in terms of this ideal model. 
So far as we can tell the free market, when they had a bad crop year, 
drew down stocks. When they had a good year they 

Mr. Boges. Talking about national or international ? 

Mr. Hareercer. This is true of national United States stocks and 
also true of world stocks. 

Mr. Boaes. I don’t want to interrupt you, but in what areas do you 
speak? We have had an agreement on wheat. I do not know how it 
is working out. There has been some discussion about copper and 
coffee. Specifically those are two areas where stability in prices is 
quite definitely needed. Asa matter of fact, we recently returned from 
a trip to Chile where the decline in the price of copper has had a very 
disastrous effect on the economy of the country. 

The story for coffee is well known to everyone. 

What specific recommendations, if any, would you make in those 
cases / 

Mr. Harpercer. My specific recommendation would be in either 
case not to have an international stabilization program. 

Mr. Boges. Not to have a stabilization program? 

Mr. Hareercer. That is right. 

Mr. Boaes. Would you recommend anything? 

Mr. Harsercer. I would recommend that we keep on going mud- 
dling through as we do. F 

Mr. Boaes. Why? 

Mr. Hareercer. Because so far as I can see, the reason we had this 
disastrous fall in the price of copper, and I know something about 
the Chilean situation, the reason we had this disastrous fall in the 
price of copper is predominantly because there was a precipitous 
rise a very short time ago. 

Mr. Boaes. That is lack of stability, too, is it not? 
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Mr. Harsercer. In a sense, yes, but somehow the market anticipated 
for a short time that copper was going to be very, very expensive. 
Somehow the market made a bad judgment. 

The market’s judgments invariably correct themselves. The mar- 
ket can stay wrong for only a very short time before it is brought 
home with a bang to reality. 

Let me put it another way. A price which is a false price can 
prevail for a short time in a free market. Once you get all kinds 
of stabilization programs in you can have stabilization programs 
which will perpetuate a false price for 15 to 20 years to the great 
expense of everybody eoeieetid: This is the thing I am afraid of. 

I do not see how a particular group of people; a particular group 
of experts who are going to be running a stabilization program, I 
first of all do not see wherein they are going to anticipate the market 
any better than the people who make their living speculating and 
guessing in the copper or in the coffee business. 

Mr. Boees. Yes; but you eliminate all the political considerations. 
Is that correct? 

Mr. Harsercer. I think I would, yes. At least I am not taking 
some special political consideration into account. 

Mr. Boges. In light of the existing conditions with the Soviet Union 
now competing very actively in these fields you would not recommend 
any change in our policy ? 

Mr. Harsercer. [ would not. I think I would second what I be- 
lieve Mr. Adler said earlier, that there may occur times when allowing 
the free market to function means that one country or another is 
really put in a disastrous and miserable circumstance. That is the 
time for ad hoc aid to such a country, not connected to the price of 
whatever it was that went down but directly aimed at helping these 
people as human beings over a rough spot in their lives. 

I think this is a much more healthy approach to the problem of 
international price instability than the alternatives. 

Mr. Boees. Getting back to Chile for just a moment, the Chileans 
say that they have adopted heroic measures, almost, and belt tight- 
ening, to stabilize their economy and check inflation. 

You know that they have all sorts of import controls, price con- 
trols, wage controls and currency controls. They say that all of a 
sudden something that is completely beyond their control, over which 
they can do nothing, occurs and deprives them of one-third of their 
national revenues, takes away their dollar exchange earnings, and 
all they have done goes down the drain. 

Mr. Harpsercer. They might say that. In the first place, I do not 
believe that all they have done will go down the drain nor that it 
need go down the drain. But let us assume that it does. Let us 
make it a very drastic case, 

In the second place, if in saying that a third of their national reve- 
nues have been taken away, they look back all through time and 
find the peak period, which happened to be 50-cent copper, it is a 
third of those national revenues that went down the drain but 
not one-third of average revenues. 

But taking you all the way 





Mr. Boces. You might apply that same argument to the Ameri- 
can farmer. 
Mr. Mason. Yes, it is just as true there. 
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Mr. Boggs. It may not be true, but it is not politically feasible. 

Mr. Mason. Here is one who has never voted for any of those 
subsidies for the farmers. 

Mr. Boces. I am not questioning your votes. 

Mr. Saptax. Your vote is on the record. 

Mr. Boees. Neither your party nor mine takes the position you do. 

Mr. Mason. Oh, these parties. 

Mr. Morrison. I think Mr. Harberger’s answer would be recog- 
nized as the classical economic answer to these questions but 

Mr. Boces. But the thing about it is this: I do not see where it 
takes into consideration many of the things going on in the world 
today. It isn’t realistic. 

Mr. Harsercer. I believe, sir, there are times when the functioning 
of the economic system has to be interfered with in order to achieve 
a certain obpective. 

Mr. Boees. The objective at the moment, whether we like it or not, 
is to prevent Soviet Russia from subverting the free world and 
overcoming us. This is a political objective. Do you not recognize 
this objective ? 

Mr. Tcianien. I certainly do, but I recognize that as we proceed 
to a particular problem, let us say the problem of Chile, I ask my- 
self this question: How can we est help the Chilean economy to 
be a strong and functioning affair? Can we best help it by saying 
copper will be 25 cents? We will stabilize it at 25 cents? 

ey might not like that, even though this might be a good prog- 
nosis as to the truth of the matter. 

Should we say stabilize copper at 30 cents? We know we might be 
wrong. Forty cents the Chileans would love, but we know it would be 
a big subsidy. 

I would much rather say, given the fact that the Chilean stabiliza- 
tion program is in danger, that we proceed with an ad hoc grant or 
loan to tide them over this period of difficulty and that we continue 
to support them at critical stages with such grants or loans rather 
than trying somehow to bring the price of copper into the whole pic- 
ture, which has to do not only with Chile but also with Rhodesia and 
also with copper interest in our own country, for all of whom we 
might have different objectives in the price of copper. 

Mr. Boges. Mr. Piquet has an observation. 

Mr. Piquer. We must not overlook the political dimension of this 
problem. When Mr. Blackwell said that this is a political issue I do 
not think he meant political in a narrow sense. He meant political in a 
broad international sense. 

I recently visited Korea and saw for myself how we are spending 
hundreds of millions of dollars for the purpose of strengthening that 
economy. 

Mr. Boees. Did you goto Formosa ? 

Mr. Piquer. Yes,sir. In Korea there is some dissatisfaction because 
we have ceased purchasing tungsten since we have satisfied our stock- 
pile requirements in that mineral. 

I think Professor Harberger probably will say this is one of these 
ad hoc cases where we have to play by ear. 

However, I should say that in the underdeveloped countries that I 
have been privileged to visit, the plus feeling that would be engen- 
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dered by working through commodities would pay off better than 
direct aid. 

Mr. Boces. What you are saying, if I understand you, is that they 
are not looking for handouts. 

Mr. Piquer. They do not like it, and increasingly throughout the 
world there is dissatisfaction with direct aid. They would like to feel, 
rightly or wrongly, that they are standing on their own feet. 

r. Curtis. You are saying it is hidden. 

Mr. Boaes. No, Peru says, “You let us have some stability in lead 
and zinc prices and markets and do not aggravate the situation with a 
proposal to put an exorbitant tariff on these commodities, and we will 
get along. We do not need any handouts.” 

But the minute there is a decline in domestic production we seem 
to want to put them out of business after they have built up a market 
in the United States. 

Mr. Piquer. That is right. 

Mr. Boges. Then we give them a handout to take care of them. I 
do not understand the logic of that kind of policy. 

Mr. Piquer. That is the weaker way of doing it. 

Mr. Curtis. Mr. Harberger, I would ask if you would not say, too, 
that one way you can assist a country like Chile would be, if it was 
possible, to direct it toward more diversification in their economy. 
Chile is not exactly an underdeveloped country, but on the other hand 
underdeveloped countries frequently are dependent on 1 or 2 com- 
modities, and certainly Chile to that extent is. 

If their economy were more diversified they would be able to with- 
stand these things more, and if you do what has been suggested 
through the commodity end you further that dependence on that one 
commodity. Would you agree with that observation ? 

Mr. Harpercer. I certainly would agree to a certain extent. I 
would not advise the Chilean economy to artificially diversify itself. 
I would not advise it to start producing automobiles. 

But Chile has a national export market in a number of commodities 
where exports have not developed largely as a result of policies which 
the Chilean Government has pursued. That is not intentional. 
These are policies of import restrictions, the old rule that imports 
equal exports being quite basic. 

Chile has pursued over the years a policy of very deep import re- 
strictions which has meant that the only exports that make the grade 
on that limited amount of import are copper and nitrates. 

A freer policy of importing on the part of Chile would immediately 
show a very, very good export matin in lumber and steel among 
other things. These are two I am personally sure of. 

Mr. Rasuisnu. Would you say that the long-run prognosis for 
copper prices is upward and what you are experiencing today is a 
short-run difficulty ? 

Mr. Harsercer. I. would not go so far as to argue that because of 
the supply side—you see, we can do pretty well in some of these 
nonferrous metals. Our geologists have combed this country and 
we know just about what kind of output we can expect over 20 years. 

As to the rest of the world this becomes less and less true. Indeed, 
immediately this Korean war outbreak which caused so much trouble 
and which was the reason for the whole Commission’s existence, that 
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boom apparently led to rapid development in various nonferrous 
metals. The supplies came out on the market after demand had 
stabilized down to a more or less normal level. You know the history 
of this, 8-cent and 9-cent zinc and lead. I am therefore not at all 
confident that supplies might not be found in the world to meet the 
kind of increase in demand that we project but it is just that it is more 
difficult to foresee. 

Mr. Morrison. It seems to me you are advocating no controls in the 
domestic economy, also. Let us suppose we are going to have to have 
them. Is there something in the idea that the result of these controls, 
as in the case of the proposed measures with regard to lead and zinc, 
is to unload instability of foreign suppliers and even endanger their 
continued availability to supply what we foresee we will need ? 

Mr. Harsercer. I think there are two very different things. When 
I say let us leave markets alone I certainly do not mean to use the for- 
eign market as a buffer, as an insulator, for our own economy. If we 
stabilize copper internally at 25 cents and dump all surpluses abroad 
when we have surpluses and buy abroad when we have shortages at 
that price, I think this would be a very ill-advised policy because it 
woua be throwing all the fluctuation on foreign countries. This is 
roughly similar to what we do in the agricultural line. I believe. 

Mr. Boces. What do you do where you have political forces which 
distort and capitalize on the normal laws of the market place? 

For instance, when Russia decides to buy the entire cotton crop 
of the Sudan in order to subvert the Government, do you not react at 
all in such a situation ? 

Mr. Harsercer. I think you get in there and fight, but it is not as 
an economist that you get in there and fight. You use the techniques 
and methods available. 

Mr. Boees. How do you fight ? 

Mr. Harsercer. I really don’t know. What I would say is that 
there is a whole wide arsenal of tools of political action. Some of 
these tools consist of economic aid. Some consist of loans. Some 
might consist of artificial prices. Some might consist of tariff con- 
cessions. There are other tools of politics which might have nothing 
to do with economics, such as, “We will vote for such-and-such a 
resolution in the United Nations.” 

There are many avenues and weapons, so to speak, which a negotia- 
tor has in his arsenal. 

My only urgence would be that a negotiator should have some idea 
that given an objective that can be obtained by tab A, B, and C, if 
tab A is not a thing that will have detrimental economic effects, while 
B and C will have detrimental effects, the negotiator should say tab 
A is the right way; to have a hierarchy of what is good and bad as 
far as economic effects are concerned. 

When it becomes absolutely necessary to do something which is 
likely to have bad economic effects for political reasons, let it be 
recognized and done, but at least let it be necessary. 

This is the thing I really do not believe has been true in most cases 
in which detrimental policies were adopted or established, that they 
had to be done. 

It is not so much they had to be done but they were treated on a par, 
bad and good treated on a par. It is just what came out of the hopper 





FORBIGN TRADE POLICY 211 


that was adopted or chosen rather than something which was reasoned 
and fought for on the basis of economic principles. 

Mr. Curtis. I wanted to clear up one thing in your paper, Mr. 
Piquet. In estimating your values on imports the question has been 
brought to my attention that you were using c. i. f. instead of f. o. b. 
Is that correct ? 

Mr. Piquer. The official import figures are all in f. o. b. terms. 

Mr. Curtis. United States figures are f. o. b. ? 

Mr. Piquer. That is right. 

Mr. Curris. There was some misunderstanding. I notice in Dr. 
Salant’s paper in the compendium he added around a 30 percent dif- 
ferential in order to get aa from the f. o. b. to the c. i. f. which 
most of the other countries use. 

Mr. Piquer. Thirty percent is a little high, but there would be a 
differential. That is true in all comparisons involving official United 
States statistics. 

Mr. Curtis. I wanted to be sure because that point was raised and 
brought to my attention. 

Now I would like to get back to this dollar gap matter and some 
of Mr. Lederer’s presentation. 

If we have been taking care of a great deal of the differential of 
payments to countries seeeaal through grants, loans, and so forth, 
that can be only a temporary situation. Would you agree with that? 
Should that continue indefinitely to make up the difference ? 

Could we continue, I suppose we could, making up the difference 
simply through a seabeniadins method, that is, through political 
action ¢ 

Mr. Leperer. In the first place it is not entirely an unusual thing 
to do. You do it obviously in the domestic economy, and in prin- 
ciple—I do not want to take a position, for or against—but in 
principle there is not much difference whether it is international or 
domestic. 

Mr. Curtis. The question of whether we do it in our domestic econ- 
omy was a subject of various papers submitted earlier. I still am one 
who thinks that you can argue for the graduated income tax on the 
basis of benefits, the person who pays the highest utilizes society’s 
mechanism more, but at least that would be a political action required 
to make that adjustment. 

The second question is this: If we use our net foreign investment 
to make up this differential to a degree, and apparently we are, that 
on a short-range basis certainly would do it, but in projecting the 
investment over a period of time doesn’t that "reach a point not only 
of diminishing returns but actually builds up the other way where 
it imposes a burden on the economy and would tend to widen the 
dollar gap? Would you say that w ould be true? 

Mr. Leperer. No, it is not that simple. You must not assume that 
if you change one item, let us say investments, and you get income 
on that investment, and maybe that income rises faster than the an- 
nual outflow of new capital which is very likely to happen in the long 
run, that the other items remain constant as they are now. 

In other words, it is quite conceivable, and probably that is what 
did happen in other countries, that as the world has to pay income 
on our investments that they then will buy somewhat less fro us and 
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that differential which we have now between exports and imports 
might well get smaller or, if you wait long enough, turn around as it 
did in England, Holland, and other creditor countries. 

That does not mean that the world will be any worse off than it is 
now. It doesn’t mean that there will be a bigger dollar gap. It would 
just mean that foreign countries are producing, with the help of our 
capital, a good many of the things themselves which they now buy 
from us. 

Mr. Curtis. Are we not constantly confronted with this business 
of freezing, allowing pressures to freeze earnings on our investments 
abroad within those countries, whether it is a governmental freeze or 
whether it is a freezing because of an enlightened understanding of 
the situation by the holders of our investment ? 

Let me illustrate with a specific case. 

We had a lot of investment in England in the movie industry. It 
was decided as a matter of policy not to take the earnings from that 
investment out of the British economy but to plow it back in, which 
incidentally further aggravated the situation and got into other com- 
plexities with regard to the British home film industry. 

It seems to me that if we count too heavily on our investments abroad 
making up this differential that over a period of time that will create 
these other difficulties which in effect are another symptom of a dollar 
gap. Freezing the earnings on investment is a symptom, would you 
not say, of a dollar gap? 

Mr. Leprrer. As to the mere facts, the tendency is rather in the 
opposite direction. It is not to freeze the earnings on our investments 
but the tendency in the last years is very definitely to facilitate the 
transfers of those earnings. 

Mr. Curtis. Facilitate them from a frozen condition. I will agree 
with you it is an easing now but it is from what was really a solid 
frozen condition. 

Mr. Leperer. In some countries it might have been, but today there 
is very little of that freezing left. In practically all countries you 
can now transfer earnings on the American investments as the enter- 
prises want to transfer them. 

Mr. Curris. Is not one of the forces behind that the desire of these 
foreign countries to get more American investment in there, which 
is all right, and that will again ease the situation ? 

The question I pose is this: Is that remedy not actually like taking 
dope? Won’t they become dependent upon that and in the long run 
they will have to pay back unless we have one of these expropriation 
movements which we have also seen, which is another way of solving 
the dollar gap ? 

Mr. Leperer. One problem to this question is the use of the term 
“dollar gap.” 

Mr. Curtis. We went into that. You pointed out one basis was 
what are the needs and desires of these nations, so I tried to freeze 
that situation for discussion by saying let us take India as it is with 
the desire for a 5-year program and these other countries with their 
desires, and under that set of circumstances we have a dollar gap. 

I think you agreed we did. 

Taking that set of circumstances what I am now trying to do is to 
take these various methods of meeting that dollar gap and seeing what 
their effect is, and I am suggesting that investment, although it will 
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take care of an immediate situation, it seems to me in the long run 
that will tend to aggravate the dollar-gap problem. 

In other words, if the temporary easing within that period does 
not enable them to do something else to get at this dollar gap the 
will find out that they are worse off than they were before they week 
the investment. 

Mr. Leprrer. We are just now publishing a little study which we 
had made last year. That study pertains to our investment and the 
experience we had with our investments in Latin America. That is 
not India but the principle is about the same. 

One of the questions which led to that study was an argument 
which was very similar to the one which you are posing now, namely, 
the Latin American nations in their conferences in Rio, Caracas, and 
other places, accused us of the fact that with our investments we are 
pulling more money out of those countries than we are putting it, and 
they used, to support their arguments, our balance of payment 
figures showing that the income from these investments is larger 
than the new capital which we put in year after year. The income 
grows as the total investment expands while the new capital being 
put in does not necessarily advance from year to year. It does but 
somewhat more slowly. 

That was the problem. With that in mind we made a study based 
on questionnaires we sent to the major companies operating in Latin 
America to find out what happened to the investments. 

This roughly is the answer. I do not have the figures before me 
but this is what it would be in rough terms. 

A large part of our investments which we have there are used to 
produce goods which are exported from countries in which the in- 
vestment is taking place. Let us take oil, Venezuela being a typical 
case, and copper in Chile. 

Obviously we are getting something back from those investments. 

Now the question is what is left for those other countries? Are 
they poorer or not? 

The answer is that even though we get a profit back we are still 
paying out wages in those countries and we are paying out taxes and 
royalties. 

It is those taxes, wages, and royalties which really accrue to those 
countries and which they would not have without those investments. 

The idea that they become poorer, or that their balance of payments 
gets worse, that argument is not true. They are getting those dollars. 

Mr. Curtis. Now you are getting to the question I was going to 
D0se. 

' Mr. Boces. Excuse me. Did the figures show there was a net gain? 

Mr. Leperer. Yes, very definitely. 

Mr. Curtis. The point I am getting at is this: It is not the invest- 
ment itself but how the investment is being used. That was leading 
to the real question I had in mind. 

In the long pull isn’t the only way you solve the dollar gap building 
the economies of these countries abroad ? 

Mr. Leperer. Yes. That is what the investments are doing. 

Mr. Curtis. If they are doing it an investment could exploit a 
country, could it not? 

Mr. Leperer. That is a question which is hard to define. 
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Mr. Curtis. It is all tied up in the word “exploit” which is an epi- 
thet itself. 

If our foreign investment, for example, goes over to take lead out 
of a country, let us say, and pays the miners at a rate of 10 cents an 
hour when that same capital if it were in this country would pay the 
miners $1.80 an hour, I would say the epithet or the term “exploita- 
tion” might apply to that. 

What I am going to suggest is that that kind of investment abroad 
is not going to help very much to build the economy of that particular 
country. 

At least you might agree with this: It depends on how you invest to 
cover the extent of how you build the economy of a country. You 
can probably build it more but you can build it up more if you carried 
out better investment policies. 

Mr. Leprrer. The difference is in degree. To pay 10 cents an hour 
is much less than you would pay here, of course. 

The next question is this: Would that miner have the opportunity 
to earn even 10 cents if it were not for that investment? It might be 
a small] gain for him but it might still be a gain. 

The other thing is that most investments of that type, exploitation 
of natural resources, require in our days a good many installations, 
such as construction of railroads and powerplants, particularly in 


_ mining, and usually also they require substantial payments to local 


governments. 

Mr. Curtis. Would you say a test of whether the country is devel- 
oping is the increase in its per capita GNP? 

Mr. Leprerer. Yes, it is one of the tests. 

Mr. Curtis. And applying that would be another way of saying 
that as their own domestic market of that country develops that coun- 
try then is developing. That would be doing two things, broadening 
its base and creating more variety. 

Taking a country that might be dependent on exporting lead, for 
emeenyess if its domestic market were being built it would be diversi- 

ing. 

oo Leperer. Very often you have foreign investment operate as 
a trigger in economic development. You might start out, and we in 
this country started out that way to a large extent, by producing for 
export and in this way getting an income, and then these people who 
get the income, in turn, buy something produced at home from their 
neighbors, and you get a building up and diversification of the econ- 
omy. That very often follows that initial export development. You 
do not stop there. 

Mr. Curtis. This leads to the general question I asked the previous 
panel, whether in their opinion they thought our foreign trade policy 
aa 4 directed toward developing the domestic markets of countries 
abroad. 

I could not get much comment out of the previous panel, but it does 
strike me there are many tests—one, solving the dollar gap; two, the 
Trade Act purposes of 1934 say it was to expand exports; third, the 
political aspect of combating Russia and eliminating low living 
standards in countries abroad. 

It seems to me almost every one of these objectives we seem to pose 
in our foreign policy is met if we were to direct our foreign trade 
policy toward developing domestic markets abroad. 





FOREIGN TRADE POLICY 215 


Would you say that is a fair guideline to use in testing out whether 
we have a good foreign trade policy which is the subject of our panel 
cliscussions ? 

Mr. Leperer. Yes. I think you are perfectly right, but there are 
two questions. ; i 

In the first place, how do you start the movement of expansion ? 

Mr. Curtis. That is why I was getting into some of these details. 

Mr. Leperer. The other thing is that if you have an expanding 
economy, every country will need increased imports of some sort— 
capital equipment or whatnot—and they have to be paid for by 
increased exports. 

In effect, it is just a question at which end you want to start that 
whole operation, but if we want to have an expanding economy in 
Peru you can start out by buying copper from Peru and then the 
Peruvians themselves will develop their own businesses to meet their 
own demands, but in the course of doing that, they will have to im- 
port something. 

Mr. Curtis. Yes. Suppose they do not? Suppose you have a 
situation—and this is not entirely supposition—where the capital 
take is maybe 30 and 40 percent per annum and your wage scales 
are down around 10 cents an hour. That kind of economy has ex- 
isted in many nations for hundreds, and I dare say centuries, and 
they have never developed a real domestic market, so it would seem 
to me that this question of whether our foreign trade is going to 
actually further the purposes we have in mind is not necessarily 
whether we expand it, but how we expand it and in what manner we 
— purchasing, and investing in this expansion of foreign 
trade. 

Mr. Harsercer. Congressman Curtis, I would just like to say that 
while I agree that it is probably an objective of the United States 
foreign economic policy that the economies of friendly nations should 
grow, I find it difficult to say it should be a test of the merit of our 
foreign trade policy whether they, in fact, do grow, the reason being 
that I think that trade and development are two quite different 
things. 

Development, by and large, I believe—this is a belief that I have 
given a lot of thought to—I believe development of a country comes 
largely from its internal efforts, from the wisdom with which that 
economy is organized and from the degree its people internally save. 

Mr. s. Our foreign trade policy is directed toward develop- 
ing. I do not mean that we direct, but to the extent that in our 
trade we can pay attention to that, and also, after having done our 
trading, whether or not those economies have developed, that is a 
test of whether we have been achieving our objective. 

Mr. Harsercer. The objectives are a bit distinct. With a non- 
growing economy we can have badly organized trade or well organ- 
ized trade. With an economy that is growing we can have badly 
organized or well organized trade. I feel while we have an objec- 
tive and a desire to see these friendly economies grow and insofar 
as our policy can be brought to bear and influence their growth, it 
is a good thing, I still suspect that in the end the degree and pace 
. their economic growth is a matter more of their responsibility than 
of ours. 
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I feel a bit uneasy thinking of a test of our policy being whether 
country X grows. 

Mr. Curtis. I see the matter of degree. There have been some 
expressions that just the increase in the size of foreign trade, per se, 
is good. I am trying to examine into that to see if really what we 
are more concerned about is the manner in which it is growing. 

Mr. Boages. Mr. Mason ? 

Mr. Mason. I have just one question of Mr. Lederer. 

Mr. Boees. Go right ahead. 

Mr. Mason. Mr. Lederer, from all those charts you showed us, it 
is right for me to get this impression: That over a long period of 
time that we pay out to foreign countries about the same amount of 
dollars that we take in from foreign countries, but over short periods 
sometimes that fluctuates a little? Is that right? 

Mr. Lzperer. It is probably, all in all, right, that foreign countries 
will want to spend as many dollars as they can. However, there will 
also be a tendency by some of the major trading nations to expand 
their gold and dollar reserves, which can be done only by spending 
somewhat less than they receive. 

Mr. Boees. Thank you very much, gentlemen. 

We are going to cut this a little short this afternoon. There is 
quite a blizzard outside. I would like to thank all of you—Mr. 
Adler, Mr. Harberger and Mr. Piquet, Mr. Blackwell, Mr. Lederer 
and Mr. Marget, ma was with us this morning. You have made a 
very fine contribution to our subcommittee’s work. 

I am sure that your contribution will be most helpful to all the 
Members of Congress when we consider the trade-agreements pro- 
gram in the approaching session. 

We will keep the record open for 2 weeks after December 13, which 
is the day that we will close these discussions. You may expand upon 
your remarks, and also you will have the privilege of editing your 
remarks here today. 

Thank you very much. 

We will meet at 10 o’clock tomorrow morning. 

(Whereupon, at 3:35 p. m. the subcommittee adjourned, to recon- 
vene at 10 a.m. Thursday, December 5, 1957.) 
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THURSDAY, DECEMBER 5, 1957 


Hovse or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTTEE ON Ways AND MEANS, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to notice, in the main 
hearing room of the Committee on Ways and Means, the Honorable 
Hale Boggs (chairman of the subcommittee) presiding. 

Mr. Boees. The subcommittee will please come to order. 

In this, the fourth of these discussions, our subject is the Trade 
Policies of Foreign Countries in Relation to United States Policy; 
Developments With Respect to the Liberalization of Trade, and 
Payments, and the Development of Regional Customs Arrangements. 

This subject has been touched upon a good deal in previous panel 
discussions, but it is hoped that it can be dealt with here in some- 
what cor detail with information relating to actual developments 
abroad. 

Our participants in today’s panel discussion are highly qualified 
to analyze developments need, 

I shall identify our participants from my left going around to 
my right: 

Mr. Samuel W. Anderson, former Assistant Secretary of Commerce 
for International Affairs. We are very happy to have you Mr. 
Anderson. 

Mr. Anperson. Thank you, sir. 

Mr. Boaes. Mr. Roy Blough, professor of the Graduate School of 
Business Administration, Columbia University. It is nice to have 
you, Mr. Blough. 

Next is Mr. Gottfried Haberler, professor of economics, Harvard 
University ; Mr. Eldridge Haynes, publisher, Business International. 
It is good to have you again, sir. 

Mr. Haynes. Thank you, sir. 

Mr. Bocas. Next is Mr. D. F. Heatherington, National Foreign 
Trade Council, Inc.; Raymond Mikesell, professor of economics, Uni- 
versity of Oregon. 

Next is Mr. Warren Shearer, professor of economics, Wabash Col- 
lege, and last to my right is Mr. j Wilner Sundelson, manager, facili- 
ties and operations planning office, Ford international division, Ford 
Motor Co. We are very happy to have the gentleman from one of our 
great automobile companies. 

I must also apologize for the fact that we have only two micro- 
phones here, but we have a very inadequate system, and that is all 
that it will take. So, I would ask each one of you to use the micro- 
phone, if you will. 
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I magne say, too, that this discussion is very informal. You will 
have the privilege of editing your remarks and we will provide 
each of you with a copy of the transcript of today’s discussion so 
that you may do that. In addition to that, the record of these 
discussions will be held open for 2 weeks after December 13 in order 
for any of you to supplement any remarks that you may make. 

Our usual procedure is to start with brief introductory remarks 
by each one of you. So, if I may start here at my left with Secre- 
tary Anderson, I shall call upon him for a brief statement. 


STATEMENT OF SAMUEL W. ANDERSON, FORMER ASSISTANT SECRE- 
TARY OF COMMERCE FOR INTERNATIONAL AFFAIRS 


Mr. Anperson. Thank you very much, Mr. Chairman. The pur- 
pose of this brief paper of mine is to pose some of the important 
problems and questions arising as a consequence of the creation of 
the European common market as embodied in the so-called Rome 
Treaties signed in March 1957 by France, Western Germany, Italy, 
Belgium, Holland, and Luxembourg. These are the same six coun- 
tries as have constituted the existing Coal and Steel Community. It 
is far too brief to include extensive analysis of the impact of these 
developments on United States policy and our trade with the six 
countries. 

Since papers have already been contributed to this committee, I 
assume it is unnecessary for me to describe what the common market 
is and the various differences between it and the proposed free trade 
area scheme. There are a number of important differences, the most 
obvious of which is the fact that the members of the free trade area 
will retain their individual tariffs vis-a-vis outside countries whereas 
the six members of the common market will unify their tariffs against 
third countries as well as dismantle their internal tariffs and other 
trade restrictions. 

As everyone knows who has followed these developments, the 
common market plan is completely embodied in a set of treaties be- 
tween its members whereas the proposed free trade area scheme is 
still under negotiation under the Comeian of the British. 

While it is too early to reach any but tentative conclusions, some 
of the questions which must be examined are identifiable. They 
may be summarized below in a somewhat over-simplified manner. 
Our interest of course lies primarily in the ways in which the de- 
velopments of the common market and the free trade area may have 
an effect on United States trade or United States economic policy 
generally. To identify our interest, however, it is necessary to ex- 
amine these movements on a rather extensive basis in considerable 
depth because of the complexity of the arrangements. 

1. Will the creation of the common market have a tendency to 
cause a rapid industrial expansion inside that market for the pur- 
pose of supplying to the 160 million people in it from European 
sources finished goods which heretofore have been imported to an 
appreciable degree? 

2. If the developments suggested in the previous sentence should 
take place, will this cause a substantial increase in the demand within 
the common market and the free trade area for basic raw materials 
and fuel to support the increased industrial production ? 
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3. If this increase in demand for raw materials and fuel material- 
izes, will the area be able to pay for these increases by enlarging their 
exports of finished goods to the dollar area, to the sterling area, and 
to other areas ¢ 

4. What are the chances of an imbalance being generated by this 
ability to earn and the needs to spend? Will the high priority which 
must necessarily be assigned to the imports of necessary raw mate- 
rials and fuel cause a sequeeze in the availability of foreign exchange 
to pay for imports of finished goods from the United States and else- 
where ? 

5. If this should develop, what would be the effect on the exports 
from the United States to Europe and what would be the resulting 
import policies of European members of the common market? 

6. How would the increasing demands in Europe for more raw 
materials, fuel, food and even “finished products be likely to affect 
our own trade polici ies here as typified by the Trade Agreements Act ? 

7. What would be the possibilities that the development of this 
strained situation suggested above might cause the common market 
members to be forced into a more restrictionist and protectionist pol- 
icy in order to conserve their foreign exchange resources ? 

8. Will the developments in the common market and the free trade 
area have a tendency to stimulate substantially additional capital in- 
vestment from abroad as well as internally and can this be accom- 
plished without the danger of severe inflation ? 

9. Will the modernization and expansion of European industry 
permit a substantial increase in the standard of living of Europe and 
what are the implications of this from a political and defense point 
of view? 

10. Will these developments improve Europe’s competitive position 
vis-a-vis the United States in third markets? 

11. Will the projected development of the African areas be likely 
to adversely affect other areas in which the United States is substan- 
tially interested such as Latin America ? 

12. Will the special position of agriculture and the projected grad- 
ual changes in agricultural policies of the common market adversely 
affect American agricultural exports ? 

Mr. Chairman, ‘this is simply an attempt to state some of the prob- 
lems, and I think they need to be discussed, and resolved. In my 
opinion the developments that we are now considering are by all odds 
the most important economic developments of this century in Europe, 
and in my opinion the European countries in the free trade area, if 
it is borne, will by that very act wrest from us the leadership in in- 
ternational trade development. 

L see we have before us a number of interesting papers on this 
same subject. So, I think with your permission I will terminate my 
comments now because I understand we will have a chance, perhaps, 
to discuss among the panel members the various aspects of this mat- 
ter. 

Thank you, sir. 

Mr. Macnrowrez (acting chairman). Thank you very much, Mr. 
Anderson. 

Mr. Blough, we shall now be glad to hear from you. 
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STATEMENT OF ROY BLOUGH, PROFESSOR, GRADUATE SCHOOL OF 
BUSINESS, COLUMBIA UNIVERSITY 


Mr. Broven. Mr. Chairman, I have read with a great deal of in- 
terest the papers in this very excellent compendium that have a bear- 
ing on our particular topic. They seem to be largely in accord with 
each other in economic analysis and policy recommendations, and I 
find myself in substantial agreement with them. 

The types of trade policies of foreign countries that are referred to 
particularly in those papers are (1) the quantitative restrictions, 
and other types of trade barriers which other countries have raised 
against foreign trade including our own and (2) the European 
common market and the proposed free trade area. Whether the 
free trade area will be established and whether the successive stages 
planned for the common market will all be taken is speculative. For 
the time being the attitudes are favorable, but the potential strength 
of protectionism and nationalism should not be underestimated. 

I would like to comment on a subject which is not dealt with to 
any great extent in the background papers, namely, the bearing which 
trade policies have on United States private investment abroad. 

With the possible exceptions of petroleum and mineral extraction, 
in which the investment must go where the mineral deposits are 
located, most investment abroad by United States businesses takes 
place only after considerable experience with exporting. The enter- 
prise sells abroad for awhile, and finally decides to manufacture 
abroad. Such investment abroad is stimulated by incentives to profit 
and is discouraged by risks of loss, whether these are ordinary busi- 
ness risks or political risks. The important point for the present 
discussion is that the trade policies of the United States and those 
of other countries affect such incentives and risks. 

Some countries are stimulating investment by United States busi- 
nesses there by putting a squeeze on imports. Sometimes the squeeze 
is an incidental result of balance of payments difficulties; sometimes 
it is part of a deliberate policy of promoting industrialization. What- 
ever the reason, the importation of some kinds of goods or components 
is reduced or stopped entirely. Our manufacturers selling in the 
country are then faced with the alternatives of accepting the loss of 
its market in the country in question or of producing within that 
country—or in some third country that is not subject to the trade 
restriction, if there be such a country. 

In many cases the amounts involved are small and the circum- 
stances such that the better alternative is to accept the loss of market 
and withdraw from the market. In other cases the decision is to 
set up production overseas either by establishing a branch or subsidi- 
ary plant, by joining forces with a local react Shaan or by licens- 
ing patents and ‘waiesiiat Slat and supplying technical know-how. 

Investment overseas is likewise encouraged by foreign customs 
unions and preferential trade arrangements. One of the reasons 
why United States businesses establish factories in Canada is to se- 
cure the benefits of “imperial preference” in selling to Common- 
wealth markets. The establishment of the European common mar- 
ket and of the related free market may be expected to encourage 
United States manufacturers to establish factories within these areas 
in order to take advantage of the lower tariffs, and later perhaps of 
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no tariff at all, in supplying the markets in the various countries 
within the areas covered by these arrangements. At the present 
time there seems to be something of a rush to get established within 
these areas before the best opportunities have been preempted by 
others. 

It would be ironical if, after making heavy investments in such 
smaller countries as Belgium or the Netherlands, the protectionists 
in the larger countries of the European Economic Community proved. 
to be so strong that the anticipated tariff reductions and relaxation 
of other trade restrictions did not take place or were long delayed. 
This is by no means an impossibility. 

Not only the trade policies of other countries but also of our own 
country have effects on the volume of United States investment 
abroad. I am not referring to tax incentives or investment guaranty 
arrangements, but rather to our tariffs and other restrictions on im- 
ports. ‘To the extent that our trade policies are effective and actually 
reduce or hold down the volume of imports, they also reduce or hold 
down the volume of foreign purchases of our products. It is not 
that foreign buyers do not want our goods but that they have less 
dollars with which to buy them than would be the case in the absence 
of our import restrictions. This shortage of dollars gives rise to 
balance of payments difficulties which, as noted earlier, are a frequent 
source of restrictions against United States goods. 

The limitation on the demand for our exports resulting from our own 
import restrictions has a mixed effect on the volume of United States 
foreign investment, especially in manufacturing. For the longer fu- 
ture the effect may well be adverse to such investment since, as 
previously mentioned, exporting is a stage in which United States pro- 
ducers ordinarily spend considerable time before they start to invest. 
abroad. If exports are limited, fewer producers are likely to develop 
an important stake in foreign markets. 

The more immediate effect of our import restriction and resulting 
export restriction on United States foreign investment is to encourage 
manufacturers who have a large stake in foreign markets to invest 
abroad in order to maintain and develop those markets. 

Foreign investment that is made on the basis of real economic ad- 
vantage can benefit our economy through making it possible for us to 
buy cheaper abroad and through the earnings on the capital. The 
foreign investment that is brought about by trade restrictions and arti- 
ficial stimulation, however, may well be uneconomic from our national 
point of view, since it may mean diverting investment from more pro- 
ductive employment and losing the benefits of comparative economic 
advantage. 

Some writers and publicists have emphasized the desirable effects 
that foreign investment has on exports. At the time an investment is 
made abroad it creates demand for United States products—capital 
goods and other commodities—and thus serves as an economic stimu- 
lant although later on it may reduce our exports. If at the time of 
investment the United States economy is depressed as a result of in- 
sufficient domestic demand, the impact of the investment may be 
highly desirable. If, however, the United States economy is fully em- 
ployed at the time, the additional foreign investment must be accom- 
panied by reduced domestic investment or the results will be infla- 
tionary. The situation prevailing since the war, of course, has been in 
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general one of high employment and inflation. I do not accept the 
view that for the future we are likely often to need the stimulant of 
foreign investment as a kind of economic bloodletting to maintain a 
healthy economy at home. 

It is important to note that except for the temporary stimulant 
just mentioned, we as a nation can derive an economic return from 
foreign investment only through imports, since only in this way can 
the products or profits from the investment be brought home. That 
means that if we invest more we must be prepared to import more. 
Stimulation of foreign investment can be a sort of palliative which 
hides the effects of trade restriction on our exports. It merely post- 
pones and accentuates the need for a more liberal policy in the future 
if we are to face up to our opportunities and responsibilities as a great 
creditor nation. 

Another value seen in foreign investment is that such investment 
aids the economic development of other countries, which is a goal of 
our foreign economic policy. We hope to derive benefits of a political, 
security, and indirectly of an economic character which may well 
justify the policy, but these benefits should not be confused with the 
direct economic benefits of foreign investment previously referred to, 

On balance, I believe that the stimulation of United States foreign 
investment through trade restrictions is less desirable for our national 
economy than the liberalization of trade would be. I believe we 
should liberalize our own trade policies and should actively negotiate 
through the GATT and the OTC to reduce trade barriers abroad. 

Thank you, Mr. Chairman. 

Mr. Macnrowrcz. Thank you, Professor Blough. 

We shall now hear from Mr. Haberler. 


STATEMENT OF GOTTFRIED HABERLER, PROFESSOR OF 
ECONOMICS, HARVARD UNIVERSITY 


Mr. Haserter. I shall be very brief and summarize my paper in 
the compendium which will be found on page 477. However, I should 
like to make one additional remark later on certain developments 
which have occurred since I wrote that paper. 

This paper is concerned with the common market and the free 
trade area. 

As I see it, the United States cannot possibly be against a common 
market or the free trade area. It is in the interest of the United 
States that Europeans should create a large market and become more 
viable and be viable without American aid. 

If the common market really is carried out, I personally have no 
doubt that that will lead to more economic growth of the area con- 
cerned. 

That is only in the interest of the United States. 

Even so—and here I think we have to be clear—there is some 
discrimination involved in such an arrangement against American 
exports. The French can import German automobiles duty free; 
whereas, American automobiles have to pay duties, and that is a sort 
of discrimination, but this discrimination which is implicit in their 
common market and the free trade area can be compensated by the 
economic growth which such an area will bring about, and which 
will lead to an increase in overall imports into that area. That as- 
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sumes, of course, that a common tariff of the common market against 
the United States is not too high. There are legal rules laid down 
in the GATT agreement which permit countries to form a customs 
union, but these rules also lay down that the common tariff of such 
a union should not be higher than the average tariff of its members. 
It is before GATT that the interest of outsiders and the United 
States should be defended and for that reason I think it is very im- 
portant that the United States should remain in GATT and should 
strengthen GATT, and should possibly join in the OTC, the agency 
which is to be created for GATT. 

At the recent GATT meeting—there was a GATT meeting in Oc- 
tober—the United States was represented there, and the common 
market was discussed with some of the outsiders raising objections, 
and that is the main point which I should like to make over and 
above what I have said in my prepared statement which is contained 
in the compendium. 

In the meantime the plan was changed so as to include so-called 
associated areas. This is primarily French associated, areas such as 
French colonies, or former colonies in Africa, as, for instance, French 
Equatorial Africa, West Africa, and others that will be included in 
the common market. That means that exports of these countries of, 
say, coffee or other products would come in duty free into the Euro- 
yean countries. However, that means at the same time that there is 
i ematinn against other countries who are outside the area as, 
say, the new state of Ghana, or Latin American countries such as 
Brazil. 

I, personally, find that this kind of discrimination against such 
countries as Brazil and Ghana or Liberia is entirely unjustified. I 
am pretty sure that the United States will be put on the spot sooner 
or later, and the representatives of those countries will ask the United 
States, “What do you say against this type of discrimination to which 
we are subiected ?” 

This is something which does not concern the United States directly, 
but indirectly, very much, because we are friendly with these countries 
such as Ghana and Liberia, and these new countries should be 
strengthened since there is danger of Communist infiltration. 

For that reason I think the United States should assert its influence 
to see to it that discrimination as such against such free countries 
should not be permitted in the free trade area and the common market. 

I think that that again underlines the importance that the United 
States should be a very active member in GATT which is the obvious 
forum for such complaints. 

I was told that at the last meeting of GATT, which has just finished, 
the United States was a little bit on the fence. I think that is per- 
fectly all right. This is a European affair, and they should be allowed 
to manage it, but sooner or later, the objections of such outsiders as 
those I have mentioned, in addition to Japan, will become louder and 
I think the United States will have to take a stand. 

Let me say once more that I think for these reasons it is very im- 
portant that this international forum, GATT, where these things 
are thrashed out, be strengthened, and for that reason I think the 
United States should join the OTC. 

Thank you, sir. 

Mr. Macurowicz. Thank you, Professor Haberler. 
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Next we shall hear from Mr. Haynes. 


STATEMENT OF ELDRIDGE HAYNES, PUBLISHER, BUSINESS 
INTERNATIONAL 


Mr. Haynes. Mr. Chairman, my remarks are based upon a rather 
ees study of the common market and the free trade area 
conducted by Business International, a copy of which I have here— 
copies are available for all the members of the committee who would 
like to have them—plus 5 weeks in Europe from which I have just 
returned. 

We held a conference in Milan, Italy, on October 21, attended by 
executives from 45 large American corporations on the one hand, 
and 20 leading Europeans representing the common-market countries 
and the proposed free trade area. 

Following that, I was privileged to have long discussions in Italy, 
Austria, France, Germany, and the United Kingdom with the officials 
of those governments that are now struggling to prepare a treaty to 
form the free trade area. 

My judgment is that the efforts to form the free trade area will be 
successful and if this should come about, as I think it will, the market 
we are talking about will be not 164 million people, the population of 
the European Economic Community in the 6 countries involved, but 
286 million people. The gross national product will not be $133 
billion, which is the gross national product for the 6 countries, but $227 
billion, which is the gross national product of the 17 member countries 
of the OEEC. 

The basic problem facing the Europeans, in enlarging the area of 
free trade beyond the 6, springs from the fact that the 6 have agreed 
to a considerable surrender of sovereignty and to undertake many 
obligations beyond the mere free exchange of goods and services; 
whereas, the 11 led by Britain, wish to have a free exchange of goods 
and services without assuming the additional obligations that the 6 
have assumed. 

Now, specifically, there are 4 major impediments that these 17 
countries are grappling with in order to create a free-trade area. 
First is the question of origin of goods. A product might come from 
the United States into the free-trade area via a country in the free- 
trade area which has very low duties. Then the question is: “Will 
that product have free access to the whole of Europe when only a 
small tariff has been paid ?” 

That is a question that must be answered, even if, unfortunately, 
the free-trade area should not come about. During the transition 
period each of the six will have different heights of tariff walls. 

So, the question of origin is one of the most difficult problems with 
which they are Se aa 

The second is the problem of agriculture. As you know, England 
proposed that agriculture be excluded. The Danes and others pro- 
tested because agriculture represents such a high portion of their 
foreign-exchange earnings. 

The third problem arises from the demands made by the periphery 
countries such as Greece and Turkey. They feel incapable of enter- 
ing into a free-trade area unless large quantities of capital are in- 
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vested within their countries to equip their industries and to enable 
them to compete. Having seen the provisions in the Rome treaty for 
$581 million to be invested by the 6 in their overseas territories, these 
less-developed countries of Europe—Greece and Turkey—are hoping 
that the people negotiating the free-trade area will make some pro- 
vision for capital investment in their countries. 

The final and overriding problems arise from the demands of the 
6 upon the 11—and particularly upon Britain—that they agree to 
more than the free exchange of goods and services, that they a 
to the freedom of movement of capital and labor, and to harmoniza- 
tion of social charges and to other provisions that are in the Rome 
treaty. 

I think that all four of these problems are going to be solved. 
There is a mutual desire that this happen. The six would much pre- 
fer to have England and the other countries join the European Kco- 
nomic Community. But they are also realistic, and know that that 
is not likely to happen in the foreseeable future. Rather than have 
those countries snctaded, they would rather see the free-trade area 
as a compromise. The 11, obviously, cannot ignore the largest single 
market in the world outside the United States, and wish very much 
to be associated with it. 

There is no doubt that the British are hoping to maintain their posi- 
tion in the Commonwealth and to have free access to the continent 
ue muses, and pay as small a price as possible to get the benefits of 
the policy. 

My own conclusion from these observations and studies is contained 
in this brief which has been distributed to you. 

[ think there are two benefits that will accrue to the United States 
from the development of the European common market and the free- 
trade area. First, the European economy will become stronger. Mass 
production and distribution will make possible greater productivity 
and lower costs. Europe will be better able to produce more for de- 
fense and more for raising its own standards of living. Ultimately, 
this should make possible a significant reduction in United States 
military support to Europe. 

Second, the single, large, and rapidly growing market in Europe 
will provide increased opportunities for certain United States ex- 
ports, notably some raw materials, fuels, luxury goods, and certain 
highly specialized machinery. 

On the other hand, I think there are three possible harmful effects, 
unless some steps are taken now: 

First, a burgeoning Europe will offer greater competition for raw 
materials in short supply that the United States also needs, such as 
iron ore, 

Second, given a mass market, modern technology, wages much lower 
than United States wages, and tariff protection, and European manu- 
facturers will dominate the European market. 

United States exports of many manufactured goods will be re- 
duced, if not wiped out. 

Third, owing to lower costs, Europe’s share of exports to third 
markets will be increased, and the United States share reduced— 
subject to the possibility that demand within Europe may tax Eu- 
rope’s ability to export. 
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Now, some steps that alert American manufacturers can take and 
are taking include: 

First, to be even more resourceful and inventive in promoting 
exports. 

Second, to increase investments in manufacturing in Europe, and 
thus to compete with Europeans on even terms and often in partner- 
ship with them. 

Third, to invest in, and thus to control raw-material resources 
abroad. 

I offer these suggestions as to how the United States Government 
can help to secure the benefits and to avoid the losses resulting from 
European economic integration. 

First, to influence the tariffs against the outside world to be set 
on products listed in the G list appended to the Rome treaty, and 
effectively to bargain with European Economic Community, repre- 
senting a bloc of six countries, the Reciprocal Trade Agreements Act 
should be renewed with bargaining powers given to the President, 
and without crippling amendments. Later in the discussion I would 
like to elaborate upon the G list. We do not know what the height 
of the tariff against the outside world will be on the products in this 
list until after the community comes into existence and the tariffs 
then negotiated. 

Second, to remove inequities in the taxation of foreign income to 
enable United States industry abroad to compete on more even terms 
with its foreign competitors. 

Taxation on foreign income should be deferred until dividends are 
paid to the United States stockholders. British firms are treated in 
this manner under the new United Kingdom Revenue Act. 

The level of United States taxation on income arising from direct 
investment abroad should be reduced by 14 points to enable United 
States firms to compete with local firms. 

Foreign income should, in no case, be so taxed by the United States 
as to produce a higher tax than is applied against corresponding do- 
mestic income. 

The carryback and carryforward of the foreign tax credit should 
be allowed. 

Thank you, Mr. Chairman. 

Mr. Macurowicz. Thank you very much, Mr. Haynes. 

You referred in your statement to a report on the European com- 
mon market. 

Has that been made available to our staff ? 

Mr. Haynes. Yes, I believe it has. 

Mr. Macurowicz. Do you have any objection to having it made a 
part of the record ? 

Mr. Haynes. We would prefer, if you are willing, not to have it 
published, but every member of the committee is most welcome to a 
copy. 

Mr. Macurowicz. If you would furnish the committee with a copy 
of it we would appreciate it, and we would not make it a part of the 
record. 

We shall next hear from Mr, Heatherington. 
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STATEMENT OF D. F. HEATHERINGTON, NATIONAL FOREIGN 
TRADE COUNCIL, INC. 


Mr. Heatuerrneton. I appreciate the opportunity to pevubett in 
this panel discussion on part IV of the compendium which has been 
collected for the Subcommittee on Foreign Trade Policy. 

I shall keep this prepared statement relatively brief since it seems 
to me that the subjects under consideration today have already been 
well and comprehensively covered by the several papers which com- 
prise part IV of the compendium. Further, taken as a whole, I am in 
substantial accord with the authors of these papers on major points 
of fact, interpretation and general conclusion. This does not mean 
however, that I would be prepared to accept in every instance and 
without hesitation or further study the particular course of action rec- 
ommended. 

To be more specific I should like to turn first to those papers which 
are primarily concerned with trade and payments restrictions imposed 
by fovelion countries. I have reviewed the report on Control Regula- 
tions Applying to Imports from the United States prepared by the 
Department of Commerce, noting especially the sections which deal 
with the European countries. Those who are more familiar than I 
with conditions in the other areas surveyed concur that these sum- 
maries—subject to some additions or corrections to bring them up to 
date, which would not affect the basic conclusions—give a fair and 
accurate impression of what confronts the United States exporter 
when he attempts to enter or continue in these markets. There cer- 
tainly can be little doubt, however, that this situation has materially 
improved within the past 3 to 5 years, partly as a result of pressures 
from outside and partly as a consequence of economic changes in the 
national positions of these countries. 

Nevertheless, in many quarters there is still considerable room for 
progress in the removal or relaxation of impediments to trade, a fact 
graphically brought out in these Commerce Departments précis and 
given added support in the papers submitted by the State Depart- 
ment and by Professor Mikesell. 

As I read these papers there were three things which seem to stand 
out: 
(1) The number and variety of avenues and methods through 
which the State Department has worked to obtain a reduction of trade 
barriers and an alleviation of the hardships which the imposition 
of these controls have created for United States exporters. But it 
will not come as any surprising news to the State Department that 
there have been times when some United States exporters have felt 
that the department was not too sympathetic to their problems and 
none too forceful in pressing for better treatment abroad. 

(2) The general and rather frank acknowledgment that at least 
some of the restrictive controls, ostensibly maintained for balance-of- 
payments reasons, are actually perpetuated by some countries as a 
means of protecting various branches of domestic industry. I would 
certainly agree that this is a rather difficult problem to meet, since the 
fact of protection—although seemingly quite apparent—is often 
virtually impossible to prove. 
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(3) Professor Mikesell’s interesting discussion and rejection of 
what he describes as the “dollar shortage myth.” Without intending 
in any way to depreciate the originality or vigor of Professor Mike- 
sell’s presentation, this is, of course, what many foreign traders have 
been contending in less sophisticated terms for a rather long time. 
It is refreshing to find this point of view put forward, since the con- 
trary case has been one commonly accepted and constantly asserted 
as a justification for any sort of action that might be proposed or 
taken. 

I have noted with interest that in the instance of several countries 
the Department of Commerce reports an almost complete absence of 
complaints on the part of exporters. This is in line with the experi- 
ence at the National Foreign Trade Council. My own view is that 
this reflects not only the actual reduction of restrictions and the im- 
proved treatment received by exporters, but also stems from a greater 
understanding of the problems of these foreign areas and from the 
very large increase in overseas investments and kindred licensing ar- 
rangements which enable firms to meet the demands of their cus- 
tomers from overseas sources. 

In contrast to the conditions of some years back, most businessmen 
now recognize and are willing to concede in specific instances the ne- 
cessity and justification for some restrictions and controls, and are 
prepared to take them in stride. At the same time they strenuously 
object to arbitrary or discriminatory restrictions and to ill-based or 
nuisance type controls. I think that most responsible businessmen 
engaged in foreign trade share Professor Triffin’s views as he out- 
lines them in sections 5 and 6 on pages 485 and 486 of the compendium. 
In particular, the American businessman would, I am sure, agree with 
the final comment in the State Department paper that— 
only if governments take the necessary fiscal, monetary and commercial policy 
measures can there be progress toward the achievement of a multilateral system 
of trade and payments. 

Moving on now to the second subject under consideration, the 
common market or, more properly, the European Economic Com- 
munity, I would echo at the outset the following succinct conclusion 
offered in the State Department analysis: 

While there can be no doubt that common market developments will affect 
world trade patterns in the future, it is extremely difficult to predict with any 
degree of certainty what the effects will be for specific commodity trade or 
specific countries. Technological, political and social developments, shifts in 
taste and other factors affecting economic trends becloud any simple cause and 
effect relationships in international trade and make predictions in this field 
subject to wide margins of error. 

This problem of economic analysis becomes particularly difficult when it 
involves an unprecedented move toward economic integration which has not 
yet been put into effect. The common market treaty lays down the basic elements 
establishing the European Economic Community but, from the very nature of 
the project, the provisions in a number of areas had to be rather broad. Thus 
the direction of the interpretation and implementation of the treaty is a signif- 


icant but incalculable factor in assessing the prospective impact of the common 
market. 


When we approach the common market, we are now no longer 
dealing with just an idea or a proposal or a hypothetical situation, 
but with an idea embodied in a concrete treaty and surrounded by a 
whole galaxy of structural clauses. But even so, the common market 
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as a treaty and a program and as an accomplished operating fact are 
different things. Only a few, at most, would now be disposed to argue 
that the common market as an idea and as a treaty should be discarded 
or would entertain the thought that such an alternative could yet exist. 
That it can fail of accomplishment, however, is still a distinct possi- 
bility. As one Dutch official has observed: 

The mere setting up of a customs union does not in itself prove that the common 
market will work well. 

I think it is important to remember that the treaty is far from a 
perfect, simple, uncluttered document. It is, on the contrary, extraor- 
dinarily complex, filled with exceptions or reservations—open or 
implied—and at some points vague, for example, on monetary and 
fiscal cooperation and coordination. To say all this is not to condemn 
the treaty because it falls short of perfection or question the wisdom 
or desirability of the objectives, but to underline the absolute and 
continuing importance of a constant check on the steps being taken 
to implement the treaty to assure that they are not prejudicial to the 
interests of countries outside the market area and are consistent with 
the original concept. 

Obviously, primary reliance for seeing to this must be placed on 
governmental and other public leaders within the participating coun- 
tries, but at the same time it is vital that there should be evident 
support for such close scrutiny from outside. 

In reading Mrs. Camp’s paper I was especially struck by her re- 

mark that— 
If the common market treaty and the free-trade-area scheme are initiated 
according to plan the result will be that from January 1, 1959, about half of 
the world’s trade will come within the purview of institutions to which the 
United States does not belong and will be conducted in accordance with rules 
that we have had little part in shaping. 

This, I think, sums up rather effectively why this historic move- 
ment in Western Europe is and will continue to be of such vital 
moment to the United States. I think we have only begun to anti- 
cipate the consequences of the common market—and of the Free 
Trade Area if that, too, becomes a reality—for the participants, for 
other European countries and for the world at large. 

Insofar as actual trade is concerned, the papers submitted have 
touched at the very least on most of the pecoeneene effects. Unfor- 
tunately, nearly everything that might said about the common 
market beyond a descriptive outline of the actual treaty provisions 
must be prefaced by a very big “if.” I rather question, therefore, 
whether at this particular stage anything useful can be gained from 
further excursions into the land of conjecture. 

In this, I quite agree with a European observation that “from the 
point of view of assessing the ultimate result everything turns on 
whether the participating countries will carry out the treaty in good 
faith during the interim period.” 

An almost identical thought was expressed at slightly greater length 
at the recent GATT meeting by Sir David Eccles: 


Is it the intention of the six to do more trade among themselves and with 
their overseas territories at the cost of less trade with the rest of the world? 
Or will the dynamic possibilities of a single European market be directed to 
expanding trade outward as well as inward? We cannot pretend that this 
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question does not exist. It can only be completely answered by events: That 
is by the way in which the common market develops and is administered. 

While fully appreciating the opportunities and benefits which 
regional economic integration can provide—and these are well set 
forth in the various papers and need not be repeated here, I think we 
should also be equally aware of an apprehension that in the years 
ahead there might well be a narrowing of purpose and a corruption 
of motive. 

Further, I think that we should recognize that there are fears in 
many parts of the world—to which Professor Haberler alluded— 
that economic integration can be so organized as to prove a restric- 
tive rather than an expansive influence and have a depressing or 
injurious impact on multilateral world trade. There are certainly 
some who strongly fear that the European common market arrange- 
ment may prove conducive to an increase in state control and direc- 
tion and to a managed economy, or contribute to an environment 
inimical to private competitive enterprise. At the moment we all 
would probably agree that these fears seem exaggerated and even 
unrealistic, but without belaboring the matter, I think that we would 
be remiss if we ignore or brush off these fears as utterly lacking sub- 
stance. I am glad to see, if I read correctly, that their existence and 
possible ultimate justification in fact are recognized in the various 
papers. 

In the same context, it may be of interest to note that during the 
course of an address at the recent National Foreign Trade Conven- 
tion in New York the Deputy Under Secretary of State for Economic 
Affairs, Mr. Dillon, followed his description of the common market 
treaty as— 

a truly revolutionary step toward European unity to which the United States 
has given its full support— 


with the warning: 


Economic adjustments, however, will be inevitable as the European com- 
munity comes into being. It is essential that these adjustments take place in 
a way which will help the community to become an outward-looking organiza- 
tion, in accordance with the declared objectives of the six governments, rather 
than an inward-looking and restrictive group which closes the doors of trade 
with the rest of the world. 


The same convention adopted a resolution in which it declared : 


The convention believes that any regional arrangements for closer economic 
association or complete integration should be consistent with continued efforts 
to develop and expand the world economy, and should neither preclude nor re- 
place broader multilateral arrangements. Further, there are proper limits to 
integration which should be observed so that there is no reaching out to in- 
corporate or tie in economics having only a general or remote relationship. The 
convention recognizes that rearrangements of the patterns of trade must in- 
evitably accompany integration, but holds that these resultant changes should 
be the consequence of normal interaction of competitive forces. The convention 
especially emphasizes that any projected association or integration should have 
economic justification and give indication that it has reasonable prospects for 
success. 


But this is not the place to discuss all the defects or deficiencies, 
real or fancied, in the treaty or in the general program of integra- 
tion, since these are essentially matters of first and preeminent con- 
cern to the Europeans themselves. If I have stressed the possible 
dangers and disadvantages to the exclusion of the potential benefits, 
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it is because I feel there has been a tendency to regard this whole 
- movement from the outset with a sort of complacent enthusiasm. 

But any project of this scope and magnitude entails risks. It 
seems to me, however, that the important thing is not to deny them 
but to anticipate and, if at all possible, avert them. Certainly, and 
this is promising, the Europeans give every sign of being well aware 
of the deficiencies, conflicts and weaknesses in the Rome treaty, and 
equally as sensitive to the potential dangers. 

I think we are by now all fairly clear in our understanding of the 
probable general dimensions of the impact which these developments 
will have on United States export and import trade. We could 
speculate at length on what might happen to the position of any 
given product, commodity or industry, but I doubt whether at the 
moment this would serve a practical or profitable purpose. 

In any assessment, however, we should not overlook the fact that 
not only will our exports to Europe be affected, but also both our total 
imports and our exports to other parts of the world. Furthermore, 
we must take into account the very definite possibility of changes in 
our export position in these other areas. 

But, in addition to these direct effects on trade relations, as the 
common market and free-trade areas develop they can have a signifi- 
vant impact on American investments abroad, on licensing practices 
and arrangements, on transportation, on the financing of commerce, 
and on all the other aspects of the foreign operations of American 
business. I suggest that one result assuredly will be to force every 
firm doing business abroad, especially in the European area, to under- 
take at some point—early or late—a thorough reappraisal of its 
operating policies, procedures and position. There is the further 
prospect that the new situation and circumstances abroad eventually 
may entail a similar reevaluation and appropriate revision of the 
laws and regulations under which American business operates in for- 
eign trade and investment. 

All in all, this would seem to indicate, first, a need on the part of 
American business to be prepared to take advantage of the opportu- 
nities and challenges which will be presented and, second, for the 
United States Government to continue to be alert to the potential con- 
sequences for American business resulting from economic integration 
and to guard against discriminations or acts which may be injurious 
to our international commercial activities. 

Thank you, Mr. Chairman. 

Mr. Macurowicz. Thank you, Mr. Heatherington. 

Professor Mikesell ? 





STATEMENT OF RAYMOND F. MIKESELL, W. E. MINER PROFESSOR 
OF ECONOMICS, UNIVERSITY OF OREGON 


Mr. Mixesevi. Mr. Chairman, I shall deal briefly with only 2 or 3 
points in my paper, which is on page 457 of the compendium. 

First, I gathered from yesterday morning’s hearings, which I at- 
tended in part, that the committee was interested in whether foreign 
barriers to trade are tending to increase or decrease. 

I think it can be demonstrated that in the period since 1950, espe- 
cially, there has been a substantial decrease in barriers to world trade. 
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Before 1950 the bulk of the trade within the nondollar world, 


roughly the world outside of North America, was conducted on a bi- - 


lateral basis and was almost entirely subject to quota restrictions. 

Since then, bilateralism within Western Europe, and indeed, between 

Western Europe and the rest of the world, ah very largely disap- 

pares and a substantial proportion of Western Europe’s intratrade 
as been freed from quota restrictions. 

Most of the less developed countries, of course, continue to main- 
tain rather severe quantitative restrictions and will probably continue 
to do so for some time to come, and trade of the Soviet Union with 
most of the nondollar world is also on a bilateral and controlled basis. 

While estimates of world gross national product are not very trust- 
worthy, they indicate that last year the percentage increase in world 
trade was about double the percentage increase in world industrial 
output. In 1955 there was about the same percentage increase for 
both industrial output and world trade. 

Again, I think this indicates the current trend toward lower world 
trade barriers. 

To a considerable degree trade liberalization has been fostered by 
the European Payments Union and the OKEC. It is difficult for 
an individual country to take unilateral action in abandoning bi- 
lateralism or making its currency convertible even when its pay- 
ments position is strong. 

It was much easier for the OEEC countries to take concerted 
action to liberalize their trade with one another than for individual 
countries to take individual action in removing their restrictions. 
But the interesting thing is that as they liberalized their trade with 
one another, quite a number of them reduced their restrictions against 
dollar goods as well. 

This was true largely because virtually the same kind of discipline 
that is required to maintain a balanced position within Europe with- 
out direct controls is also required to maintain an overall balance 
with the world as a whole, and as was pointed out by Mr. Haynes, 
in becoming more competitive among themselves, these countries be- 
came more competitive in dollar markets. 

Now, as regards the dollar shortage which has been mentioned a 
time or two here, I seriously question the existence of a dollar short- 
age today in any significant sense of the term. Yesterday Mr. Lederer 
discussed the balance-of-payments aspects of the dollar-gap problem 
and I certainly support everything that he has said. In my own 
view, the dollar shortage, or a shortage of convertible international 
payments media for the world as a whole, is somewhat analogous to 
the concept of a currency shortage in the domestic market. 

A shortage of a domestic currency cannot be said to exist, simply 
because people lack purchasing power for all they would like to buy. 
On the other hand, this country has suffered from a currency short- 
age at certain times in its history. Goodness knows, I do not think 
we have been suffering from one recently, but we have had a cur- 
rency shortage at certain times in our history in the sense that the 
volume of money suddenly contracted, as was the case in the 1929-32 
period, or perhaps failed to increase with the growth in production, 
as has occurred in earlier periods in our history. 

Now, a sudden decrease in the world’s supply of dollars and other 
international payments media did occur in the 1929-32 period. World 
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trade and the world economy could not adjust to the sharp decline in 
the current supply of dollars during this period. The volume of dol- 
lars we made available to the rest of the world in 1932 was only about 
a third of what it was in 1929. 

I would regard this as a real dollar shortage situation. But this 
has not occurred in recent years. On the contrary, the world’s sup- 
ply of dollars has been expanding, making ible both a continual 
rise in our exports and an increase in our gold and dollar reserves. 

If I may add a footnote regarding reserves, I think it is important 
that soe reserves expand with world trade and production. As to 
their present adequacy, I think this is hard to determine. I suppose 
they may be regarded as being reasonably adequate in toto, but they 
are not properly distributed. 

For example, British reserves have certainly been inadequate to deal 
with the demands made upon Britain and the sterling area by shifting 
world economic conditions. 

Now, as to the European common market and free trade area pro- 
posals, I think they are in the right direction. Like Professor Triffin, 
I believe that regional arrangements are often the easiest paths toward 
trade liberalization. However, I also believe that the outcome of these 
European efforts will depend in considerable measure upon United 
States influence in the OKEC, the Monetary Fund, and in particular, 
the GATT. 

This is one of the reasons why I would endorse what Professor 
Haberler and other members of the panel have said regarding the 
importance of the United States becoming a member of the Organiza- 
tion for Trade Cooperation. But if we are going to influence the 
trade policies of other countries, I think we must have a clear trade 
policy of our own. 

I think we need a long-range trade policy goal couched in terms 
that will assure the free wort of our intention of making -steady 
progress in reducing trade barriers. For many years the rest of the 
world has been under a shadow of fear that the supply of dollars 
which we make available through our imports and other out pay- 
ments, will be drastically reduced or that markets which foreign coun- 
tries may build up in this country at considerable cost will be destroyed 
by an increase in tariffs or a sudden institution of quotas. While the 
world’s suply of dollars has, in fact, continued to expand during the 
postwar period and increases in tariffs have thus far been confined to a 
relatively few commodities, although in some cases some rather im- 
portant commodities, foreign countries as a group have little confi- 
dence in our trade policy. 

They are by no means sure that the whole structure of interna- 
tional trade cooperation, as developed under the GATT, has the ap- 
proval of the United States Congress. Right now they are not sure 
whether we intend to continue even the snail’s pace of reciprocal 
tariff reductions on a product-by-product basis, or whether we intend 
to institute a system of quotas on those imports which seriously com- 
pete with United States products. 

I think it is very difficult for the United States to have an influence 
on the trade policies of the rest of the world under these conditions. 

Thank you very much. ; 

Mr. Macnrowtcz. Thank you, Professor Mikesell. 

Professor Shearer ? 
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STATEMENT OF WARREN SHEARER, PROFESSOR OF ECONOMICS, 
WABASH COLLEGE 


Mr. Suearer. Mr. Chairman, the committee and its staff are to 
be congratulated on their part in the publication of the compendium 
of papers which we have before us. This compendium should make 
a real contribution to clarification of issues of trade policy before 
the United States today, particularly, I think, in connection with 
the common market and the free-trade areas. There is, I think, some 
danger in discussing these proposals, which we must now presume 
will go into effect, that we look too much at details and too little 
at the past record as indicative of what is likely to happen in the 
future. 

Two facts stand out quite clearly in the record we have before 
us. First, as Dr. Mikesell and others have said, there has been a sub- 
stantial reduction in discrimination against the United States over 
the period of the last 10 years—largely concentrated in the last 4 
years of the period—and secondly, that the volume of United States 
exports has experienced a substantial rise during the same period. 
It is tempting, especially to anyone who has taken part in an effort 
to reduce the level of discrimination, to associate these two facts in 
a causative relationship, but I must confess that it seems more likely 
to me that both of these facts stand as effects of a third phenomenon— 
the astonishing growth and output and well-being, particularly in 
Western Europe, that has been characteristic of the last 5 or 6 years. 

No doubt the removal of discriminatory trade barriers has played 
some role in expanding United States exports, and has also contributed 
to economic growth abroad, but I suspect that most barriers have 
come down in Europe because of increased internal stability rather 
than in anticipation of the beneficial effects the countries themselves 
would receive from removing such discrimination. 

It would be dangerous to conclude from this, however, that our 
own foreign-trade policy has had or will have in the future little 
impact on the level of discrimination or on the level of exports. Quite 
the contrary, one major element that has led to the dismantling of 
many discriminatory barriers against United States goods has been 
the existence of a strong and reasonably steady market for imports 
in the United States, accompanied with the consistent policy of lower- 
ing trade barriers, which has been going on for nearly 25 years. 

It is of utmost importance that this policy be continued and that 
to the greatest extent possible we avoid moving in the direction of 
greater protectionism in the United States. 

Dr. Mikesell has quite properly emphasized that the dollar shortage 
argument for discrimination should be classified as a myth, at least 
if we look at the record of the last decade. There is a danger, how- 
ever, that in recognizing this fact, we conclude that the possibility of 
a dollar shortage is purely mythical and that we need no longer take 
even that possibility into our calculations when designing policy. 

We must recognize that even in generally prosperous Europe an 
event such as the closing of the Suez Canal can reverse very quickly 
the flow of gold and dollars from the United States, and that even in 
the absence of such unpredictable events the United States expendi- 
tures abroad, primarily military, are responsible, in large measure, 
for the favorable position of our friends and allies. 
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It is worth noting, as Dr. Mikesell just did, that the general in- 
crease in gold and dollar position of the free world conceals some very 
striking differences among the several nations. The current difficul- 
ties of France, which have resulted in her reimposition of quotas on 
United States exports, quotas which she had previously removed, is 
too well known to merit discussion, and I suppose it is also well known 
that the United Kingdom, serving as banker for the sterling area, has 
a substantially smaller gold and dollar reserve than has West Ger- 
many, although the total trade of the sterling area is larger than that 
of the Federal Republic by more than 300 percent. 

Under these conditions, even minor developments in the trade field 
may have considerable impact on the reserves of particular countries, 
aaa I would call attention that it is not very surprising in view of this 
that the degree of dollar liberalization in West Germany is substan- 
tially higher than in the United Kingdom, nor is it, I think, surprising 
that it was, I think last year, as far as I know for the only time in 
history, that a country, West Germany, made a unilateral reduction 
in her tariff barriers. 

Until world reserves of gold and dollars have reached higher levels, 
or at least are better distributed than at present, it is inevitable that 
the free world, especially the Europeans who have gone farthest in 
the removal of discrimination against dollars, will continue to look 
to the United States for evidence that we will exercise leadership 
in a further lowering of barriers to trade. 

In this context, our attitude as demonstrated by acts is likely to 
be of supreme importance in determining whether the progress of 
the last few years will be continued or will be reversed. 

Indeed, I believe that the final direction of current efforts to estab- 
lish the European economic community, and an associated free trade 
area, may well be governed by European reactions to our own foreign 
trade policies. Dr. Haberler’s came analysis of the economic ef- 
fects of the customs union and the dangers inherent in only partial 
achievement of that objective make any technical remarks un- 
necessary. 

I thoroughly agree with what he has to say on this score but I 
ain perhaps somewhat more optimistic than ‘i about the benefits 
which are likely to flow from this movement even if it were to fail 
to achieve its final goal. 

There can be no question but that the creation of a customs union 
and free trade area among the Europeans will result in some technical 
sense in an increase in discrimination against the United States. 
There will certainly be some trade diversion, as well as trade cre- 
ation, but it is extremely difficult to estimate even roughly the 
relative volume of the two. 

I recall a few years ago when the United States accepted the pro- 
gram of intra-European trade liberalization, and also the European 
Payments Union, there were fears then expressed, as Dr. Triffin 
indicated in his paper, that since this liberalization was not extended 
to the United States that there were real dangers of establishing an 
autarchical Kuropean bloc that would permanently discriminate 
against us. In economic theory at least this discrimination would 
work both to European and our own disadvantage. 
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As a matter of fact, it was not until quite recently, I think, that 
certain a finally came to recognize that the establishment of the 
European Payments Union had, in fact, served the interests of the 
United States as well as the Europeans, and it had not moved in the 
direction of a purely regional bloc. 

The early years of both the trade liberalization program and the 
European Pivenente Union seemed to justify some of these fears, 
but the recent substantial liberalization of dollar imports, the move- 
ment toward nondiscrimination, is, I think, convincing evidence in 
West Europe that these original fears were far greater than the event 
would justify and I think it is important that we not allow similar 
fears to enter into our assessment of the proposed customs union and 
free trade area. 

The record is quite clear, and I think the general depéndence of 
Western Europe on foreign trade, not only intra-European but extra- 
European as well, a dependence measured in terms of trade relative to 
gross national product several times that of the United States is the 
best guaranty that trade discrimination will continue not long beyond 
the point when freedom from balance of payments insecurities, not 
present problems, but insecurities, makes it necessary. 

I see no reason to believe that the experience of the European Eco- 
nomic Community or an associated free trade area will differ greatly 
from that of the Organization for European Economic Cooperation 
and its program of intra-European trade liberalization, which has 
moved rapidly in the past 3 years in the direction of complete non- 
discrimination. 

It is, of course, true that a customs union with a common tariff for 
goods from outside the area does inherently pose barriers to goods 
from the outside that are not faced by domestic producers. I think 
it is somewhat dangerous to call this discrimination because in that 
sense the United States or these 48 States of the United States dis- 
criminate thoroughly against the outside world. In any event, it 
does pose a barrier as any tariff does. 

The gradual lowering of the barriers surrounding the European 
Economic Community will depend on reciprocal behavior from out- 
side. Since the United States will continue to be the most promising 
market for European goods, how fast and how far these barriers are 
reduced will depend in large part on our own policy in tariff nego- 
tiating and upon how certain the Europeans may be that tariff reduc- 
tion, once negotiated, will not be offset by other protectionist devices. 

If I may add a personal word, certainly the dollar liberalization 
exercise within the Organization for European Economic Coopera- 


tion, successful though it was, had originally to surmount some very 


real objections from Europeans on the grounds that they could not 
be certain that their favorable balance of payments position would 
continue, due to uncertainties in the United States trade policy. 
Perhaps I am being too optimistic, just as I suggested that Dr. 
Haberler was too pessimistic. There are dangers that the area will 


become one only of tariff preferences and that the nations will refuse 
to submit their domestic economies to the pressures even of other 
members of the community and that there will be little in the way of 
expanded output or trade creation. If this should prove to be true, 
however, there would be little hope, I think, in any event, that these 
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same nations would individually submit themselves to an even heavier 
degree of competition from the United States. 

it seems to me, therefore, that based on past records, we have rela- 
tively little to fear from a drive toward autarchy in Western Europe; 
that a continuation of the expansion of the European economy, which 
is clearly the objective of the European Economie Community, will 
assure us of a growing market, and that the level of barriers which 
our goods must surmount to enter that market will be directly a func- 
tion of the level of the barriers which European goods must surmount 
to enter our own—that is to say, not equality of tariffs, but certainly 
the direction in which they are moving. 

One final word: Mrs. Camp made some very cogent remarks on the 
subject of reciprocity which I would like to emphasize because they 
accurately reflect the thinking of a good many Euroepans on trade 
matters, both with respect to each other and with respect to the United 
States. Traditionally, the term “reciprocity” has been associated with 
the concept of “You lower your tariff and I will lower mine,” or “You 
remove your import quota and I will remove mine.” This was a per- 
fectly satisfactory formula, as long as either quotas or tariffs were 
the chief, if not the only barriers to trade, but the moment that both 
became instruments of protection, it became rapidly apparent that a 
reciprocal lowering of tariffs did not always achieve the desired effect, 
if one country also had the quota on the goods involved. 

This has always been of importance to the United States. It was 
equally true, however, that the same argument applied in reverse, the 
removal of quotas did not have an equal impact on the trade of two 
countries if one of them had a tariff that was substantially higher 
than the other. 

This fact, or rather the recognition of this fact in the OEEC, was, I 
believe, one of the factors on the economic side which led to the drive 
for a European economic community and an associated free trade area. 
That the removal of quotas on intra-European trading had reached the 
point where further removal seemed impossible, without consideration 
of the impact of tariff levels, was a point consistently made through- 
out 1955 and 1956 by the low-tariff members of the OEEC 

They urged the concept of reciprocity which would involve recogni- 
tion of the overall ease of entry into foreign markets and dealing with 
quotas and tariffs, as if they were as they are, both devices which have 
protectionist uses. 

For a variety of reasons, the United States has been unwilling to 
accept this concept of reciprocity partially, I suppose, that was be- 
cause we have made, until now at least, very limited use of quotas, 
and we hesitated to link tariff reduction with quota removal. Par- 
tially it was because we have been brought up to believe that quotas 
are merely devices to protect the balance of payments problem, an 
attitude which had been enshrined implicitly in the charter of the 
International Monetary Fund and the GATT. 

I am by no means certain that there is any real solution to this diffi- 
culty. It is quite clear that failure to recognize the binding economic 
link between quotas and tariffs is unrealistic. It would, I believe, be 
most useful if we had a forum on a worldwide, a free, worldwide basis, 
in which the answers to these knotty problems might be sought. 

The impact of free discussion between the United States and the 
Kuropeans in the Organization for European Economic Cooperation 
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has been most fruitful in producing both better understanding and 
greater dollar liberalization. 

The same procedures of discussion in the proposed Organization for 
Trade Cooperation would, I believe, result in a corresponding benefit — 
to the United States, and would add a degree of realism to our ap- 
proach to discussions of trade policy with friendly nations. 

Mr. Macurowicz. Thank you, Mr. Shearer. 

Now, Mr. Sundelson, please. 


STATEMENT OF J. WILNER SUNDELSON, MANAGER, FACILITIES 
AND OPERATIONS PLANNING OFFICE, FORD INTERNATIONAL 
DIVISION, FORD MOTOR CO. 


Mr. Sunpexson. Mr. Chairman, as anchor man of the panel, I think 
much of what I had prepared may not contribute anything new and 
might be repetitive. With your permission, I would like to change 
the emphasis of my remarks and give you an idea of how a large for- 
eign trade business in the United States views these developments and 
perhaps to suggest what lessons there might be for other businesses 

and for those in charge of shaping our foreign trade policy. 

After much thinking and discussion, overseas and here, we have 
come to the conclusion that the common market and free trade area 
plans will be implemented. We think that this will mean, not only a — 
customs union, but a trend toward greater intercountry movement of 
services, labor, and capital. We see a growing degree, therefore, of 
economic and eventually political integration as well. That is an 
assumption we made. This means that, apart from the overseas de- 

endencies which will be linked to this integrated area, we see, as Mr. 

aynes has mentioned, a market comprising over 275 million people, 
having in the middle of the next decade a gross national product of 
some $300 billion at present prices. What is very important to a for- 
eign trading outfit is the growth of purchasing power. 

We see the per capita incomes of Europe—that includes the persons 
now in the areas of Europe that are relatively depressed, that have 
low incomes, the so-called peripheral areas—for the area at around 
$1,000 per year. 

This is, of course, of tremendous significance to any corporation 
that is active in foreign trade. We are active as importers, as ex- 
porters, and as investors in manufacturing and assembly and other 
facilities overseas, We think that this development, although its 
precise nature may be difficult to determine, is very favorable to our 
international activities. On balance, we will have a greater return 
from our efforts and investments in Western Europe than we have 
had hitherto, although as I will show, our relations with Europe will 
change as a result of these developments. 

) I might add that we think that these developments are not only 

) good for ourselves and for the rest of the es community, but 

: for the entire United States as well; that the economic strength of 
Europe—the political unity which it will lead to—will affect the most . 
populated industrial area of the free world and can only contribute 
to our strength and security. 

The changes which will be brought about are basically, as we see 
it, Mr. Chairman, two in nature: 





FOREIGN TRADE POLICY 239 


The first thing is that we are relatively unimpressed with the efforts 
to deny the discriminatory character of this new trading pattern. 

Customs unions are by definition discriminatory, and this one by 
virtue of its size and by virtue of the tariff levels which are now in 
existe nce and which will be averaged, that is to say “harmonized,” 
will be highly discriminatory. 

I would like to cite an example from our own industry. 

There are in the common market today two large countries which 
are automotive manufacturers, France and Italy. They are highly 
protectionist, and are so to defend large-scale industries which may 
not have the same cost relationships as some other countries in Europe. 

There are two other countries in the common market, Holland and 
Belgium, which have no automotive manufacturing industry to speak 
of and which have large import markets which all manufacturers 
in the world participate in and enjoy. 

The merging of the French and Italian with the Benelux tariffs 
will raise the Benelux tariffs some 25 percent above their present level 
and will lead at the end of the planned tariff reduction staging and 
the period for the leveling and averaging of outside tariff periods, 
to a 30 percent tariff rate on American cars entering the Benelux 
markets. At the end of the same periods no tariff at all would be 
levied on products coming from within the common market or free 
trade area. 

Given the geographic shipment penalty which the United States 
has in bulky products and coupled with this type of tariff differential, 
it is difficult to see how you can say that this will not be discriminatory. 
Any product that is now subject to a tariff in Europe will be that 
much more protected by virtue of the freedom of trade to European 
producers. 

Actually the impact of this is not too great because American con- 
sumer goods for other reasons already have lost the major share of 
these markets. But capital goods especially recently have been doing 
very well. 

I am not in sympathy with statements which stress the effectiveness 
of the reciprocal machinery which might be brought into play to 
reduce this inherent discrimination. 

We think that the past trend in American foreign-trade policy has 
not only contributed largely to the creation of a Selina in Europe to 
have a large trading area which would not be subject to the wavering 
changes in our own policy but also, that the kind of policy which we 
have had in the past will prevent us from successfully participating, 
if we pursue the policy, in whatever arrangements might be brought 
about to reduce some aspects of the burden or to delay their impact 
of the tariffs. 

We have seen in our own agricultural disposal program, any entity 
within GATT which is powerful enough can go ahead with whatever 
it plans todo. I do not doubt that an integrated Europe will have the 
geographic size and power that will give it the same privileges. 

To me it seems that the GATT meeting in Geneva showed that the 
GATT, which, as has been pointed out, in principle favors customs 
unions, didn’t quite know st er to do about somet ling as big as the 
proposed common market and free trade area. I think the solution 
which it took of forming a committee which is not expected to report 
until some time after the common market treaty is in effect gives some 
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idea of its relative helplessness. Therefore on balance we think the 
United States will be on the outside of a discriminatory trading area, 
that there is very little prospect that we can do anything about it, even 
assuming that we want to. However, all this is not incompatible with 
my earlier statement that this is a desirable development for the 
United States. 

The second largest aspect, and the one that is of much greater inter- 
est to us as a foreign trading entity, is what the forthcoming integra- 
tion in Europe will do to the volume and nature of business in 
Europe. Europe has had a phenomenal rate of growth in the post- 
war period. What economic integration does is to offer the prospects 
of continued growth rates whose scope will be widened to include 
more and more countries. There may even be a possible acceleration 
in the overall rate of growth. This will be expressed in a growing 
volume of inter-European trade, production, and enhanced produc- 
tivity, and above all also in a growing volume of consumer purchases. 
We see not only a rise in incomes but, what is more important, a better 
distribution within the populations of Europe. These are the kinds 
of things that we see happening and in which we hope we and other 
American interests will participate to advantage. 

We think there will be a market in Europe unlike anything which 
has been known before outside of the United States. Looking at it 
from the point of view of our own industry we are prone to compare 
it to the 1920 period in this country which ines the phenomenal 
growth of our industry. 

The Europeans have already shown that they can attain economies 
of scale and resultant efficiencies wherever circumstances permit them 
to produce on a large scale. 

They have, for example, in the automotive and tractor industries 
done that, and they have shown their ability to match and on occa- 
sion exceed us in deriving the benefits, technological and economic, 
from such large-scale production. This means that there will be 
other opportunities for Europe to develop large scale efficient centers 
of production. There will be exceptions, of course, time lags, and 
many difficulties. We are familiar with those in our own economy. 

There are also technological innovations in both products and proc- 
esses which will always site the location of a predominant industry or 
plant in the short run. However, in general the predominant pattern 
of production and distribution in Europe will be such that the United 
States may not inherently retain any industrial advantage it now has 
by virtue of the size of our market. 

In the fields of most consumer and capital goods, we think, European 
producers will not only have a huge and growing market pretty much 
to themselves, but they will become a very potent competitor in the 
third markets of the world. Here again it is a question of an aggrava- 
tion of an existing trend. It is not necessarily a basic revolution in 
trading patterns. We will have to become more adept in suiting our 
products to the needs and income levels of the masses in other countries, 
we will have to increase our productive efficiency, and we will have to 
look to our very best talents in merchandising if we are to maintain 
our present position with regard to sales of manufactured goods out- 
side the United States and Europe. 

The demand for raw materials, that is, the kinds that are wanted, 
will be growing even faster than had been anticipated earlier. 
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Mr. Chairman, we are familiar with studies about the tremendous 
need of the United States for raw materials as a result of its pattern 
of growth. We must add to that now a new industrial complex which 
will become something bigger and greater than was envisaged at the 
time our own needs were assessed. We see as a result that fuels, ores, 
chemicals, and other raw materials will be eagerly sought all over the 
world. 

The United States, we think, will have to compete for many of the 
materials which it will be seeking outside its own country, and we will 
find European and other importers eagerly seeking to share our own 
domestic production to a greater extent than they have. 

Europe should increase the productivity of its agriculture but we 
still think that on balance it still will have to meet its growing needs 
through imports. 

I think the kind of trading entity that the integrated Europe will 
make will reduce our ability to dispose of agricultural surpluses in 
the way we have recently been doing. We must ultimately arrange 
our own agriculture so that it is very efficient, and pass on its benefits 
not only to American consumers but become an effective and efficient 


competitor in the world markets. I have no doubt of our ability to 


do so. 

The answer for American business which would like to enjoy the 
huge and growing markets of Europe is simply to become part of that 
market. A very substantial portion of American foreign business 
already is carried out by firms Saris production facilities in Europe. 
The sterling problem, the dollar shortage, protectionism in Europe, 
the geographic problem, all these have led to large-scale, United States- 
owned manufacturing in Europe. Such existing plants will be ex- 
panded and in some instances relocated and probably many new firms 
will enter. There will be advantages for American know-how in 
those areas where large-scale production has not yet come to Europe. 

The basic condition for prosperous production, namely a large and 
growing market, can be assured. 

On balance, therefore, the United States will find the European 
market virtually closed to its manufactured goods and will find the 
going much rougher in other parts of the world. It will find growin 
demand for its own raw materials and possibly foodstuffs and wi 
find a similarly fast growing market for the right kinds of fuels and 
raw materials which it may develop elsewhere in the world. As 
England did in the 19th century, the United States may find its for- 
eign operations to a large extent based on investments abroad, en- 
joying the rapid development of the economies in which it has made 
the investments. Given the security which the United States will 
gain from an integrated Europe, and given the prospects for enjoying 
the benefits of European integration if it participates in it and gears 
itself to service it with its needs, the United States can derive many 
advantages—more advantages than disadvantages—from this ar- 
rangement. 

We should also be aware of the fact that the economic develop- 
ments in Europe will take place within the context of a revolution in 
world political and power relationships. The effects of this cannot 
be fully predicted but nevertheless they will inexorably ally North 
America and Western Europe with closer ties and more identities of 
interest. This represents the climate in which we think American 
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business will participate in Europe. American business, therefore, 
must act quickly and independently to get into the European markets 
and to be in a position to supply needed resources before others pre- 
empt the fields. 

hank you. 

Mr. Boees. Thank you very much, Mr. Sundelson. 

Mr. Sadlak, would you like to start the discussion ? . 

Mr. Sapiax. Mr. Chairman, these papers have been remarkably 
well done. They have given us very much food for thought. There 
are many questions which would arise, but I thought particularly here 
of the statement made by these gentlemen, primarily included in the 
remarks of Mr. Mikesell, and then I think Mr. Shearer talked about 
it, talking about the dollar shortages. 

Mr. Mikesell mentioned he had been here yesterday and he com- 
mented on Mr. Lederer’s presentation particularly. 

I wonder if he had been here on Tuesday when another fellow econ- 
omist from my neighborhood was here? I wonder if you would agree 
with what Mr. Saxon said about returning to the gold standard ? 

Mr. Mrxesetx. I assume he meant return to a standard in which 
the United States currency would be freely convertible internally 
into gold? 

Mr. Sapiaxk. Yes. 

Mr. Mr«esetx. Either in the form of a bullion standard or what I 
like to call a jingling standard where you can get coins to jingle 
around in your pocket. 

My feeling is that it would greatly complicate domestic monetary 
policies if we had the opportunity to shift our currency holdings 
into gold whenever we thought that there might be a devaluation or 
some restriction on foreign payments. 

I look upon gold as an international medium or standard and a 
settler of international balances. I do not really think we need gold 
for purposes of regulating the quantity of money in this country. 
The quantity of money in this country 1s regulated by our monetary 
authorities i accordance with the needs of the economy. The need 
for money changes with the increase in production and trade. 

It is quite possible that some time, in 10 or 15 years or more, we 
might need to contemplate changing the gold content of the dollar. 

That may sound disturbing, but if world prices continue to rise 
and there is a continual rise in world trade, there will be a need for 
larger international reserves. I think that eventually an increase 
in the price of gold may have to be seriously contemplated. 

In light of this possibility, if people were to seek to convert into 
gold before that happened it would complicate very greatly our 
monetary management, and could conceivably force us off the inter- 
national gold standard. Therefore, I believe we should not permit 
internal convertibility into gold. 

Mr. Sapiak. In your paper, Mr. Mikesell, you talked about quotas. 
Inasmuch as we now have some quotas imposed how would you 
suggest we might get around them ? 

If I interpret your paper correctly, domestically speaking you 
state there are two disadvantages arising from the use of quotas. 
One, it gives a windfall profit to the importers and the other is the 
inflexibility of them. 


——— 
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Since we have some quotas how do you suggest we might get rid 
of them? 

Mr. Mixesex.. I think thus far our mandatory quotas have been 
pretty much confined to those on agricultural products. 

We have some so-called voluntary quotas in the petroleum indus- 
try and also a system whereby we i Sean countries to limit their 
exports of certain commodities to the United States. I think this is 
a rather unfortunate way of limiting our imports. 

I do not think we need, nor should we have, quotas of any kind. 
The removal of our agricultural quotas, of course, requires a change 
in our domestic agricultural policy. The fact that we have a price- 
support program which involves higher prices for agricultural com- 
cetities in the United States than prevail in world markets for 
these same commodities naturally requires that we restrict imports, 
unless we want to support the world prices of these commodities. 
Our domestic agricultural policies also require us to subsidize our 
exports in one way or another, or give them away, if we are going 
to have any foreign markets. 

I think that the answer to this problem lies in a change in our 
domestic agricultural policies. 

Mr. Saptak. The last gentleman who presented a paper, Mr. Sun- 
delson, mentioned the raising of the per capita income. 

Mr. Sunpetson. To $1,000. 

Mr. Sapiak. I wonder if this might provide the funds to buy 
more cars than they are presently able to buy? I see more and more 
of these foreign cars on our highways. I notice our domestic dealers, 
people who sell our cars, that along with the cars made in the United 
States they are taking on foreign cars. 

Mr. Sunvetson. To begin with, this phenomenon that you see is 
an indication that the automotive industry in this country seeks to 
make its profits in the market place and does not run to your dis- 
tinguished committee for protection if something like that comes 
along. 

The only expression on this subject I have heard is that the very 
nominal tariff which now exists could be eliminated. I know Mr. 
Henry Ford IT has publicly expressed the desire that it be reduced to 
zero from its present 9 percent value. 

We would prefer, I think, and I would judge from what has 
been said by other elements of the industry that they, too, would 
prefer to compete in the market place. If a kind of prdouct is 
wanted by a substantial number of consumers we will do our best 
to meet that demand. 

At present, as you know, the United States is importing more 
vehicles than it is exporting, which is a major change in the historical 
pattern. 

However, referring to what you said, we see in our industry, as 
a clue to what integration will bring about in Europe, how we have 
translated economic well-being into growing automotive industry 
volumes. 

Europe in 1956 produced for itself and for its export markets some 
4 million vehicles, including tractors. We have estimated, and I 
have been told perhaps we are on the conservative side, that this 
will grow to 6 million by 1965, largely for demand within the inte- 
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grated Europe, and that if people in 1975 are still buying things we 
now call vehicles the volume might even go to 8 million in a popu- 
lation of this size. For reasons that are already apparent—income 
levels, cost of fuel, concepts of what vehicles are supposed to do for 
the buyer—European consumers will continue to buy vehicles that 
are smaller, less powerful than our own. This will happen unless 
Europeans suffer from some kind of developments which associate 
the size of vehicles with their personal prestige, but I do not think 
their incomes can permit them to indulge widely in that. 

This illustrates one of the reasons we have stressed the need for being 
in Europe. This is the only way to enjoy this boom which is com- 
parable to the automotive growth pattern we enjoyed in the United 
States in the twenties. Europe has growth prospects bigger than the 
ones which we might have in the United States considering the density 
of vehicles ownership in this country now compared to where it is in 
Europe. The only way that the American industry can enjoy that is 
to be part of it. Of course, this is not a revolution. The American 
industry today is a substantial part of the European manufacturing 
industry, and I know there are a number of plans to increase the 
pace of growth to keep that position. 

We also think, in light of comparability of incomes in many parts 
of the world to those of Europe, that European-type products, includ- 
ing their vehicles, will be increasingly more suited to the needs of 
overseas buyers than our own. 

This again is a continuation of a present trend. We, for example, 
do not even make some of the vehicles which are wanted. We have 
no production of very light commercial vehicles that are used for 
small-weight traffic in urban areas. Such vehicles represent 50 percent 
of all the commercial vehicles made in Europe and they are increas- 
ingly popular in export. It is the kind of thing that I mean by suiting 
the product to the needs of the people. 

We have our own market tendencies that are taking our products 
in our industry away from the purchasing power as well as the tastes 
of many of the persons abroad, and, hence, we see our possibilities 
of enjoying growing volumes in third markets by participating in 
exports from European sources. 

Mr. Sapiax. We have probably gotten away from the basic purpose 
of our discussions here this morning, but since you have made a 
presentation, I could not overlook asking you that question. 

However, I cannot for the life of me see why we here in this country 
are making our cars so much longer and bigger, and just making a 
market for these smaller cars. 

Mr. Sunvetson. Understandably I would not care to comment on 
that. 

Mr. Boces. We would like all of you gentlemen to enter into the 
discussion at any time you wish and to discuss these matters amon 
yourselves as well as with the members of the subcommittee. So i 
any other of you gentlemen have comments to make on the inquiries 
of Mr. Sadlak we would be very happy to have you do so. 

Mr. Suearer. I think I share Mr. Sadlak’s proposition, that as in- 
comes rise in Europe, contrary, I think, to Mr. Sundelson’s position— 
which might be quite true with respect to the automobile industry for 
the reasons he has named—that there will be an expanding market 
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for a wide variety of American consumer goods that are manufac- 
tured. 

Mr. Sundelson referred to the fact that for a variety of reasons we 
seem to have lost the consumer goods market in Europe. 

I think the basic reason, if one takes a look at the existing restric- 
tions on trade, is that the vast majority of countries impose their 
quotas to the extent they still do on particularly those durable con- 
sumer goods where we have a substantial advantage, and the absence 
of a dollar problem perhaps is in part, at least, accounted for by the 
fact that they do deliberately restrict the demand for American 
goods. 

I am quite sure that: if you remove quotas from, let us say, electric 
refrigerators and a variety of home appliances that the European 
demand would rise substantially, and certainly if there is anything 
like the increase in incomes that are projected from expanding Eu- 
ropean markets, I think this is one of the definite gains that American 
industry will experience. Not that I am trying to minimize the ad- 
justments we may have, but that is my position. 

Mr. Haynzs. In May of this year we had an all-day meeting with 
44 of the largest American manufacturers. We discussed the impact 
of the common market and the free trade area upon their businesses. 

At the end of the day we took a vote. There were 44 high executives 
from these companies present. The vote was as to whether in their 
judgment, in hight of all the obtainable facts, the coming of the 
common market and the free trade area would increase or decrease 
their export sales opportunities. The vote was 43 to 1 that it would 
decrease their export sales opportunities. 

Then we had a second vote as to what we would do about it. Again 
the vote was 43 to 1 that they would increase their investments in 
Europe and participate in the rapid foreseeable growth of the market 
through production within the area. 

I think there were at least three major reasons for that vote. One 
was the question of costs. Mass production, as we know it in this 
country, makes possible lower costs, and mass production will for the 
first time in history be feasible for a wide range of industries in 
Europe. 

The second one, which Mr. Sundelson emphasized, is tailoring the 
product to suit the needs of the consumer. That is something which 
applies not only to the automobile industry but to many others. 

A third consideration was that outside of Europe and in a good 
share of the world the product tailored to the needs of the European 
happens also to be better tailored to the needs of people in other areas 
of the world whose income levels are very much below ours. 

The small European cars outsell American cars in many world 
markets. 

These were the reasons why 43 out of 44 felt that their businesses 
would be harmed, their exports would be harmed, but that opportuni- 
ties would be created for investment and production HD 

At the same time they recognize that Europe will be importing from 
the United States more of other things, raw materials, fuels, some 
luxury products, perhaps some foods, but for the average run of the 
manufacturers, and this was a pretty good cross section, that was 
their conclusion. 
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Mr. Sapiax. You state what sounds like the old theory of if you 
can’t beat them, join them. : 

Mr. Haynes. That is right. 

Mr. Sapiak. If our domestic manufacturers will then increase their 
capital investments in Europe, would it not likewise have a tendency 
to make a shortage of our own investment capital here in domestic 
industry ¢ 

Mr. Haynes. Well, sir, that is one reason for a few of the sug- 
gestions contained in that brief memorandum we presented to you. 

Every American firm is short of capital. I don’t know of a single 
firm that has enough capital to meet the opportunities in this country 
and abroad. 

Mr. Sapiak. Might I say at that point that is one of the reasons why 
T introduced my tax-reduction bill, H. R. 6452. 

Mr. Haynes. What these companies would like to do is to generate 
capital outside the United States, to earn it rather than to drain off 
capital needed to meet the growing opportunities within the United 
States. They would like the help of the United States Government 
to permit them to go out, and through the sweat and blood and effort 
they make outside the United States, to earn the money and to be 
able to invest the money they earn outside the United States before 
Uncle Sam takes a tax bite on income earned abroad. When they 
bring the money home the United States Government will get its 
share. 

England has faced up to this grim necessity that it must rebuild its 
foreign investments. It, too, must take advantage of the opportuni- 
ties presented no less to them than to us ,and England now has a law 
which permits a British firm to set up a subsidiary, known as the 
Overseas Trade Corporation, whose operations are entirely outside 
of the United Kingdom, but whose income will not be taxed until a 
dividend actually is paid. Thus they can take foreign earnings, 
reinvest them abroad without having the penalty of a United Kingdom 
tax, and rebuild their commercial operations abroad. 

American industry will be severally handicapped, vis-a-vis the 
British, to take advantage of these opportunities if we do not have 
a similar opportunity. 

Mr. Macurowicz. And also reduce the necessity for American for- 
eign aid to those countries. 

Mr. Haynes. It would certainly reduce it. 

Mr. Sapiak. Mr. Mikesell ? 

Mr. Mrxesetu. I just wanted to say that I do not think we are quite 
as helpless in this matter of protecting our manufacturers’ exports 
from discrimination which will inevitably arise from the European 
common market, as may have been suggested. 

In the first place, this will not happen overnight. It will take some 
years for the tariffs within Europe to be reduced. This is a step-by- 
step process over a 12-year period. 

Secondly, we do have the opportunity through reciprocal tariff 
negotiations to reduce the degree of discrimination during this period 
because the European common-market countries will negotiate to 
bargain as a group. When they bargain with us with respect to 
tariff rates that will mean their tariff rates with respect to the outside 
world will decline, so in this way the degree of discrimination can 
be reduced. How far this discrimination can be reduced will, of 


SEP ROE RTT RA agg a 


EI RAAT A AE NII HS 





FOREIGN TRADE POLICY 247 


course, depend upon the extent of the President’s bargaining authority 
under the Trade Agreements Act. 

Mr. Macnrowricz. Mr. Blough ? 

Mr. Bioven. I am interested in Mr. Haynes’ remarks about what 

the 43 companies think about the probable effects on their businesses 

of the European common market. These companies are probably in a 
better position to assess the situation than persons on the outside. 
While they would seem to be on sound ground concerning the prob- 
able direction of the effects, I wonder if we ought to be persuaded by 
what they say about the size of the effects. 

Not very long ago, and indeed this may still be the case, some British 
and other European economists and businessmen were saying that 
European producers would never be able to catch up with the in- 
creased efficiency and falling costs of American manufacturers. Now 
today we seem to have just the opposite. American businessmen seem 
to be saying that they cannot hope to keep up with increased European 
efficiency and falling costs. 

It may perhaps be that they have not fully escaped from looking at 
incomes as they are and tariff rates as they are or as they would be 
under averaging, without regard to the type of reciprocal negotiation 
which Mr. Mikesell has mentioned, and without adequate regard to 
the expansion of incomes which Mr. Sadlak has mentioned. Of 
course, there are bound to be shifts in the form our exports take but 
I am not so pessimistic about the future of total exports as some people 
seem to be. 

I would like to return to the point that I made in my opening 
remarks. There is a question in my mind of how much effort the 
United States Government should make to encourage capital to go 
abroad. Of course, businesses will do what they think is in their 
best interests and I am not suggesting Government restrictions on 
their doing it. The question I have in mind is whether the Govern- 
ment should actively encourage United States capital to go abroad 
rather than to stay at home and seek foreign markets. 

After all, capital invested at home often adds to employment oppor- 
tunities and certainly operates to increase productivity and per capita 
income. These are benefits to our economy. If, instead, this capital 
goes abroad and is not to be wasted as far as the United States is con- 
cerned, the income must come back home from that capital. The only 
way the income can be brought back is for us to be willing to accept 
the imports necessary to supply the dollars needed to bring the income 
home. A great expansion of foreign investment with active Govern- 
ment encouragement in effect implies a promise to arrange our trade 
policies in the future so that the dollars of income, and if we desire 
them the dollars of principal, can be brought home. 

Let me turn to another point. It is, of course, very useful to raise 
capital abroad to help in our foreign enterprises, although, of course, 
this means we must share the income. Two conditions must be present 
if such capital is to be raised. First, there must be capital available, 
and, second, it must be possible to use it in buying necessary capital 
goods such as machinery and equipment. In the highly industrial- 
ized countries of Europe, it may be possible to find much of the capital 
and to buy the machinery and equipment with local currency. In 
many other parts of the world, however, the capital simply is not 
available at the present time and even if it were available it would be 
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useful only for meeting local currency costs and not for buying 
machinery and equipment, which is not locally produced but would 
have to be bought abroad. 

I certainly would not wish to discourage trading our techniques 
and know-how for capital by putting them into a joint venture for 
40 or 50 percent of the total equity with persons in the host country 
putting in capital for the rest, since in that way extra use is made of 
the capital of knowledge and technique which we have developed here. 

Finally, on the question of taxation, I do not believe that the situa- 
tion our businesses face abroad is as difficult as Mr. Haynes seems to 
indicate. 

We do not ordinarily tax income earned abroad as heavily as income 
earned at home, although the Congress clearly has the constitutional 
power to do so. With respect to salaries and comparable personal 
service income we go very far, exempting from United States taxation 
the earnings of persons working abroad for long periods, with certain 
limitations. Incidentally, this exemption sometimes means that part 
or even all of such earnings are not subject to income tax in any country 
but entirely escape taxation. 

With respect to business profits, our general policy has been not to 
tax incomes derived from foreign sources so heavily as to push the 
combined foreign and United States income taxes above the tax im- 
posed on income earned here at home. More generous treatment is 
afforded Western Hemisphere trading corporations, but this is an 
exception to and a violation of the general policy. The underlying 
principle undoubtedly has been that of tax equality, both as a matter 
of fairness and so that our businesses would not be subject to any tax 
inducement to prefer foreign to domestic operations, or vice versa. 

The policy has been accomplished primarily through the foreign 
tax weit: Many cases of excessive double taxation that are not pre- 
vented or cured by the foreign tax credit are dealt with through bi- 
lateral tax treaties, although admittedly there are examples of double 
taxation that continue to remain despite these measures. 

Now let me come to the point specifically mentioned by Mr. Haynes, 
namely, the United States taxation of profits not brought home but 
reinvested abroad. Under our tax laws the United States does not 
tax the profits of subsidiaries of United States businesses operating 
abroad until the profits are paid out in dividends to the parent do- 
mestic corporation, at which time the United States tax is applied and 
the foreign tax credit is allowed. Thus the United States tax is post- 
poned as long as the profits continue to be used by the subsidiary, 
which is a provision of considerable financial value. The tax post- 
ponement constitutes in effect an interest-free loan of an amount equal 
to the United States tax for purposes of foreign reinvestment. 

This postponement feature does not apply to overseas profits of 
branches of United States corporations. Given careful drafting and 
appropriate safeguards against abuse, the law might well be mended 
to provide that until branch profits are brought back to the United 
States they would not be subject to the United States income and 
profits taxes. 

Other business and personal taxpayers would have to make up the 
loss of revenue if such an amendment were passed. For this reason, I 
do not look on such a provision as necessarily promoting directly the 
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general economic interests of the United States, although of course 
it would help our businesses abroad. It would undoubtedly promote 
the economic interests of foreign countries, and from this we might 
well derive indirect benefits, falling in the category of foreign policy 
interests, which I mentioned earlier. We can no doubt gain certain 
political advantages and in the long run, economic advantages, by 
helping to develop countries to become economically stronger, more 
prosperous, more independent, politically more stable, and more able 
to buy our products. 

Mr. Macurowicz. It is not true that the American investor abroad 
is in a bad competitive position as compared to investors from Great 
Britain or other countries because of the double taxation and because 
of the different advantages of taxation that British and other invest- 
ors have which the American investor does not enjoy ¢ 

Mr. Buiovaeu. I do not think that is generally the case, sir. The 
situation varies from country to country. 

Mr. Macurowicz. How about Great Britain, for example? 

Mr. Broven. In the case of Great Britain our businesses abroad 
in the past, before this new bill was made law, have had more favor- 
able tax treatment than British businesses abroad, This was one of 
the arguments made in the House of Commons in support of the bill. 

The British investor now will have an advantage with respect to 
the timing of tax on overseas profits, in that the British law permits 
tax postponement for certain corporations incorporated in Britain 
while we permit tax postponement only with respect to foreign sub- 
sidiaries. 

It may be noted that a provision similar to the new British law 
was proposed several years ago in this country by Mr. Ira T. Wender, 
of New York. I think many people would consider it not an un- 
reasonable plan to apply to this country. 

Mr. Mason. I want to hear Mr. Sundelson on that. 

Mr. Sunpetson. I would prefer to address myself to this matter of 
what American industry should do in the light of common market 
developments. 

To begin with, having participated myself in the meeting that Mr. 
Haynes discussed, I know that the group as a whole did specifically 
take into account what was going to happen in Europe, the changin 
pattern of income levels, especially covahouiad power, and above all 
the limitations on what we can do, assuming we went along with the 
trade agreements program which is an assumption that is difficult 
to make; what you could do in playing around with the size of a wall 
against a trading community which has no wall at all. 

We are going to be of limited effectiveness in changing possibly the 
timing and the extent of the third party tariff. But this huge popu- 
lation with its growing complex of industrial and production centers 
will move goods freely without any tariff and specifically without any 
other impediments to trade. 

So there is always going to be a difficult penalty for the American 
business apart from the things that have been cited such as the geo- 
graphic penalty and the difference in our tastes and habits as against 
those of Europe. 

The other thing that disturbed me was what my distinguished col- 
league said about investments. To begin with, the investments are 
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not very great in proportion to the capital available in this country 
or to the capital investments. I think they are also made historically 
at the time of our greatest business upturns. They are not made 
when there are few alternatives or few interests for local capital in- 
vestments. The timing always shows that we do it primarily when 
things are very good here, and when we have met most of our own 
capital needs. Certainly, there is a rational decision on earnings, 
and very little capital goes abroad if it does not have prospects su- 
perior to those at hand to the investor domestically at the time he 
makes it. 

Secondly, a good deal of our investments are not for manufacturing, 
but for raw materials, and we would be in a very sad plight today if 
American firms had not invested earlier to make large quantities of 
much-needed raw material and fuels available to us, 

Mr. Macurowicz. As, for example, in Latin America ? 

Mr. Sunpetson. That is right, and all over the world, sir. 

Finally, the question of the drain on dollars to repay interest and 
dividends and profits is certainly a fraction of what it would be for 
these foreign buyers to continue to buy American goods. We have 
some indication that we obtain a few billion dollars, or less than that— 
1 think it is something over a billion dollars, but I will have to check 
the figure—but we exported this year some $19 billion in goods and 
services, and we are going to bring back something on the magnitude 
of $1 billion or $2 billion in profits on our investments abroad. That 
is an illustration of the relative problems that are involved, and if 
we do not make the investment abroad and share these markets, I do 
not think we have an alternative of producing here, and exporting. 
That, of course, is my personal opinion, and opinion of the others 
who are in this panel that Mr. Haynes referred to. Exporting instead 
of manufacturing abroad is not an alternative that we can enjoy. 

Mr. Sapriax. From the information that is available to me, there is 
a great, great lack of venture capital in this country, Money is hard 
to get, and small, intermediate, and large businesses are complaining 
about it. They do not have the funds to invest in an expanding 
economy and in expanding facilities here. 

If that money, whether it would be $2 billion as you mentioned, or 
a larger figure, were taken overseas, then naturally there would be 
still a greater shortage of it here in our own country, and we are still 
a growing economy, and we have millions of people coming into the 
labor market, and somehow we have got to provide for those produc- 
tion facilities. 

Mr. Sunvetson. I would think, sir, that you cannot readily com- 
pare these terms. These funds which go abroad in many eases, as it 
has been pointed out, are foreign profits that are reinvested rather 
than repatriated. They would not necessarily be available for small 
venture capital here. 

This is true at different levels in the economy. The attitude of 
banks and of small private investors is one thing, and the attitude 
of large manufacturing companies who are engaged in major do- 
mestic programs and who have a foreign program simultaneously 
would not, I think, be a solution of the absence or the high cost of 
capital for small domestic enterprise. 

Mr. Macnrowtcz. I might make one observation and that is that 
if American capital were not in Latin America today engaged in the 
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development of the raw materials resources there, we probably would 
be losing the Latin American market, which I think is one of our best 
markets for the future. 

Mr. Haynes, did you have a comment on this question ? 

Mr. Haynes. Thank you, sir. I think, maybe, one single illustra- 
tion may be helpful on the question which Representative Sadlak 
raised, and also serve to clarify one of the issues that my ‘friend Roy 
Blough brought up. 

There is an American company which owns a plant in Brazil, and 
that company, let us say, earns $1 million. The American parent 
would like to take those earnings and send them to Argentina, or 
Formosa, or some place else to build another plant directly owned 
by the United States, not as a subsidiary of the Brazilian company. 
Now, for him to ‘do that, he must bring the money home where the 
difference between the Brazilian tax and the United States tax is 
captured by the illustration of, roughly, 22 percent, The Brazilian 
tax is around 30 percent. So the difference between 52 and 30 would 
be captured by the United States. 

So, he has only 78 percent left to invest abroad. He must then make 
up the difference by taking capital from the United States. 

Now, what the British are able to do is to put $1 million to a legally 
authorized United Kingdom corporation where it is not subject 
to tax because a dividend was not paid, and the company used all of 
it for investment in another country. That is what our corporations 
are not permitted to do at the present time. 

Mr. Biovex. Some of them are. 

Mr. Haynes. That is true and I thank Professor Blough for bring- 
ing up that point. Owing to the fact that the United States does not 
have a law similar to the new law in the United Kingdom, many 
United States manufacturers have established wholly owned sub- 
sidiaries in countries which do not tax income arising from outside 
the borders of that foreign country. Examples of such countries 
are Panama, Venezuela, the Bahamas and, under certain conditions, 
Canada. For the sake of illustration, let us consider the case of a 
United States manufacturer that established a Panamanian subsidi- 
ary. This subsidiary, in turn, undertakes one or several business 
operations for the United States parent in third countries. It may 
engage in exporting by buying from the parent and reselling, or in 
arranging licensing deals, or in establishing sales, assembly or manu- 
facturing plants—all in third countries. The profits earned by these 
operations accrue to the benefit of the wholly owned foreign subsidi- 
ary which initiated and conducted the foreign business. When the 
subsidiary remits these profits to the United States parent they 
become liable to United States tax. But in the meantime they may 
be transferred not home, but to another foreign country as an invest- 
ment—free of United States tax. 

Under the new British Revenue Act, a United Kingdom company 
may establish such a subsidiary right in London. That subsidiar 
is called an Overseas Trading Corporation (OTC) and the British 
law establishes the conditions under which an OTC may accumulate 
profits from overseas operations free of United Kingdom tax until 
the OTC pays a dividend. Then, the profit, represented by the divi- 
dend, is subject to United Kingdom taxes. 
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Thus British manufacturers enjoy an important competitive advan- 
tage over United States manufacturers. They are not required to 
— so much time and money and legal fees. They are not put to 
the trouble and expense of communication and travel to Panama, for 
example, to accumulate foreign earnings for investment abroad. 

There is one minor correction I want to make in Roy Blough’s 
remarks: The British law opens the opportunity for Americans to 
have British overseas trade corporations. It is not limited just to 
British companies. All of the stock of the British OTC can be 
owned by foreigners; it can be owned by Americans and already there 
are several American corporations forming British overseas trade 
corporations in order to be able to move profits from one country to 
another without suffering a tax penalty. So, if we fail to take action, 
we shall offer an incentive to American industry to transfer these 
banking and investment operations from the United States to Eng- 
land, as we have already offered an incentive to have them do it 
through Panama and other countries. 

That seems to me to be not in the national interest. 

Now, Mr. Blough remarked that we were going to have to allow 
other countries to earn dollars to pay dividends. "That is quite true, 
and I am in favor of our making that possible. But, I think it ought 
to be pointed out that a foreign country having only to remit the 
profit on a typewriter instead of 100 percent of the cost of the type- 
writer can have 10 times as many typewriters. If we hope to sell X 
number of typewriters in a country and they do not build a plant 
there, then we must ask for 100 percent of the value of those type- 
writers. But, if we build the po there, then we can sell at least 
10 times as many typewriters and remit back only the profit. 

So that there are possibilities of expanding production and making 
more goods available to more people, requiring the payment of fewer 
dollars to the United States by the investment process than by the 
trade process. 

Mr. Sunpetson. I would like to add to this example which Mr. 
Haynes gave that it is just part of the picture. It never has been in 
my experience that you have the alternative of making the free choice 
through export or through manufacture. The criterion is: you manu- 
facture in a country or else allow manufacturer X from another coun- 
try to walk away with the market that you may have enjoyed in the 

ast. 

, It is certainly true of almost any article that is a large-volume mover 
in world trade, because there is no know-how that is unique. Any of 
these large-volume things that move through commercial channels, 
whether they are consumer goods or capital goods or durable or non- 
durable, or whatever they are, the know-how is a pretty universally 
spread thing, and easily moved. Hence, the decisions to be made by 
the American manufacturer and the common market will heighten the 
necessity of meeting these alternative choices: Are we going to let 
the Europeans or other nations move in and preempt markets or are 
we going to enjoy them to the best of our ability ? 

Mr. Macurowicz. Before we recess for lunch, I think that Professor 
Blough has one additional comment to make. 

Mr. Buioven. I find myself in agreement with so much that has been 
said that I think I must not have been making myself clear. On the 
selling of typewriters you are quite right. Of course, none of the 
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typewriters made abroad gives employment to American workers and 
this may be of some significance on the question of the relative eco- 
nomic value of foreign and domestic investment. : 

It is certainly not my desire to hinder investments = abroad ; 
far from it. My major academic interest is in the field of interna- 
tional investment. I simply raise the question whether it is in our 
economic interest to burden United States taxpayers in one way or 
another in order to induce business to invest abroad in preference to 
their investing at home. 

With respect to the question of the British subsidiary for purposes 
of tax postponement, I have no doubt that it will bring about chan 
in other countries to meet the demands of their businesses, No doubt 
we shall make some changes to try to match the British. I hope we 
will not go much further than the British have gone because if we 
do they will have to take another step to get ahead of us, and then we 
will have to take another step, and that process could go on indefinitely. 

Thank you, Mr. Chairman. 

Mr. Macurowicz. Gentlemen, it is now 12:30, at which time we 
usually recess for lunch. 

I wonder if all the panel members will be able to return this aft- 
ernoon. I hope they will be able to do so. 

We will recess, then, until 2 o’clock this afternoon. 

(Thereupon, at 12: 30 p. m., the subcommittee recessed, to reconvene 
at 2 p.m. of the same aay.) 


AFTERNOON SESSION 


Mr. Sapiax. I will call the committee meeting to order at this 
time. 

I understand Mr. Morrison has a question or two he would like 
to raise. 

Before we let Mr. Morrison interrogate I wonder if you gentle- 
men, after having had an opportunity to refresh yourselves and to 
have a little quick lunch, if you would like to volunteer somethin 
at this time before we proceed with the questioning by Mr. Morrison ? 

Mr. Anverson. There is one aspect of this problem of investment 
and production in Europe which interests me a good deal. I had a 
feeling Mr. Sundelson did not draw a conclusion that might have 
flowed from his reasoning of this morning. 

He pointed out, and I think correctly, that the development of the 
common market, with or without a free-trade area linked into it, 
would cause very large increases to develop in the demands for raw 
materials and for fuel in Europe. 

I agree with him in this and I think this is perhaps one of the con- 
trolling factors. It seems to me, however, that if this is true it obvi- 
ously will put quite a substantial strain on the hard-currency reserve 
and hard-currency earning power of Europe to pay for what must 
obviously be top priority requirements for raw materials and for 
fuel to support the increasing economic activity of the Continent. 

Under these circumstances it would seem to me that you can assume 
that this may be chicken and what he said was the egg; namely, that 
you have a reason why imports of less essential items of finished 


— from our currency areas, particularly the United States, will 
suffer. 
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I would like very much to get his reflections on this. It seems to 
me this may be the controlling factor. 

After that I would like to come back for one further point con- 
cerning the content of potential exports from Europe to the hard- 
currency areas. 

Mr. Sunpexson. Actually, the payments question of the new pattern 
of world trade is a very, very complex one and I did not address 
myself to it. I have a suspicion that there will be a basic change 
in the monetary controls and patterns in Europe if integration is to 
be accomplished. There is no blueprint for it. It is a difficult prob- 
lem and their own treaty does not do any more than raise the question. 
It certainly does not answer it. 

However, the EPU gives me reason to believe that there will be a 
mechanism that will solve most of the area’s trade relationships with 
each other, giving due recognition of temporary weaknesses, and that 
possibly the area will evolve a monetary unit at some time that it 
might use in its relations with the outside. It might go back to the 
Latin monetary unit before World War I. This is not revolutionary. 
There are precedents for that sort of thing. But I would agree with 
you, Mr. Anderson, that there is a tremendous problem lying ahead 
for integrated Europe and it will have difficulties as we may ourselves 
have in adjusting our markets to buying in the sense of multilateral 
trade, which simply means that a buyer is not inhibited from buying 
nears in the world because of monetary factors. 

did not take into account, therefore, this factor that Europe 
would not buy manufactured goods because it would need its ex- 
change for raw materials, although that might conceivably at some 
time be a factor. I addressed myself solely to the question of whether 
European production, the efficiency of it, and the kinds of things that 
would be made, and the national European elements of production 
would not limit or would not accelerate a trend already existing 
which is pushing consumer goods from this country out of the mar- 
kets and will extend to capital goods when the basis for their manu- 
facture on a large scale, standardization, and volume is achieved. 

I would Hatstons think, in answering you, that it is a real prob- 
lem, and I know Professor Haberler has some doubts on this score. 
Together with the customs union, which is a relatively minor thing 
in the whole integration movement, will a monetary basis evolve that 
will make pineration possible? Given the time we are talking about, 
and we are talking about 12, 15, or more years, and given good will 
and political necessity it does not appear to me that it is beyond 
achievement. 

Mr. SapiaK. Would any of the other gentlemen like to comment 
on that? 

Mr. Haserter. If I might make a couple of comments on some of 
the last remarks. First it was assumed by almost everybody that the 
common market and the free trade area will be accomplished. I 
am not quite so sure of that. 

One of the reasons I am a little doubtful is that the monetary 
problem has not been solved. 

Take France and Germany. The French have great difficulties. 
The Germans, as somebody mentioned, have accumulated huge re- 
serves, and the French have been forced to introduce all sorts of 
restrictions. 
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Unless they change that they cannot enter a common market. 

As a European acquaintance of mine said, it is like a girl who re- 
fuses to be kissed. By that I mean the limited amount of converti- 
bility which they have now they have trouble in maintaining. 

At the same time she says “I don’t mind getting married to you.” 
That doesn’t make sense. Perhaps she will change her ways and re- 
form her finances, but before she has done that I am afraid there can- 
not be any common market. 

Let us assume now that this difficulty will be overcome. Then we 
have to assume that total imports into the common market will in- 
crease. 

Mr. Haynes told us that a fair sample of American manufacturin 
corporations was of the opinion that their exports to Europe mead 
fall, but I believe he did say that other exports, fuels and raw mate- 
rials, would increase, so that total imports into the common market 
would go up. 

I think that depends on two things: A, it depends on the wall the 
common market will build around the six countries, how high it will 
be. This is still an open question. For some of the countries common 
tariff will be higher, for Belgium, Luxembourg, and the Netherlands. 
The common tariff will be the average of all six countries there, so for 
these countries the tariff will be higher, and for Germany it will be a 
little higher, and for France and Italy it will be lower. 

This is one point where the United States comes in, and I think Mr. 
Haynes very appropriately stressed that this country should be pre- 
pared to do some hard bargaining and prevent the common market 
countries from setting up too high a tariff. That should be done 
through GATT. 

But this is only one factor to determine total imports will increase. 
Another factor is how the common market will work out internally for 
these countries. If it is a great success internally, if income and pro- 
duction goes up very much, then they will import more. Whether that 
will happen immediately and sufficiently to offset other effects, I think 
that is a little doubtful. 

What I am afraid of is that the whole scheme might get bogged down 
in an intermediate position. 

According to present announcements the common market will be 
carried through in 12 to 15 years, that is duties inside the common 
market will be gradually reduced over a period of 12 to 15 years, so 
that only after 15 years will the common market really be a com- 
pletely free trade area just as inside United States is a free trade area. 

During the intervening years duties still will exist. There are some 
escape clauses. I think the danger is that the period of transition 
will be prolonged. With all these international arrangements usually 
the transition period never comes to an end. That was so with the 
IMF and with everyone. It can be shown that during the transition 
period when duties inside are only reduced but not eliminated, that 
during that period not only do these countries who participate do not 
get full benefits but also it is not so good for the outsiders, and that is 
for the reason that so long as the customs union is incomplete there is 
very much trade diversion. We will say the French will import more 
German automobiles and fewer from America, but total imports will 
not increase immediately very much. Only when total imports of 
these countries from one another increase, only then can we expect a 
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large increase in trade and only then can we expect that their total 
imports from the outside will increase. 

herefore I would not be so optimistic that immediately, as soon 
as the common market comes into force, that they will start buying 
more from us and other countries than they did before. I think that 
will take afew years if it happens at all. 

If they do not extend the period of transition then I am convinced 
in the end it will work out that way, but in the intermediate period I 
think we ought to count on some decreases, not only of manufacturing 
— but perhaps also certain raw materials and fuels. 

owever, as I said, it depends on the tariff, and there I think the 
United States should be prepared to negotiate before the proper 
forums where such negotiations and complaints can be discussed. 

It seems to me GATT is the forum where outsiders, United States 
and others can raise their objections and induce these countries to 
integrate in a sensible way, and therefore the United States should 
take part in GATT, and I think the United States also should go along 
inthe OTC which will be voted on next year. 

— Sapiak. Let me make this comment, and I will yield to Mr. 
aynes. 

I think what Dr. Haberler has demonstrated is what Mr. Heather- 
ington said earlier this morning, and that is that we take an excursion 
into the land of conjecture. That is exactly what you have done. 

I am convinced that the recommendations and suggestions on the 
basis of the vast experience which is assembled here today, in looking 
forward and taking cognizance of the market there, you are being 
helpful to us who have the responsibility of doing something about 
these matters when we convene perhaps the early part of next year 
and consider this whole problem. It hasso many facets. 

I am pleased, and I am sure the committee is pleased, to have your 
comment as you look into this land of conjecture and come up with 
the answers that you have given to the committee as a recommendation. 

Mr. Haynes, I think you wanted to comment ? 

Mr. Haynes. Just to add a footnote to Dr. Haberler’s remarks. 

First a minor correction. I believe my statement said I thought 
there would be an increase in importation of fuels and raw materials. 
I don’t believe I said increase in total imports. Conceivably the in- 
crease in the imports of raw materials and fuels would be at least in 
part compensated by a fall in imports of other manufactured goods. 

With respect to Mr. Anderson’s question there are two other items 
that might be mentioned, where the Europeans themselves see a pos- 
sible payments problem in accommodating the increase in imports 
of raw materials and fuels. 

At the time of the Rome Treaty there was also another treaty 
providing a mechanism to help increase atomic energy growth in 
Europe, and some of the countries of Europe hope to take care of 
some of the increases in power needs through atomic energy, which 
would reduce foreign exchange payments for fuel imports. 
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Within France itself and in the Sahara oil sources are being de- 
veloped. 

The other ae to the problem is the $581 million develop- 
ment fund provided for in the Rome Treaty to be invested within 
the overseas territories, at least partly to develop raw material re- 
sources of those areas so that there will be available to Europe more 
raw materials without requiring foreign exchange. 

Mr. Anperson. I would like to make an observation about that. 
I am sure Mr. Haynes is familiar with the document I have here 
issued by the OEEC and which has in it one of the most interesting 
and useful charts I have seen of the energy requirements of Europe 
between now and 1975. 

Roughly speaking it shows that in terms of millions of tons of 
coal equivalent in translation of all varieties of fuel into that unit, 
the present consumption is approximately 730 million tons of coal 
equivalent, and the average expectation for the year 1975 in millions 
of tons is 1,200. That is an increase of roughly 50 percent, and it 
is broken down to show the expected sources of this energy. 

It is perfectly true, of course, ‘that nuclear fuels will represent a 
very significant factor in Europe’s energy requirements, but this shows 
that in 1975, according to the SEKC, the total contribution of atomic 
energy, equivalent in millions of tons of coal, is something on the 
order of 50 million out of 1,200. 

It also shows imports of coal from outside of Europe. That shows 
continuation of about 50 to 60 million tons of coal. 

Then there is a large increase in necessity of imports of oil. 

If this chart is anything like correct it is obvious that a good deal 
of the foreign-exchange earnings of Europe would have to be used to 
finance this; not all, to be sure. But if the Sahara oil strike turns out 
to come up to the expectations of the optimists, if the situation in north 
Africa can be stabilized so as to operate there, and the transportation 
problem which is one of the most severe in the world can be solved, 
and if capital is available to do all these things, naturally that will 
not be a problem. 

I would like to make one more point before I stop, which has not to 
do with fuel 





Mr. SaptaKx. Would you further identify that book ? 

Mr. Anverson. This is diagram 3, page 22, of Europe’s Growing 
Needs of Energy—How Can They Be Met? It is published by the 
ae It is a report prepared by a group of experts and published 
in Paris. 

I will supply diagram 3 for the record. 

Mr. Sapiax. Thank you very much. 
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(The diagram above referred to is as follows :) 


Diagram 3 
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Mr. Anperson. Professor Haberler said that he felt the timing of 
this would be slow. I, too, have spent several weeks in Europe talking 
about this subject with all kinds of people, including a lot of business- 
men, a lot of American businessmen. I found in almost all cases the 
people with whom I discussed this who were planning on manufactur- 
ing operations were laying their plans carefully for rationalizing 
their production. For example, if they have 2 plants, 1 in Germany 
and 1 in France, they are making plans to specialize in one or the other, 
or put up other plants elsewhere. 

Gamoadie speaking these people said that once they are satisfied that 
the common market will be a reality, with or without a free-trade area 
linked into it, they would go ahead and make their plans and they 
would try to proceed to get ready to do business under the new circum- 
stances in which the 160 million or 275 million of people would be their 
logical market. 

They expressed great doubt as to whether they wanted to wait that 
long. Once they get their plans fairly well worked out and financing 
is available they can go ahead. 

Their belief was that gradually pressures will build up, if this thing 
works, inside the common market to get on with the business. If they 
were going to manufacture a spark plug in 1 plant in Germany for 
distribution in the whole 6 they are not going to be very happy about 
having this spark plug duty go down only by these rather extended 
stages. They will put pressure on various governments, I think, to 
hurry up. 

Again this is pure speculation, but I think there is a fairly good 
chance that contrary to your view this may be another factor which 
will be working in the other direction. One cannot tell much about 
it but I thought it should be brought up as the other side of the picture. 

Mr. Saptak. It has many facets and we are glad to have them all 
commented upon. 

Mr. Suearer. Mr. Chairman, I am still a little worried, perhaps as 
the sole optimist here, that we are analyzing this common market 
treaty as if the operation were in some sense timeless. That is what 
economists like to do. 

I would like to point out one of the salient characteristics of the 
present European situation very substantial manpower shortages in 
practically every country with the exception of Italy. I would like 
to point out that while their rate of expansion has been growin 
quite rapidly over the past few years this has inevitably nsoensitahed 
and carried with it physically larger volumes of imports from the 
United States. 

It. is quite true, as Mr. Haynes and Mr. Sundelson have said, that 
over a period of time there will be very substantial shifts in the pat- 
tern of trade. I do not question that for a moment, but it will not 
occur at once. As Dr. Haberler pointed out, if there is any hitch in 
the progress toward achieving the common market, likewise there 
will be a substantial hitch in the level of discrimination against the 
outside world. In other words, the two movements, given the obliga- 
tions these countries have taken in GATT, will go forward step by 
step equally, so that I still believe, and I know it is unhappy when 
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world, but I still believe it is very likely that American exports of 
manufactured products will not suffer as heavy a decline as has been 
projected. Certainly it will be a gradual shift if for no other reason 
than demand for our capital equipment for the new investment in 
Europe. 

The equipping of these new plants to take advantage of the mass 


_market which is to be created is almost certain to give rise to demand 


for American goods. We will have a lot of time to adjust to the new 
competitive situation, and in fact if our expectations are realized of 
a constantly enlarging market in Europe there is no reason why our 
experience should not be with the common market just exactly the 
same as it has been every time a country or an area has become a 
strong competitor. Such competitors have likewise become very 
strong customers. 

I think American business on the whole, looking at the short run 
every time there is a suggestion of new competition says “Oh, this will 
hurt our particular exports,” but as competition occurs there has been 
substantial adjustment, and the historic record shows we are far better 
off selling our exports to our best competitors than we are selling them 
to _ le who do not ee with us at all. 

only point out that Western Europe has now taken the lead as the 
primary market for our exports. Canada still is first as a country, but 
if you look at the places we are selling most of our goods they are the 
very places that are most competitive with us—Canada, United King- 
dom, West Germany, Japan, and the Benelux complex. 

I think the evidence of United States development in international 
trade patterns gives us substantial reason, over a 15-year period, to be 
more optimistic than the as which has been left here today. 

Mr. Sapiaxk. Mr. Mikesell ? 

Mr. Mrxesetx. I would like to associate myself with Mr. Shearer’s 
remarks. The idea of a substantial growth of production and real 
income in Western Europe being associated with a decline in our trade 
with that area seems to be incompatible with what we have seen in the 

ast. 

I think it is true, as Mr. Shearer points out, that they are straining 
against their limited resources just now. Their needs for capital goods 
will be greater than their capacity to supply them in many areas, and 
they will continue to buy, perhaps not the same things in all cases, but 
there will be an expansion in demand for United States goods. This 
assumes that the common market will, in fact, be a success and bring 
about the hoped-for increase in production and gross national product. 

If I am pessimistic at all it is along the lines Mr. Haberler has sug- 
eee I am concerned about Western Europe’s being able to solve its 

lance-of-payments problem. France’s payment difficulties and Ger- 
many’s continuing surplus have already been referred to. 

I have no way of telling what the outcome will be except 
to say that I do not believe we are likely to see, as the result of a 
common market, a highly restrictive, high cost, self-sufficient, free 
trade area within Europe. It is difficult for me to believe that Western 
Germany or Belgium or the Netherlands would be willing to compro- 
mise their interests in world trade liberalization and currency con- 
vertibility. 

I feel that if Western Europe’s balance of payments problem is 
not solved the common market will be greatly delayed, but we are 
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not likely to see a high cost autarkic system in Western Europe as the 
basis for free trade within the area. 

Mr. Sapuak. Mr. Morrison, would you like to ask a question? 

Mr. Morrison. The point I would like to raise had to do with 
references made here to the dollar shortage or the dollar gap. 

I think Mr. Mikesell and Mr. Shearer have referred to it as a myth 
while Mr. Blough, I think, and Mr. Sundelson referred to it as some- 
thing having some reality. 

Mr. Mikesell referred to Mr. Lederer’s analysis of our balance of 
payments here yesterday, which it would seem to me was a very 
competent discussion of the components in the balance of payments 
and their inter-relations of lack of them. It seems to me that what 
he said would not be conducive to the idea that the shortage is entirely 
amyth. As I understood him, he was saying that you did not find in 
the balance of payments data a touchstone for policy determinations, 
that you could not identify what you should do in the field of foreign 
economic policy simply from imbalances. 

It is true, I think, that in one sense there must always be a balance 
of payments, even if it is effected through repudiation of obligations. 
In this sense balance-of-payments analysis involves a sort of double- 
entry accounting. Bec. 

Mr. Lederer also said, however, and this seemed to me illuminating, 
and I think the members of the panel would like to comment on this; 
that the dollar shortage was the consequence of a complex of policy 
factors—what countries are doing and wish to do. It seems to me 
that the panel might clarify this matter and their previous statements 
on the dollar shortage if they would discuss this matter further. 

For example, it seemed to me there was a dollar shortage in the 
thirties in the sense that a lot of foreign countries were unable to 
meet the service on their indebtedness, and I think we exerted our in- 
fluence in persuading them as much as we could not to impose re- 
striction on imports but we were comparatively indifferent to the col- 
lection of interest on American investments abroad. The point is 
that there was a shortage, a dollar gap, even then in the sense of 
what the countries wished to do and, indeed, what we wished them 
to do. Similarly it seems to me that the idea of regarding military 
aid as having nothing to do with the dollar-shortage problem is not 
entirely valid. If the foreign countries were able to support the level 
of defense activity that is considered appropriate by them and, in - 
fact, by us, we would not be making these contributions. The point 
is that there are elements of payment by us that are induced by policy 
considerations independent of the usual understanding of the opera- 
tion of the balance-of-payments forces. 

I was wondering if Mr. Blough would like to comment on this, and 
clarify his view as to whether the dollar shortage or the dollar gap 
is or is not a myth. 

Mr. Broveu. Mr. Chairman, in the presence of some of the country’s 
leading authorities on this subject I express my views with consider- 
able diffidence. There are various ways of defining the dollar gap and 
dollar shortage. The one used would, I suppose, S dependent on the 
problem one was trying to analyze. The two problems which I have 
particularly in mind are the question of what limits the exports of 
goods by the United States “— the question of what limits the ability 


of countries to make their currencies freely convertible into dollars. 
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With these questions in mind, my usage of the term “dollar gap” 
or “dollar shortage” can be seen from an illustration. Suppose the 
people of a country, for example, France, who have in their possession 
currency and bank accounts in franes, want to buy goods which they 
can get only by spending dollars. If they go to the banks and try to 
change their francs into dollars at the official rate in order to buy 
these goods, and the bank does not have any dollars and has to turn 
them away empty handed, then it seems to me there is a dollar shortage 
or a dollar gap. In other words, if people inside the country, having 
the currency of the country, try to buy more goods which must be paid 
for in dollars than there are dollars available, there is a dollar shortage. 

Now of course this is only a starting point for analysis. This illus- 
tration says nothing about the causes of the dollar shortage or about 
its effects or about the steps that might be taken to reduce or eliminate 
it, but in my view it is a useful starting point. As long as there are 
restrictions, either embargoes, quantitative restrictions, or restrictions 
on the use of foreign exchange directed against dollar goods you have 
at least a prima facie case that a dollar shortage exists. What the 
amount of this dollar gap is could not be readily computed because 
you do not know what the demands for dollar goods would be if none 
of these restrictions were in effect. 

I think there is a tendency to overestimate the dollar-gap problem 
by assuming that our foreign aid and our private investment abroad 
all goes to fill an existing gap. In fact, much of the aid and private 
investment creates the demand which it finances in that the demand 
would not be present if the payments were not made. 

I believe military-aid payments were mentioned here in this con- 
nection. Tothe extent that military-aid payments are made in dollars, 
the agreements under which the payments are made pretty much 
create the demand for which those dollars are spent. At least a sub- 
stantial portion of the private-investment dollars that go abroad are 
promptly used to buy and import machinery, equipment, and inven- 
tories which otherwise would not be bought. If the dollars were not 
invested abroad the demand for such goods would not exist. For these 
reasons it is not possible to measure the dollar gap mathematically. 

To come to the question of whether there is any dollar gap, I must 
confess that the view that there is no gap worries me as long as there 
are quotas and quantitative restrictions imposed to meet and deal with 
shortages in dollar exchange. If everything that other countries 
might do to reduce the demands for dollar exchange is to be accepted 
as eliminating the dollar shortage then it is hard for me to see how 
there could be a dollar shortage or a dollar gap under any circum- 
stances. 

Mr. Sunpetson. Mr. Chairman—— 

Mr. Boces. Go right ahead, Mr. Sundelson. 

Mr. Sunvextson. I think, Mr. Chairman, a part of it may be a ques- 
tion of semantics. Actually, a company in international trade, is ve 
much concerned with the means of payment that a foreign buyer, wit 
the approval of his government—which is needed in most countries— 
can acquire for either the payment of new purchases, for the pay- 
ment of obligations or for the transfer of interest or dividends. At 
any given time in this world today there are very real shortages of 
media of payment available to the United States to be received from 
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one country or another, and these vary in intensity and the determina- 
tion of the availability of dollars is a very complex matter. 

To begin with, the dollar is an international standard. It is ree- 
ognized along with gold as the only kind of reserve that makes a 
great deal of sense in international trade, and governments have 
changing needs—they are political as well as economic—of what re- 
serves they have to have. They need dollars for a large part of the 
world’s trade that is not with the United States. They need dollars, 
or dollar. equivalents, to satisfy EPU obligations, and there are a 
great many hard-currency countries of the world that use the dollar 
as a pricing mechanism. 

I was interested a few weeks ago to see that our German company 
quotes its prices in dollars so that buyers from Argentina to Afghani- 
stan have a common basis for determining what media of payment 
has to be made to the German company. 

That is just an example. We know also that our investments gener- 
ate dollar-paying capacity, but because of the factors I have men- 
tioned, this is irregular, and frequently a question of maldistribution. 
We do not buy in relationship to the places where people want to buy 
from us. We do not make investments in accordance with the import 
requirements or the scarcities of exchange. 

Just a little example. The great bulk of our investments in Latin 
America went to Venezuela and a lesser amount to Brazil, but the 
countries that have extreme difficulties in paying us for imports they 
desire were not beneficiaries of a large investment; similarly, we 
have figures for the world’s exchange reserves, and we are told that 
they rise or fall. 

I am sure Mr. Lederer told you yesterday—he does frequently in 
publications—about changes in the Department’s estimates of world 
exchange reserves. What has happened in Europe is that while total 
reserves may not have gone down they have gone increasingly into the 
hands of Germany. Germany, with $4 billion worth of reserves, could 
buy anything it wanted to in the United States and that buying capac- 
ity was not appreciably enhanced when they went to over $5 billion. 
But draining France and the Netherlands and Denmark of their 
reserves, made these countries cut back sharply their imports. 

I would like to add I do not want to address myself to the gap 
problem, but there is a real problem of shortage of media payment for 
the United States foreign traders from time to time. There is also 
a serious problem that at present is, I might say, somewhat aggravated, 
by the terms of trade going against raw material producers in the 
world, 

Mr. Morrison. The only reason I raised this question was that I 
thought the terms used by different members of the panel might have 
created the impression that there was a difference of opinion among 
them, which I really did not think existed. It was, as Mr. Mikesell 
says, the question of concept rather than a real difference of under- 
standing. 

Mr. Boaes. Mr. Mikesell ? 

Mr. Mixrse.u. First of all I agree with Mr. Sundelson that this 
question is to a considerable degree a matter of semantics. We 
economists do not always agree on definitions and certainly in this 
area definitions have not been very well standardized. Let us first 
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consider the term “dollar gap.” I think Mr. Lederer was talking 
about the dollar gap in the balance of payments or accounting sense 
yesterday. 

You can define the dollar gap in various ways. One approach is to 
define it in terms of the difference between our exports of goods and 
services, and our imports of goods and services, plus normal capital 
exports. 

If we are at the same time making substantial military grants 
abroad, do we say that these military grants are for the purpose of 
filling the dollar gap? No, as a matter of fact, without these grants, 
we would not have the same dollar gap. At least we would not have 
the same balance of payments accounts if we did not have those 
military exports. 

Military grants or other types of foreign aid are for the purpose 
of providing resources for certain purposes that we want to achieve 
abroad, not to fill the dollar gap. 

Now, we also have the term “dollar shortage”. In the example 
which was used a little while ago, people in France could not buy all 
of the foreign currencies that they wanted to buy at the current rate 
of exchange with their own francs because of the dollar shortage. 

I am not sure that this is the proper term to use in this context, 
because when a country is short of foreign exchange, it is not just 
short of dollars. It has a greater demand for all foreign exchange— 
dollars as well as other currencies—than it earns. Today, it is pos- 
sible in various ways to convert most, if not all, of the leading inter- 
national currencies into one another. Generally, what countries have 
is a foreign exchange shortage, if you want to call it that. 

I do not think it is quite proper to call this a dollar shortage as 
such. Countries have balance of payments deficits and will probably 
continue to have them regardless of what policies the United States 
itself follows. I do not believe there are any deep-seated structural 
factors in our trade relations with the rest of the world which makes 
necessary balance of payments deficits on the part of other countries. 
For the most part, they are a consequence of their internal monetary 
and fiscal policies. 

In Europe you might just as well speak of a deutschemark shortage 
as a dollar shortage, or a Canadian dollar shortage. Some countries 
have a sterling shortage as well as a dollar shortage. More certainly 
- have a balance-of-payments deficit, largely created by internal 
policies. 

It has been suggested that the dollar shortage means that foreign 
countries do cathe enough dollars to buy all the things that they 
would like to buy, or all the things that we would like for them to 
have. I rather think that this ought to be thought of as a resource 
shortage in terms of certain stated objectives. They need more goods 
and services from abroad than they can pay for with their exports 
and we provide these resources in various ways, through loans and 
grants and so on. 

Now, let us consider the question of a dollar shortage in the sense 
of there being something in the whole structure of the international- 
payments mechanism which makes it necessary or might make it 
necessary for countries to restrict their dollar imports or discriminate 
against dollar goods. I do not think we have a dollar shortage in this 
sense, so long as the world’s supply of not only dollars but of other 
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international payments media has been expanding in line with the 
total growth of trade and the needs of countries for increased reserves. 

I do not think that we have a dollar shortage in this sense today. 
I also said this morning that I could conceive of situations which 
might properly be called dollar-shortage conditions. I think that 
something like that happened in the period of 1929-82, when there 
was a very rapid reduction in the total volume of international means 
of payment, partly as a result of our depression, partly as a result of 
our trade policies, partly as a result of bank crises abroad, of changes 
in the whole structure of international finance, lack of confidence, 
increased demand for gold, et cetera. I think that might be a erly 
called a dollar-shortage condition in the way that 1 would like to 
define it, but I do not think we have a dollar shortage in that sense 
today. 

Mr. Haperuer. May I say a word on the dollar shortage? In one 
sense we are all short of dellemn rich and poor, Americans; everybody 
wants more dollars than they have. Most people can spend only what 
they earn. 

That is also true of foreign countries. A foreign country cannot 
spend more dollars than it earns; that is, import more from the United 
States than it exports, except if it draws down reserves of dollars or if 
it receives loans, American capital, or if it gets some ores 
credit: if it gets monéy, say, from the International Monetary Fun 

American capital exports is something that most people regard 
as desirable at the present time. Therefore, the dollar shortage 
should be measured only by that part of the excess of American 
exports, which is covered by foreign countries alg ag, down their 
apllar reserves, or getting emergency credits from the International 
Monetary Fund, or some such agency. 

If you look at the last 10 years, excepting perhaps the last half 
year—the last half year the situation has changed again—but for 
the preceding 10 years the free world outside the United States 
accumulated dollar reserves to the tune of something between $10 
billion and $12 billion. That means each year they added about $1 
billion, or a little more, to their reserves. 

I must say I find it rather odd to speak of the dollar shortage if 
those people who are supposed to suffer from the dollar shortage have 
enough dollars to add $1 billion a year to their reserve. For that 
reason I say there has been no dollar shortage during the last 10 
years. I might add that foreign countries should earn dollars. I 
do not blame them. They should have a larger international re- 
reserve to tide them over in lean years, but you cannot very well say 
there has been a dollar shortage if they have added to their-reserves 
a billion dollars a year. 

Now, this may change and although there was no overall dollar 
shortage in recent years, there were other kinds of imbalance. This 
$1 billion a year which the free world added to their reserves was 
not distributed well. Some countries accumulated a lot. The Ger- 
mans started from scratch in 1948. They accumulated a reserve of 
$5.5 billion. The French, on the other hand, lost, so there are im- 
balances outside the United States, inside the free world. 

If you now ask the question “Why do some countries have such 
troubles and others do not?” I think a broad answer is that it de- 
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pends on their internal moans? policies. If a country pursues 
sound financial policies then the balance of payments takes care of 
itself, and poor countries can have a good balance of payments and 
rich countries can have a bad balance of payments. Look at Europe. 
The westernmost state there is the poorest country in western Eu- 
rope, Portugal. This country has the hardest currency—no dollar 
shortage. At the eastern end of Europe you have a very rich coun- 
try, Sweden, which has a rather soft currency suffering from dollar 
shortage. Portugal pursued on the whole sound financial policies, 
with no inflation, whereas the Swedes engage in a little bit of infla- 
tion and that immediately creates dollar shortage. 

Nobody should say that the Portuguese are poor because they 
have sound policies and the Swedes are rich because they have slightly 
unsound policies. I would rather say the Swedes can afford to have 
now and then slightly unsound policies. It is a rich country, rich in 
human and natural resources, was neutral during the war. That is 
the reason for their strength, and so they can sometimes afford to 
spend a little more than they have. 

That, I think, is the sound theory of the dollar shortage. 

Mr. Boaes. Mr. Rashish, do you have a question ? 

Mr. Rasuisu. The question I would like to put to the panel relates 
to the emerging commercial policy of the common market vis-a-vis 
the outside world. The question has two parts: First, with respect to 
tariffs and, second, with respect to quantitative restrictions or quotas. 
The point has been made here today that one of the things that 
the United States can do is negotiate with the common market as an 
entity for the reduction of its common external tariff. I wonder if the 
members of the panel would tell us how they gage the disposition of 
the common market with respect to their inclination to enter into such 
negotiations for the reduction of their common external tariff. 

Jo they feel that the common market countries regard a substantial 
amount of tariff discrimination against the outside world as necessary 
to the success of the common market? Would the common market 
countries be prepared to add to the burden of adjustments resulting 
from the elimination of internal tariffs by entering into negotiations 
for the reduction of the external tariff? When will they be prepared to 
enter into such negotiations ? 

The second part of the question relates to quantitative restrictions. 
As I recall the provisions of the Rome treaty, all it says about ex- 
ternal quantitative restrictions is that the common market countries 
will strive to achieve a common liberalization of their external QR’s 
at a high level of liberalization. There is another provision relating 
entirely to the protection of the interests of the common market coun- 
tries within the transition period. 

What will be the pressures within the common market with re- 
spect to the regime of external QR’s that they will adopt? Will there 
be a continuation of the momentum toward liberalization that we 
have seen in the OEEC, or are there elements in the treaty and in the 
arrangements of the common market that would tend to reduce the de- 
gree of dollar liberalization that has been attained, or increase the 
restrictive effect of the existing QR’s? I would emphasize particularly 
the matter of external QR’s because, in analyzing the commercial 
policy of the common market, the emphasis has been on tariffs and 
QR’s, which may be more restrictive of imports, have been neglected. 
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Those are the questions I have. 

Mr. Boees. Mr. Shearer. 

Mr. Suvarer. Mr. Chairman, I will try to answer this on the basis 
of the experience I had in talking over these problems with the Euro- 
peans, and as I see their present problem. : si 

With respect to the first half of your question, about how willing 
they will be to negotiate on tariff matters with the United States, and 
when, I would like to break my answer into two parts: That, until they 
have had a period of experience of adjusting to the internal ee 
that they face, I think there will not be very great prospect for nego- 
tiating tariff reductions. That is to say, this is, as Dr. Haberler has 
pointed out very aptly, a very real strain of competition if they go 
through with it, especially for the French, and I doubt if there is going 
to be a strong tendency to negotiate external tariff reductions during 
the earliest period. 

With respect, however, to their willingness to do so, the moment that 
the economic community seems to be on the road, I am convinced that 
the pressures are all in the direction of eagerness and willingness to 
negotiate those tariffs. 

This is inherent, it seems to me, in the balance of economic power 
within the community as it exists at the present moment. The Benelux 
and Germans having pursued sound policies are, to say the least, 
mildly annoyed at the possibility or the certainty that their external 
tariffs are going up, ont this was the basis for substantial objection to 
the common market proposals within both the Netherlands and Ger- 
many. 

Therefore, at the moment it is feasible to do so, I am quite sure the 
pressures for reciprocal reductions of tariffs will be very great and, 
therefore, we need have no fear that this will become a closed 
autarky, unwilling to negotiate mutual access to markets of the United 
States and the economic community. 

With respect to quantitative restrictions, the problem seems to me 
to be somewhat different. I think the expression that the countries 
will negotiate a common quantitative restriction policy with respect 
to the outside world is nothing more than a pious hope that is put in 
for the benefit, presumably of the French and, to a lesser extent, of 
the Italians. Such a common policy with respect to import quotas 
would, I think, be impossible because it would inevitably represent 
a compromise, in which there would have to be a substantial limitation 
on freedom of Germany and the Benelux members of the economic 
community to import dollar goods, and I am quite sure that they will 
be ae arma unwilling to bind themselves to buy in the dearer 
market. 

That being so, I think the problem comes back to one of the dollar 
shortage, if I may use the term again. To the extent that the creation 
of the common market does in fact exert the sort of pressure on the 
French economy in particular—which as Dr. Haberler pointed out has 
followed rather unsound policy and therefore has an unfavorable 
balance of payments—to the extent that the common market really 
succeeds in providing a viable community, it seems to me the balance 
of payments problem of the area will be solved and that there will 
be continued reduction of import quotas vis-a-vis the outside world. 
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Countries that live on foreign trade, which is clearly the case with 
respect to the Benelux, clearly the case with respect to the United 
Kingdom, if we may embrace the proposed free trade area countries, 
Norway and Denmark, are in no position to restrict themselves to 
purchasing in a dearer market, and the pressures that are implicit in 
the operation of the market place will, I am convinced, lead to further 
reduction in quantitative restrictions. 

I think clearly the same thing may be said, however, that during the 
first 2 or 3 years we are not likely to see any great change in the exist- 
ing pattern. But with the exception of France, among the six coun- 
tries, American goods are today not quite completely but very ponaiy 
admitted on a nondiscriminatory basis, the percentage running from, 
think, very nearly 90 percent in the case of both Germany and Benelux 
down to 71 or 80 percent liberalization with respect to Italy. France 
is in just the same position today vis-a-vis European partners as she is 
vis-a-vis the United States, necessarily maintaining restrictions be- 
cause of her general balance-of-payments problem, which seems to me 
to reenforce Dr. Haberler’s point. 

Mr. Boaes. Mr. Haynes? 

Mr. Haynes. I would like to suggest, Mr. Rashish, that the oppor- 
tunity for the United States to influence what happens in Europe will 
be very considerable during the next 2 years. There are several rea- 
sons why Isay that. One is that a very important segment of Europe’s 
trade with the outside world was conveniently set aside into this G list 
that I referred to earlier this morning, on which there have been no 
agreements of any kind as to what the tariffs will be against the rest of 
the world. 

The members of the European Economic Community agreed that 
they would negotiate these tariffs within 2 years from the effective date 
of the treaty and that the tariffs so negotiated would come into force 
by the end of the first phase. 

I commend that list to the members of the committee. There is a 
great deal of American commerce tied up in that list. It goes from 
cheese to machine tools. There are hundreds, if not thousands, of 
American firms whose opportunity to do business with Europe will 
hinge upon the resolution of the duties to apply to the G list. 

Now, there is another fact about the th future. The people 
that are working on the free trade area, primarily England, are very 
eager to get a treaty negotiated if possible by July 1, 1958, and signed 
by then, and ratified during the second 6 months of 1958. That is 
their target. Whether they are going to succeed remains to be seen, 
but I can assure you that Mr. Reginald Maudling of the United 
—— is burning the midnight oil to try to get that accomplished. 

The reason he wants to do that is that the Rome treaty left a great 
ag 4 important matters to be settled. Everything was not settled 
in the treaty at all, by any means. For example, the question of 
origin. That was left to be decided later on. If the 11, particularly 
Britain, fail to get an agreement by December 31, 1958, then the 
rules are going to be written by the 6, and the 11 will have the un- 
happy choice of either accepting the rules of the 6 or staying out of 
the club. It seems quite unlikely that the 6 would agree to 2 sets of 
trade rules, 1 to apply to themselves and then something more or less 
favorable to apply to the 11, so that the opportunity for the 11, the 
opportunity for England to influence the shape of this free trade 
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area is right now, and they either do it in the next 12 months or they 
miss the boat. 

They hope very much that we will be sympathetic toward their 
efforts. As I think Professor Shearer remarked, most of the 11 have 
tariffs generally lower than the average in the 6, and their influence 
will be helpful within the community of the free trade area, in having 
more liberal trade policies. 

Within the six, I think it is fair to say they are split right down 
the middle. I spent an aour and a half with Dr. Ludwig Erhard 
just 2 weeks ago in which we discussed this at some length. He con- 
vinced me that he would use every ounce of energy that he 
and every bit of eloquence that he has to bring about the most liberal 
trade policies of the six, vis-a-vis the rest of the world. 

I am sure he will carry that out. He will have considerable sup- 
port from the Dutch and some from the Belgians. His problem is 
going to be the French, and secondarily the Italians. 

Mr. Boees. Thank you very much. 

Mr. Anderson ? 

Mr. Anperson. This problem of the quantitative restrictions seems 
to me to raise one of the most important questions of the whole 
project. Quantitative restrictions, presumably, are only useful to 
protect a country against excessive imports in the light of some of 
its own interests—primarily, it is assumed, its balance of payments 
problem as a country. 

The treaty of Rome really is silent on the most important future 
event that is going to affect the success of the common market in my 
opinion, and that is the possibility of arriving at some common fiscal 
and monetary policies amongst the six, by their each surrendering 
such an amount of sovereignty to make their own decisions on ex- 
change rates, on tax policies and legislation of that sort, as well as 
fiscal policies of their central banks. 

Now, obviously, it seems to me ridiculous to assume that the six, 
as such, would ever agree on the necessity of a certain quantitative 
restriction on a given commodity, for reasons of common foreign 
exchange shortages, until there is what amounts to a common cur- 
rency, or at any rate—perhaps not so called—a harmonization of 
policies which results in a de facto common currency. There will 
not be any common interest in quantitative restrictions, or the causes 
of them, so I would think the question Mr. Rashish has raised neces- 
sarily brings to the fore here the really important future event that 
nobody is willing to talk about publicly in Europe today. They will 
all tell you privately, “Yes, of course, this thing is not going to work 
unless and until we, in effect, get a common currency and common 
policies fiscally.” 

It is a long way, perhaps, to visualize that being done in an official 
sense, but de facto policies that will bring about that result, I think, 
are sine qua non of success. I think the whole discussion of quantita- 
tive restrictions necessarily leads one in that direction. 

Mr. Boees. Mr. Shearer ? 

Mr. Suearer. I think Mr. Anderson has made a very good point 
about this because it is quite clear that unless there is at least a har- 
monization of fiscal policy to the extent of preventing inflation or 
keeping it at the same general level among all the countries of the 
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community, is actually achieved, that Dr. Haberler’s worst fears about 
breaking down halfway are likely to come to pass. 

I think it is interesting to note what happened with respect to the 
program of intra-European trade liberalization and then to apply 
this to Mr. Rashish’s question. The intra-European trade-liberaliza- 
tion program started off very modestly with a requirement for the 
removal of quotas from 50 percent of imports from the other members 
of the OEEC, something that could not have been done bilaterally, 
somebody pointed out, but could be done collectively. It moved by 
stages then from 50 to 60 to 75, and in fact has achieved now prac- 
tically the level of 90 percent. 

What did this do? Many countries were very dubious about 
whether or not they could stand what they thought would be the rush 
of imports into their country when particular quotas were removed, 
but nevertheless, having undertaken the obligation to do so, they, by 
and large, lived up to their obligation, and found that a certain level 
of imports was going to flow in. Once that became stabilized, almost 
automatically those countries began to say, “Why should we buy 
higher priced German or Dutch or British or Italian or French goods? 
We know, roughly, what the domestic demand for these commodities, 
which previously had not been able to flow freely in commerce, is. 
Therefore, let us now buy on the cheapest market,” and they became 
to a considerable extent nondiscriminatory, vis-a-vis the dollar area. 

This, it seems to me, is the inexorable march of events, if you can 
once get a freedom of movement for goods within an area no nation 
is going to be willing indefinitely to buy in a higher priced market, 
as long as the means of payment are to all intents and purposes the 
equivalent. In Europe it is now 75 percent gold and only 25 percent 
credit. A few years back there were serious conversations about put- 
ting it on a 100 percent settlement basis, which would, in fact, have 
made the EPU a hard-currency area. I do not think that is likely to 
occur, but the margin between paying 75 percent in gold or dollars 
for imports that one gets from a member of the European Payments 
Union, or 100 percent in gold and dollars if one buys them from the 
United States is not going to be a serious deterrent to purchase from 
the United States if one is willing, as they bind themselves to do, to 
accept any quantity of these goods freely from another partner. This 
has, it seems to me, been the experience, the very favorable experience 
between the United States and the EPU, even though it started off 
with an increase in discrimination against the United States. 

I have confidence that with good will, and with the acceptance of 
the pressures that will clearly be placed on the weaker economies to 
put their own houses in order, once the expansion of business, gross 
national product, standards of living in Europe start moving for- 
ward—it is not going to happen overnight—we will have a similar 
experience with respect to the common market and free trade area. 

Mr. Boees. Thank you very much. 

Mr. Sunpetson. I do not think, Mr. Chairman, there is any conflict 
at all in our views. I believe that if we would assume that the present 
cost relationships that have characterized American products, particu- 
larly of capital goods that do not have a very large labor content, like 
transformers, for example, were to be projected, the kind of pressures 
that Professor Shearer mentioned would continue; that European 
producers would be loathe to buy in high cost markets if anybody in 
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the world had better, cheaper capital goods, but we have seen that, as 
Europe has moved toward liberalization and has opened some of its 
markets to its other producers, European cost relationships to the 
United States have moved ahead favorably, so that the United States 
has become less attractive as a source. Part of the assumptions we 
are making is a market of this size, with this population, with this 
rate of growth, if integration gets off the ground and moves ahead, as 
is at least conceded possible by everyone here, there will be opportu- 
nities for efficient producers to get into a position where they could 
be very competitive suppliers to us. My feeling about dim prospects 
for American manufactured goods reflects this thought that we will 
lose a good deal of our competitiveness and our loss of exports will 
not be exclusively because of prohibitions against the entry of our 
oods. 

: We have certain inborn disadvantages. We have a movement from 
production centers to seaboard in this country, which is a lot of expen- 
sive geography to move across. We have a big ocean with trans- 
shipment costs. We are going to find that there will be some kind 
of a cost barrier that will affect our goods. 

Given those factors, I think I would stick to my assumption that the 
produced goods in this country will find the gomg rough in Europe, 
and in third countries, not because of prohibitive quotas or exchange 
shortages, although these may seem to be factors, but because we will 
face competition from producers with new investments in large-scale, 
efficient facilities. We will face a real problem in recognizing this 
and adjusting the welfare of this country to that type of a situation. 

Mr. Boaes. Thank you very much. 

I think Congressman Mason has a question at this point. 

Mr. Mason. Yes, sir; I have been quiet all day, Mr. Chairman. 
However, I would like to go back to the first part of our topic. The 
first part of the topic says “the trade policies of foreign countries in 
relation to the United States policy.” 

Now, most of the time today has been spent on the second part of 
the topic. Clair Wilcox 2 or 3 years ago, when the extension of the 
Reciprocal Trade Agreements Act came up the last time, made this 
statement. It is a pretty strong statement, and I want to find out 
what the panel thinks about it. He, as you know, was Director 
of the International Trade Division for the State Department years 
ago. Here isthe quote: 

The trade of the world today is more tightly regimented than it ever has 
been before in history in time of peace. 

Both Dr. Murchison and Dr. Coulter agreed with him at that time. 

You have been telling us that during at least the last 3 or 4 years 
some of these restrictive things have San removed such as licenses, 
quotas, and currency manipulations, as well as subsidies, and the rest 
of it. You have been telling us that they have been removed by the 
European nations. I would like to know if you think that these 
quantitative restrictions have been removed so much that that state- 
ment is not true today—that the world is more tightly regimented so 
far as foreign trade is concerned than it ever was? 

That is my question. Has there been any improvement in the last 
3 or 4 years in removing these restrictions so that that settlement is 
not true now? 
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Mr. Boees. I think Mr. Haberler would like to comment on that. 

Mr. Haserter. Well, I think it is hard to generalize, but I would 
like to say that it is not true any more, and that on the whole re- 
strictions are less severe now than they were immediately after the 
war. 

Mr. Mason. After the First World War? 

Mr. Haserter. No, sir. 

Mr. Mason. After the Second World War? 

Mr. Haserter. After the second war; yes. 

Mr. Mason. Oh, yes. Well, the second war came in the middle of 
this reciprocal trade agreements program. 

Mr. Haserter. In the last 4 or 5 years I think the world has moved 
away, not so fast as one might wish, but a large part of the world, 
especially Europe, has moved away from these restrictions. 

SON. Well, are there any other differences of opinion with 
the gentlemen? You all agree that we have moved in the last 3 or 4 
years along, so that statement is not true today ? 

Mr. Heatuertneton. Mr. Chairman, I find that Congressman 
Mason and I share a common experience. He started out by saying 
he had been silent all day, and had not made any comments, and 
I find myself in exactly the same position. It is getting toward the 
closing hour, and I feel that, perhaps, I should at least indicate that 
I have not been sitting here idly dreaming and not listening to what 
was going on. 

If I may sum up my own impression a bit, it seems to me that we 
have been skirting around some points on the common market on 
which we probably all are fairly well in basic agreement. 

To my mind, at least, Professor Haberler put his finger on a most 
important point during one of his earlier statements when he was 
discussing the time and stage aspect of this whole common market 
problem. I think Professor Shearer also touched on this element of 
time. It is a thing which has bothered me in any attempt to analyze 
what is likely to happen, since one must think in terms of 1 year, 2 
years, 5 years, 12 years, and 15 years ahead. When I start to look at 
what the situation may be 15 years hence, I always go back to some 
experiences which I had during the last part of the war, and the early 
postwar years, when many of us were preparing various projections of 
what the postwar world’s economy would look like. It is my impres- 
sion that most of the projections we did then would look pretty sorry 
if we trotted them out today. 

There have been so many things which have happened in the mean- 
time. The whole world has been so dynamic, and I think we have 
to continue to think in those terms, as far as Europe is concerned, 
over the next 15 years. 

As has already been mentioned here, the European economy has 
been moving very rapidly in the last few years, and I think there is 
still an opportunity to move ahead, but at the same time I do not 
think that we can accept the notion that this country is just goin 
to be sitting around in a static position while Europe is moving sa : 
Neither do I think we can expect the rest of the world to stand still. 
We are going to have changes in all facets of trade which are going 
to affect this whole development. So, if we take the common market 
movement and consider it in terms of the spirit which is now mo- 
tivating it and assume that this is going to continue to dominate, it 
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is going to presumably wind up ultimately, although we probabl 
will not be around to see it, but it will ultimately wind up as a full- 
scale unification movement. At least, that is in the background at 
the present time. 

Therefore, if we consider these projections in terms of the —_— 
that are now developing and that anipe will be moving into, I find 
it a little difficult to say categorically that exports in the next 2 years 
are going to fall off, or even that they will drop in the next 5 years. 
What you may possibly have is a continued moving up, but with a 
great deal of change in the whole composition of the export pattern and 
the import pattern, and the investment pattern, and indeed in the 
whole aspect. 

Mr. Boces. Thank you very much. 

I would like to thank all of you gentlemen. You have been ex- 
tremely helpful, and you have made a very valuable contribution to 
our discussions. 

As I announced this morning, you will have at least 2 weeks in 
which to revise and extend your remarks, and the clerk will furnish 
you with copies of the discussion here today, and you can edit your 
remarks as you see fit. 

On behalf of the subcommittee and the staff, I would again like to 
thank you. The committee will stand adjourned until 10 o’clock 
tomorrow morning. 

(Thereupon, at 3:45 p. m., the subcommittee adjourned, to recon- 
vene the following day at 10 a. m.) 
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FRIDAY, DECEMBER 6, 1957 


Hovse or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON WAYS AND MEANS, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to adjournment, in 
the main hearing room of the Committee on Ways and Means, Hon. 
Hale Boggs (chairman of the subcommittee) presiding. 

Mr. Macurowicz (presiding). The subcommittee panel will come 
to order. 

This is the fifth day of the panel discussions held by the Sub- 
committee on Foreign Trade Policy. In today’s panel discussions 
we come, as I see it, to the heart of the problem with which the Con- 
gress is concerned, in the formulation of tariff legislation. 

The subject today is United States Trade Agreements Legislation 
and Administration; the Escape Clause and Peril Point Concepts 
and Procedures; the Regulation of Imports by Quotas. 

As you all know, the President’s authority to negotiate trading 
agreements will, in the absence of further legislation, expire June 
30, 1958. It is reported that the administration will recommend 
legislation in the next session proposing the extension of the trade- 
agreement authority for 5 years, and the Congress will be giving 
consideration to such extension in the next session. 

The trade-agreements program has received widespread support, 
but it has also been the subject of sustained and severe attacks. ‘There 
have been many allegations that the legislation has not been admin- 
istered in accord with its clear intent. It has been to secure com- 
petent review of these matters that today’s panel discussion is directed. 

The participants in today’s panel are obviously, as a result of their 
experience and published studies, highly qualified to analyze the 
questions and the problems of the discussion. Most of them have 
submitted papers in the compendium, for which we are grateful, as 
well as for their presence at today’s session. 

The participants are, beginning at my left, 

William J. Barnhard, of Sharp & Bogan, Washington, D. C.; 

Robert E. Dougherty, of Hawes, Gosnell & Dougherty, Washing- 
ton, D. C.; 

Richard N. Gardner, associate professor of law, School of Law, 
Columbia University ; 

Don D. Humphrey, professor of economics, Duke University ; 

Ansel F. Luxford, of Pehle, Lesser, Mann, Riemer & Luxford, 
Washington, D. C.; 

Eugene L. Stewart, Steptoe & Johnson, Washington, D. C.; and 
one member who is temporarily absent but from whom we have just 
received a call that he is on his way, Oscar R. Strackbein, chairman, 
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Nationwide Committee of Industry, Agriculture and Labor on In- 
port Export Policy. 

I am sorry to report that Prof. Willard L. Thorp, director of the 
Merrill Center for Economics, Amherst College, aka was scheduled 
to participate in this panel, has reported that he has come down with 
a severe cold and has been unable to come to Washington at this 
time. Professor Thorp was formerly an official of the State De- 

artment who had for some years been concerned with the admin- 
istration of the trading agreements program. 

I call to your attention the fact that we have been able to provide 
only two microphones on the tables at which each panel is sitting. 
I think it would be well if, as each person speaks, he avails himself of 
the microphone in order that he may be heard throughout the room. 

I think that, in accordance with our past procedure, the discussion 
may best be gotten underway by giving each of the participants in 
the panel an opportunity to make a brief opening statement, after 
which the discussion can proceed informally, with members of the 
subcommittee and its staff participating in the discussion. 

With that, I will call Mr. Barnhard to make a preliminary 
statement. 


STATEMENT OF WILLIAM J. BARNHARD, OF THE FIRM OF 
SHARP & BOGAN, WASHINGTON, D. C. 


Mr. Barnuarp. Thank you, Mr. Chairman. 

As you indicated, sir, the basic problem we are discussing today is 
the problem of the administration of the trade-agreements legislation. 
There have been 4 days of very thorough study of the legislation 
itself and the broad policies involved. 

Today what I would like to do, in line with the paper I submitted 
to the compendium, is to discuss the administration, using several 
cases, but particularly the case of hardwood plywood imports as 
illustrative of the various problems presented in the administration 
of the trade agreements program. 

I think generaly the problem of administration is, as you say, the 
key problem here because, although the general policy of trade 
agreements legislation has remained virtually unchanged for 23 years 
now, during the last half decade or so we ‘fee been going through 
an era which I would refer to as an era of fringe protection; that is, 
with the same basic objectives, the vitality of the trade agreements 
program is being whittled away by the administrative actions, by 
the administrative decisions which are dissipating the full and bene- 
ficial effects of the Trade Agreements Act. 

I think in the case of hardwood plywood we have a typical example 
of the persistent harassment that has been directed at a wide variety 
of imports. In the specific case of hardwood plywood 3 years ago 
there was an escape-clause proceeding on the complaint of the domestic 
trade association, representing the hardwood plywood industry. 

As a result of that escape-clause proceeding, the Tariff Commission 
found unanimously that, although there had been an increase of about 
4,000 percent in imports of hardwood plywood from Japan, that this 
increase was not causing or threatening any injury to the domestic 
hardwood plywood industry. 
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The prinerpal basis for its reason was the obvious conclusion that 
the imports were not mapplanting aan production but were supple- 
menting domestic production; that they had opened up new markets 
in the hardwood plywood industry and were forming the basis for new 
manufacturing industries in the United States. 

At about the same time, the trade association representing the domes- 
tic indutsry also filed a complaint under the Dumping Act with the 
Treasury Department and for a period of over a year all imports of 
hardwood plywood were suspended. They were all denied customs 
clearance while the dumping investigation went.on. 

At the conclusion of that investigation the Treasury Department 
concluded that Japanese hardwood plywood was not being sold at a 
dumping price in the United States. At about that same time, also 
the domestic trade association, representing the industry, institute 
some actions and investigations under the Buy American Act, again 
directed toward the elimination of this import competition which the 
unanimous Tariff Commission had found was not injuring or even 
competing with the domestic industry. 

As a result of that buy American action, there have been several 
decisions made by the Department of Defense which have excluded 
imported hardwood plywood from particular Government construc- 
tion contracts, despite the fact that there would have been a resultant 
saving of 25 to 40 percent in the particular category of construction 
that these imports were intended to fill. 

The domestic trade association has been very active also in the local 
and State field, even getting down to municipal building ordinances 
and fire codes, trying to have them rewritten so as to exclude the use 
of imported hardwood plywood panels in local construction. Their 
final step, I say final—final to date, because I am sure they are con- 
templating others—their most recent op has been the introduction of 
legislative quota bills in the Congress, both in the House of Repre- 
sentatives, where there are 28 such bills pending, and in the Senate, 
where there are 21 sponsors to 1 Senate bill. 

I think the hardwood plywood industry, through its very active 
trade association and its very capable and efficient counsel have learned 
from experience in Washington that in the field of protection, you do 
not have to be right, you have only to be persistent. The spring 
clothespin decision which was rendered only a few weeks ago, I think, 
is an outstanding example of that. Here is an industry which under 
the present interpretation of the escape clause has filed 4 complaints 
in a period of 8 years, and on the Senstveunaielian although the situa- 
tion had improved in the domestic industry, although the President 
himself, in his decision, pointed out that they have consistently im- 
proved and had reached their greatest record sales last year, he never- 
theless decided that some relief should be granted and raised the tariff 
by 100 percent. 

The wood screw industry is another one which has been more per- 
sistent, also for escape clause decisions. The cordage industry has 
been another one, despite the fact of the first ODM decision under 
the national security amendment to the Trade Agreements Extension 
Act of 1955. The first such ODM decision was handed down on 
March 7 of this year. That decision completely cleared imports of 
cordage and twine from any suggestion that they were impairing the 
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national security. Despite that, less than 4 months later the do- 
mestic industry filed a new complaint raising no new arguments but 
merely repeating the arguments that they had previously used, and 
within 2 months after that ODM had reopened this investigation. 

Under this type of persistent harassment, there inevitably must 
be a cloud hanging over our $30 billion worth of world trade. There 
is a cloud over our imports; there is a cloud over our exports. There 
is a perfectly normal and natural reluctance on the part of foreign 
exporters and manufacturers, on the part of United States importers, 
on the part of United States industries which would like to consume 
or process imported commodities. There is a natural reluctance on 
the part of all of these to enter into any large-scale economic 
development. 

The development of a market obviously involves promotion, ad- 
vertising, the setting up of agencies, warehousing, all the various 
miscellaneous expenses that go into such an operation. With this 
sort of harassment apparently being inevitable, with the importers 
and the foreign exporters recognizing that they must constantly be 
in a position to defend trade, and with the administration of the 
escape clause and these various other fringe protective devices telling 
them that there is a good chance they will be kicked out of this 
market, obviously they are not going to encourage any expanding 
level of trade. 

What we are saying to all of these foreign traders, and to our 
American industries and businesses who are dependent on this trade, 
is “We have, in accordance with the Trade Agreements Act, reduced 
the tariff on the commodities you want to sell here, but if you are 
successful in selling to us, we are going to kill off your business.” 

This has been the pattern in the escape clause. It has been the 
pattern in the Dumping Act. It has been the pattern in section 22, 
dealing with agricultural import quotas. It has been the pattern in 
the Buy American Act; it has been the pattern in a wide variety 
of other restrictive devices which are currently in the law, but the 
reason primarily is not because of the legislation. 

The legislation, I believe, has been sound, and has been intended 
to accomplish a worthy purpose, but in the administration of this 
legislation there has developed « tendency toward political decisions, 
a tendency to disregard the basic program and the basic purpose of 
the Trade Agreements Act, which is to encourage an increasing, but 
a gradually increasing level of world trade, both into and out of the 
United States. 

Now, in the hardwood plywood case, which I would like to use 
as an illustration, I think the domestic industry has been typical 
in its disregard of consumer industry. I think it has been typical 
of protectionist industries in its disregard of national interests. 

I think it has been typical in the distortion it has used. It has 
been typical in using imports as a scapegoat for a whole variety of 
domestic economic woes. It has not been typical in one aspect and 
that is in the viciousness with which it has presented its case. 

I think members of the committee and the staff are aware of the 
brochure which was the opening gun of the Hardwood Plywood 
Manufacturers Committee in its presentation. I think it displays 
the vicious nature of the campaign that they have leveled against 
these imports. 
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I think hardwood plywood is an excellent example to show a general 
principle of our trade policy involving imports, and that is, that very 
often the imports fill a gap that domestic industry just cannot fill. 

There are many reasons for this, aside from the specialty items, 
like the Harris tweeds and the French perfumes and the laces and 
silks. : 

Aside from the specialty items, in raw materials and semimanufac- 
tured materials, and sometimes also in the finished consumer goods, 
the difficulty in the United States, with any high labor content indus- 
try, is that a high labor content industry must inevitably pay a low 
wage, and yet the wage levels in the United States are dictated, not 
by the high labor content industries, but by the assembly line indus- 
tries; the wage level in upstate New York is set not the glove 
industry in Gloversville, but by the General Electric industry in 
Schenectady. 

Our wage level is generally considered to be $2 or $2.20 or higher 
er hour and yet in hardwood plywood the average wage is about 
31.22 an hour. Only 2 pene ago the counsel for the domestic industry 

complained that two-thirds of the companies in the domestic hard- 
wood plywood industry were paying wages below 90 cents an hour. 
This obviously is a low-wage industry. 

Why is a low-wage industry in difficulty? It is in difficulty not 
because of imports. Its difficulties would be just as great if there 
were no imports. Its difficulties arise because it cannot compete for 
American labor, and pay $1 or $1.22 an hour. If it raised its wages 
to the prevailing wage of $2, we will say, an hour, it would price 
itself out of the market, at least out of a very substantial part of 
the market. If it does not pay the prevailing wage rate, then it 
inevitably loses its laborers over a period of time, has a high turnover, 
and cannot keep an efficient operation going. 

The result is that for the people who cannot afford, or will not pay 
$10 for a pair of gloves, or $20 for a flush door, or some other similar 
commodity at a similar price level, the great market that will not or 
cannot pay such prices cannot obtain its products from the American 
industry, where the product is a high labor content product. 

As a result, the so-called cheap foreign labor overseas, the lower 
wage rates which wipes J do prevail overseas, provide an oppor- 
tunity for this market to be met. The choice in plywood, as in so 
many other industries, is not a choice between domestic plywood and 
foreign plywood. The choice is between foreign plywood—that is, 
in this market—between foreign plywood and nothing, or some 
cheaper substitute, or some alternative or some other commodity, but 
the non is not a choice between domestic plywood and foreign ply- 
wood. 

In this particular hardwood-plywood industry this is brought very 
clearly to light because of the situation in the flush door manufacturing 
industry. The door manufacturing industry is new. It started about 
8 years ago, and has grown tremendously since then. Six years ago 
flush doors constituted about 5 percent of the United States market. 
Today they are close to 90 percent of the United States door market, 
and the door industry, when it first got started, and the plywood dis- 
tributors when they recognized the need for door skins, which is the 
one-eighth inch panel used in the manufacture of flush doors, went 
to every plywood producer in the United States and asked them for a 
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supply of one-eighth inch door skins to be used in this expanding and 
growing door industry. ; 

In almost every case they were turned down for various reasons. 
One, there is a greater proportion of profit to be made in the thicker 
plywood panels rather than the one-eighth inch panels. Many of the 
mills were not set up to produce this thickness or the particular width 
of plywood necessary. 

here are on file in the Tariff Commission scores of letters from 
United States plywood producers in answer to requests from door 
manufacturers in which the plywood manufacturers say they cannot 
or they will not or they are not interested in providing door skins to- 
the door industry. As a result, the west coast regional manager of 
America’s largest plywood company, the United States Plywood 
Corp., went to Japan in 1951 and stayed there for a period, on and off, 
of about 18 months and he pleaded with the Japanese plywood indus- 
try to produce this type obi skin, which they could not obtain in the 
United States. 

He taught them specifications ; he taught them the needs; he showed 
them how their production techniques would have to be varied. He 
practically is the father of the modern plywood industry over there, 
so far as this trade is concerned, and as a result there has been a tre- 
mendous increase in the shipment of Japanese plywood panels to the 
United States. 

The last official figure, which was 1955, showed that of the tre- 
mendous volume of Japanese plywood coming into the United States, 
about 81 percent was in door skins. 

This is the basic reason why the Tariff Commission concluded that 
the tremendous increase in Japanese plywood imports was not injur- 
ing the domestic industry, because it was providing, opening up a new 
market, for which domestic production would not have been adequate. 
These are the words of the Tariff Commission. 

Now, in this the obvious interest of the consumers, not only the ulti- 
mate consumer but the industrial consumer, has been disregarded by 
these various claims and complaints of the domestic plywood industry. 
The entire flush-door manufacturing industry is completely dependent 
upon this flow of merchandise. As of 1955 there were 127 flush-door 
manufacturers in the United States that we knew of, and the domestic 
production of door skins, one-eight inch, was not quite enough to sup- 
ply the needs of 3 out of this 127 door manufacturers. 

This, obviously, is an industry that would die. The United States 
ee of this product would die if these imports were cur- 
tailed. 

I do not want to go into too much detail on this individual commod- 
ity. I want to use it only as an illustration, but one element of distor- 
tion in the presentation of the plywood industry is that they have by 
design eliminated more than one-third of United States production in 
making their claim that United States production has declined. A 
very substantial portion of the furniture industry, for example, and 


some of the door manufacturers, instead of buying plywood on the 


open market are now producing their own plywood. 
They have taken over 3 Am plants and are producing plywood 
for their own needs, the furniture, door industry, or others. This is 


known as the captive plywood market. This is United States pro- 
duction of hardwood plywood, identical to that made and sold as: 
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hardwod plywood. It is at least one-third of the American domestic 
industry. Yet this one-third to 40 percent of the domestic industry 
is completely disregarded in the figures supplied by the Hardwood 
Plywood Institute. 

ike most industries seeking protection, the hardwood plywood 
industry has attempted to make imports the scapegoat for all their 
economic woes. The domestic hardwod plyw industry is facing 
serious competitive problems. The development of masonite is a very 
serious problem for the plywood industry. 

You will find that RCA and Admiral television sets, for example, 
which used to use plywood, are now using hardboard for their back. 
You will find many furniture manufacturers who used to use plywood 
for their drawer bottoms and furniture backs are now using hard- 
board. Hardboard is sturdy and 30 to 50 percent cheaper than ply- 
wood, 

There has been a tremendous development in the last 2 or 3 years 
in the particle board industry which takes the waste wood chips of a 
lumber operation, puts an adhesive into the mixture and then com- 
presses these woden chips into a particle board. A particle board is 
sturdy and cheap. It is waste from waste material. It is providin 
a very strong element of competition to the thicker panels of hardw 
plywood. This is a serious problem to the domestic hardwood ply- 
wood industry. 

The new laminations, plastic finishes on laminated board, are alk 
serious problems. They will have to adjust. There is no doubt about 
it. But their difficulties are not caused by imports, and yet their great 
problem, their great drive, their great campaign, as always, is to make 
imports the scapegoat. 

Now, where does this lead us to in view of the general problem of 
trade legislation and trade administration? As I said earlier, the 
early stage of our trade-agreements program was a period of tariff 
reduction. The last 5 years or so we have been going through an era 
of fringe protection. hat is it that we need next year and in the 
future to guarantee the benefits of the Trade Agreements Act, to guar- 
antee this gradually expanding level of world trade in our own inter- 
est. as well as the interest of our friends overseas ? 

I think the answer has been apparent all through this week of hear- 
ings, and the word “stability” has been mentioned many times. I 
would like to explain very briefly what stability means to me. 

It means that for the most part, the Trade Agreements Act has 
accomplished its purpose so far as tariff cutting is concerned. Many 
tariffs have been cut by 75 percent; the majority of the rest by 50 
percent. Tariffs are pretty much as low as they can be. Now obvi- 
ously, on hardwood plywood, where the tariff is 20 percent, I suppose it 
would be good to have it down to 10 percent because, eapeelatty in an 
import like this, it does not compete with the domestic industry, but 
actually sustains domestic manufacturing operations and yet the 
range of tariff cuts for the future is not great enough either to be a 
major stimulant to additional trade, or to give our negotiators a strong 
bargaining position when they sit down to negotiate some more 
agreements. 

I think what is needed, as a greater inducement to trade, and also 
as an element of protection to the domestic industry insofar as it is 
necessary, is stability, and stability means to the importer, and to the 
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world trader overseas, and to the American consumers, both indutsrial 
and ultimate, to them to the program of stability would provide a 
guaranty against this constant harassment. 

The traders would know that so long as they engaged in fair com- 
petition and avoided flooding the domestic market, very suddenly and 
unexpectedly, their chief concern would have to be only with the 
competitive circumstances of the market, rather than with any arti- 
ficial impediments that prevent the normal operation of that market. 

The domestic producer facing import competition, the program of 
stability would provide two guaranties: One, a guaranty of fair com- 
petition. That is, the Dumping Act would be used to prevent preda- 
tory, unfair price competition. Section 337 would prevent patent 
violations, and various other unfair practices would be stopped. He 
would have a guaranty of fair competition. He would have a guaranty 
of gradualism. 

It is perfectly normal and natural for a domestic producer, any 
domestic producer, to seek freedom from competition, whether he is 
an independent grocer facing the supermarket. or a supermarket 
facing an independent grocer. But the domestic producer has no 
right to freedom from competition and the Nation has no interest in 
granting it to him. 

The competition, whether it originates with the more efficient do- 
mestic producer or with imports, or with newly developed products, 
will inevitably force the producer into either more economical opera- 
tions or into the production of a new, more profitable commodity. 
So long as he has the opportunity to make such adjustments, to adjust 
to these new economic circumstances, without being forced into bank- 
ruptey by a sudden and unexpected competitive onslaught, he has a 
right to ask for more. 

I believe there is no national purpose to be served in subsidizing 
uneconomic operations, or marginal productions or low-grade mining. 
By the same token, no national purpose can be served in forcing many 
businesses into sudden bankruptcy. A constantly expanding level of 
world trade with gradualism prescribed where necessary, I believe, 
can be a vital spur, both to national prosperity and to international 
security. 

The elements of this program of stability involve a modification in 
the administration of the escape clause, Dumping Act, Buy American 
Act, section 22, the National Security Amendment, and all of these 
various areas which constitute the areas of fringe protection. The 
details are spelled out at some length in my paper in the compendium 
and in other papers as well. Perhaps they can be discussed further 
today in the course of our panel discussion. 

I believe that is all for now, sir. 

Mr. Macurowicz. Thank you, Mr. Barnhard. 

Mr. Dougherty, you have submitted a statement to us which I would 
say mildly does not agree with all the things that Mr. Barnhard has 
told us. I would suggest that if you would care to either read the 
statement or give us a summary of it, vou may proceed as you see fit. 

I would like to call the attention of the panel, however, that because 
of.the fact that we have seven members of the panel, we would like 
as much time as possible for a roundtable discussion. We would 
suggest that where it is possible, that the statements be summarized, 
so that more time will be given to the open discussion later on. 
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STATEMENT OF ROBERT E. DOUGHERTY, OF THE FIRM OF HAWES, 
GOSNELL & DOUGHERTY, ATTORNEYS, WASHINGTON, D. C., ON 
BEHALF OF THE HARDWOOD PLYWOOD MANUFACTURERS 
COMMITTEE 


Mr. Doveuertry. The American hardwood plywood industry is one 
of the growing list of the United States industries adversely affected 
by foreign imports. The imports of hardwood plywood have in- 
creased from 64 million square feet in 1941 to more than 860 million 
square feet in 1957, based on the first 8 months of 1957, an increase 
of 1,248 percent. During this period of time, the imported plywood’s 
share of the domestic market a risen from 7.4 percent in 1951 to 
52.5 percent in 1957. This represents an increase in the ratio of hard- 
wood plywood imports to domestic consumption of 609.5 percent over 
1951. 

Hardwood plywood imports from Japan, which in 1951 amounted 
to 10 million square feet, have increased to 696 million square feet in 
1957, an increase of 6,832 percent. Japan’s share of the United States 
market during this period of time has risen from 1.2 percent in 1951 
to 42.4 percent in 1957. 

The average price per thousand square feet surface measure of im- 
ports from countries other than Japan for the period 1951 through 
1956 was $117.85, whereas the average price of imports from Japan 
amounted to $63.20. Prices are based on selling price and are f. o. b. 
exporting country. United States import duties are excluded. The 
Japanese selling price is less than the average cost of the materials 
consumed in a one-eighth inch—4 by 8 domestically produced com- 
parable panel. In 1957 this price differential had become even more 
detrimental to the domestic hardwood plywood industry. United 
States imports of Japanese plywood have increased 29.5 percent over 
1956 whereas imports from countries other than Japan have decreased 
6.4 percent. 

During this period of the heavy increase in imports of hardwood 
plywood, the domestic industry’s profit before taxes has declined from 
12.3 percent in 1951 to 3.9 percent in 1956. The BLS Wholesale 
Price Index (1947-49=100), for hardwood plywood, which dropped 
from 110.8 in 1951 to 104.7 in 1956, is further evidence of the domestic 
industry’s plight. 

Although domestic consumption rose from 869 million square feet 
in 1951 to 1,640 million square feet in 1957, domestic industry’s pro- 
duction dropped from 805 million square feet in 1951 to 780 million 
square feet in 1957. However, the percent of imports to domestic 
shipments increased from 8 percent in 1951 to 110.4 percent in 1957. 

A Seidman & Seidman survey of 25 identical hardwood plywood 
plants located in 11 States and representing large, medium, and small 
plywood producers, and including United States Plywood Corp., and 
Xoddis Plywood Corp., for the first half of 1957 compared with first 
half of 1956, shows dollar sales down 12.5 percent, dollar value of 
material consumed down 10 percent, and payroll down 18 percent. 

These adverse effects have occurred in a year in which shipments 
will amount to approximately 780 million square feet compared with 
886 million square feet in 1956, and 934 million square feet in 1955. 
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Obviously a similar survey comparing 1957 with 1955 would con- 
clusively prove even greater damage. 

It is these circumstances which impelled the domestic industry to 
turn to Congress for relief. Bills providing a quota on imported hard- 
wood plywood have been introduced and are before the committee. 
Why must the domestic industry have quotas?) Why won’t an increase 
in tariffs solve or at least help the situation? The answer lies in the 
wide differential between the price of Japanese plywood and the costs 
of production of domestic hardwood plywood. In fact, an increase in 
duty of 100 percent would be no solution. An increase in duty would 
only serve to increase the differential between the price of Japanese 
plywood and the price of plywood from other countries. 

he following will serve as an example. In 1956 the average price 
per thousand square feet of surface measure of Canadian hardwood 
plywood imported into the United States, was $128; the Japanese 
average price, $64. The restoration of duty to the 1930 tariff rate of 
40 oe would increase the differential between the Canadian price 
and the Japanese price from $74.80 to $89.60. 

The Canadians lost a substantial part of their plywood market in 
the United States due to the very low Japanese prices. The Quarterly 
Bulletin of Economic Conditions in British Columbia, Third Quarter 
1957, Bureau of Economies and Statistics, Department of Industrial 
Development, Trade and Commerce, British Columbia, states: 

Plywood: The veneer and plywood industry which has been able to work 
close to normal conditions so far, now indicates market difficulties by mass lay- 
offs and reduced production. As well as a decrease in house building, due to the 
tight-money situation on the domestic market, this industry has also to face 
considerable competition from Japanese imports. 

A further differential would only improve the Japanese position 
at the expense of the Canadians and other countries. The domestic 
industry is not advocating the cause of any foreign plywood producer, 
but the fact that the Japanese plywood is unfairly priced compared 
to world prices should not be ignored. The domestic industry also feels 
that it would be unjust to advocate a course which would discriminate 
against one or more countries and at the same time create an advantage 
for another country. 

The quota on imports is the only fair and equitable means of pro- 
viding relief for the domestic industry. A quota would permit the 
domestic industry to share in the growth of the domestic market 
thereby securing sufficient sales to maintain the industry in a sound 
financial condition and to maintain a healthy national economy. A 
quota based on a foreign country’s historical import position to the 
United States with a set-aside for newcomers would assure fair 
treatment for all countries. 

Now, in accepting the invitation of the subcommittee to submit a 
factual statement concerning the hardwood-plywood import problem, 
we assumed that those opposing our position would also submit a 
factual statement. Unfortunately, the statement submitted by the 
representative of the importers and foreign plywood producers con- 
tains so many misstatements and distortions of fact that we do not 
feel that it would be fair to the committee to permit these misstate- 
ments to stand without correction. 
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THE DOOR PANEL HOAX 


The representative for the importers and foreign plywood pro- 
ducers has repeated many times the statement included in his submis- 
sion that 80 percent of the imports were door panels and that the 
American industry did not and could not supply the requirements of 
the domestic flush-door manufacturers. These statements are just not 
true. They are ridiculous on their face. If accepted, these statements 
would indicate that American hardwood-plywood producers with the 
plant capacity to produce door panels and the experience of having 
produced door panels, deliberately turned down new business develop- 
ing in the flush-door industry. In 1951 the domestic hardwood-ply- 
wood industry, according to Department of Commerce data produced 
510 million square feet of hardwood plywood in a thickness suitable 
for door panels. This represented 62 percent of the total shipments of 
the domestic hardwood-plywood industry. 

It was established in the Tariff Commission hearings that less than 
50 percent of the capacity of the industry was being utilized. There- 
fore, at the time wien the demand for door panels developed, the 
domestic industry had both the production know-how and the capacity 
to produce. Such being the facts, is it reasonable to presume that the 
hardwood plywood manufacturers would refuse orders ? 

This the importers would like for you to believe. The fact is that 
the imports from Japan were offered at a price less than the cost of pro- 
duction of a comparable American panel and the American producers 
had no opportunity to get this business. 

That a panels constitute 80 percent of the imports is equall 
without factual support. Bureau of Census data show that the mill- 
work and door industry in 1954 purchased 254 million square feet of 
veneer-core hardwood plywood and produced 12.2 million hollow-core 
flush doors. In 1954, 12 percent of the shipments by the domestic 
hardwood plywood industry were in door panels. This amounted to 
76 million square feet, of which 20 million square feet was lumber core, 
leaving 56 million square feet of veneer-core hardwood plywood sup- 
plied to the door manufacturers by the domestic industry. Based on 
the Bureau of Census data of veneer-core hardwood-plywood pur- 
chases, the maximum amount supplied by imports in 1954 was 198 
million square feet, which represented 46 percent of the total hard- 
wood-plywood imports in 1954 of 426 million square feet. 

Another factor confirming our statement that door panels do not con- 
stitute 80 eters of the imports is the production quota and export 
quota published recently by the Japanese plywood producers’ cartel 
and the Japanese Ministry of International Trade and Industry. 
These quotas provide for only 200 million square feet of Lauan door 
gage or export to the United States. However, the quota provides 

or a total of 733 million square feet of hardwood plywood for export 
to the United States during the Japanese fiscal year 1957-58. 

The representative for the importers knew that the major produc- 
tion of the domestic hardwood plywood industry was in thin panels 
having many uses, such as furniture, trailers, cabinetry, luggage, and 
other products. The only new industry which could be found on 
which the door panel hoax could be laid was the flush-door industry 
and for that reason the statement was made that 80 percent of im- 
ports were in door panels. 
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Let us examine the door panel hoax a little further. The repre- 
sentative for the importers and foreign plywoood producers claim 
that 80 percent of the imports were for door panels is not borne out 
by the housing starts statistics of the United States Department of 

ommerce and Department of Labor. 

Housing starts in 1954 amounted to 1.220 million, in which year the 
United States imported 426 million square feet of hardwood plywood. 
In 1956 housing starts dropped to 1.118 million but the United States 
imported 696 million square feet of hardwood plywood. Housing 
starts in 1957 are estimated at approximately one million. However, 
hardwood plywood imports in 1957 will amount to 860 million square 
feet. Admittedly, there is a relationship between the number of 
housing starts and the number of doors, but we cannot recognize that 
requirements of plywood for flush doors increase when the number of 
housing starts decline. So why would we increase hardwood ply- 
wood imports from 426 million square feet in 1954 to 860 million 
square feet in 1957 when 80 percent of the imports are claimed to be 
for doorskins ? 

The representative of the importers in his submission makes refer- 
ence to the sales and earnings of four domestic companies and states 
that these companies evidenced the growth of the domestic industry. 
His tables No. 2 and 8 contain figures on the earnings and sales of 
what are stated to be the leading plywood companies. He does not 
tell the committee that all of these companies are operators of ware- 
houses from which they sell hardwood plywood, softwood plywood, 
hardboard, millwork, lumber, doors, plastics, adhesives and numerous 
other building material items. The sales and earnings set out in 
the tables reflect the dollar sales out of warehouses and profits on 
such sales and have no relation whatsoever to the hardwood plywood 
production and sales of such companies. In addition, there is in- 
cluded in the total warehouse sales of these companies substantial 
dollar sales of imported hardwood plywood. These companies as 
operators of warehouses of necessity have to stock imported hard- 
wood plywood in order to meet the competition of importers and 
others selling this low-priced material. 

Of the so-called giants, the United States Plywood Corp. repre- 
sents 11.4 percent of the total domestic shipments; Roddis, 1.3 per- 
cent ; Georgia-Pacific, 1.4 percent; Atlas, 2.3 percent. 

In addition, there are eight privately owned market hardwood 
plywood plants which have greater shipments than Georgia-Pacific, 
Roddis and Atlas. 

The representative determines the basis for a common denominator 
between United States hardwood-plywood shipments and imports and 
constructs a table converting shipments ait imports to a 44-inch 
basis. He has avoided the only official statistics that tabulate United 
States production on both square feet surface measure and an equiv- 
alent 14-inch basis. The Bureau of the Census in its Facts for In- 
dustry Series on hardwood plywood for the first and second quarters 
of 1951, the only period in which such a survey was made, shows 
domestic production on a surface measure to be greater than on a 
14-inch basis. Had the representative reviewed these official statis- 
tics, the figures he uses in his table 5 for United States production 
would have been only a fractional part of those he tabulates and 
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considerably less than the surface measure figures which the domestic 
industry has used. 

The representative of the importers has deliberately withheld from 
your committee pertinent facts on one of the principal issues which 
is under consideration by your committee. We have reference to the 
charge by the domestic producers of the unfair price competition 
from Japanese plywood and the low wages paid in Japan’s plywood 
industry. In his submission, the representative charges that the 
domestic industry improperly and unfairly makes reference to 11.5- 
cent wage per hour for Japanese plywood workers. He contends 
that 13 percent of the value of the production is a better measure. 
He neglects, however, to tell your committee how this percentage is 
determined, what it means and what is the value of the production. 
If his charge that use of 11.5 cents is improper and unfair is correct, 
then he should be willing to substantiate this charge by submitting 
to the committee and the representative of the domestic industry veri- 
fiable information covering the following figures: 

1. The hourly rate for Japanese plywood workers. 

2. Number of hours worked per week. 

3. Wage rate for over 40 hours of work per week. 

4. Labor cost per 1,000 square feet, veneer core plywood. 

5. Other manufacturing costs per 1,000 square feet veneer core 
plywood. 

6. F. o. b. mill price Japanese plywood, by species, type and thick- 
ness for export to the United States. 

And, finally, ocean freight in Japanese bottoms per 1,000 square 
feet of plywood. 

We would like to respectfully ask that the committee request the 
representatives for the importers to submit information on the above. 

Reference table 6 of the brief of the representative of the importers 
is no more factual than their allegations we have referred to pre- 
viously. It is reported to us by hardwood plywood manufacturers 
operating plants in the area referred to, that inquiry by them dis- 
closed that former operators of the closed plants were not questioned 
or interviewed by the person who compiled the table. I submit to 
this committee at this time a list of the companies in the same order 
they are referred to in the table with statements of fact as to the 
actual status of those plants at the time the list was compiled by mem- 
bers of the hardwood-plywood industry. 

Mr. Boees. I wonder if it would conserve time if we could put 
that list into the record ? 

Mr. Dovucuerty. I do not see why not. 

Mr. Boges. We will take note of the fact. that there are 28 firms 
listed by you with the names mentioned, and I think that would 
probably save a considerable amount of time if the names were just 
put into the record. 

Mr. Doucuerty. Surely. 

Mr. Mason. Mr. Chairman, may I offer an observation ? 

Mr. Boces. Surely. 

Mr. Mason. I understood this subcommittee was interested particu- 
larly in the general application of the rules and regulations of the 
administration of the program. We have been listening now to special 
pleadings for and against one particular industry with very little of 
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the general application of what that means. I do not think the time 
available to us should be used with these special pleadings, Mr. 
Chairman. 

Mr. Boces. Mr. Mason, I quite agree with you. The first two mem- 
bers of the panel were invited to discuss the problems of the admin- 
istration of the legislation in the light of the hardwood plywood case. 
In view of the fact that the first member of the panel has presented 
one side of the case I thought it would be proper to have the other 
side also presented. 

Now that we have had both sides, we will have copied into the record 
at this point the list of the manufacturers referred to in Mr. Dough- 
erty’s statement. 

May I add that the record will be kept open for any members of 
the panel or others who care to make further comments on any obser- 
vations made by either of the first two witnesses in this matter. I 
would suggest, if possible, that we try to keep to the main point of 
our subject today, namely, the United States trade-agreements legis- 
lation and its administration and the escape clause and peril-point 
concepts, and procedures, rather than to go into too much length on 
any specific cases before us today. 

(The list of manufacturers referred to follows :) 


1. Meyercord Compound Lumber Co., Mobile, Ala., went out of business as a 
hardwood-plywood producer. Domestic market unfavorable. 
. Jefferson Lumber Co., Monticello, Fla., closed at time of issuance of the list; 
imports the prime factor. 
-. Monticello Manufacturing Co., Boyd, Fla., closed ; imports a prime factor. 
. Atlas, Brunswick, Ga., reports state that imports contributed to its closing. 
Toccoa Manufacturing Co., Toccoa, Ga., closed as plywood producer. Imports 
contributing factor. 
. Georgia Veneer & Lumber Co., Toomsboro, Ga., operation listed in error. 
. Plywood Products, Inc., Toccoa, Ga., closed. Imports prime factor. 
. Waynesboro Veneer & Plywood Co., Waynesboro, Ga. Not rebuilt due to 
market conditions. 
9. Southern Plywood Co., Thomasville, N. C., advised this company closed due to 
imports. 
10. Standard Plywood Co., Fairmont, N. C., not rebuilt due to market conditions 
created by imports. 
11. Atlantic Plywood Co., Florence, 8. C., closed, imports prime factor. 
12. Atlas Plywood, Goldsboro, N. C., closed ; imports prime factor. 
13. Peerless Plywood Co., High Point, N. C. Closed due to imports. See tran- 
script of Tariff Commission’s hearing. 
14. Fairmont Plywood Co., Fairmont, N. C. Consolidated with Standard Ply- 
wood due to market conditions. 
15. Syncor, Inc., Alma, N. C. Went into receivership; plant repossessed by 
mortgage holder. 
16. Southern Plywood Co., High Point, N. C. Not rebuilt due to market condi- 
tions due to imports. 
17. Daystrom Corp., Alma, N. C. Closed as plywood producer, currently operat- 
‘ing as furniture plant. 
18. Atlantic Plywood Co., Atlantic, N. C. Proper name Atlantic Veneer Co. 
Liquidated ; plant and machinery sold by Small Business Administration. 
19. Waccamaw Veneer Co., Whiteville, N. C. Was operating on substantially 
reduced basis to work off material inventory. Subsequently closed. 
20. Plywood Plastics, Hampton, S.C. Closed as plywood producers. 
21. Varnville Door Co., Varnville, 8. C. Closed ; imports prime factor. 
22. Standard Plywood Co., Hampton, S.C. Listed in error. 
23. Atlas Plywood, Newport, Vt. Closed; imports prime factor. Plant and 
and machinery offered for sale. 
24. Atlas Plywood, Richford, Vt. Closed; imports prime factor. Plant and 
machinery offered for sale. 
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25. Moorefield Plywood Co., Moorefield, W. Va. Closed; imports prime factor. 
Machinery and plant sold. 

26. Shawano Laminating Co., Shawano, Wis. Closed; imports prime factor. 

27. Jolin Corp., Shawano, Wis. Bankruptcy 1955; not operated as hardwood- 
plywood plant since bankruptcy. 

28. Baldwin Plywood Co., Gillett, Wis. No longer producer of hardwood 

plywood. 

Mr. Bocas. Did you want to complete your statement ? 

Mr. Doveuerty. I would simply say, Mr. Chairman, that we are 
grateful to this committee for the opportunity to present the facts 
relative to the domestic hardwood plywood industry and the adverse 
effects to this industry of the vast amounts of hardwood plywood 
imports. 

Thank you very much. 

Mr. Boaes. Thank you very much, Mr. Dougherty. 

We shall next hear from Prof. Richard N. Gardner. 


STATEMENT OF RICHARD N. GARDNER, ASSOCIATE PROFESSOR OF 
LAW, COLUMBIA UNIVERSITY LAW SCHOOL 


Mr. Garpner. Mr. Chairman, in foreign trade policy the United 
States today is behaving like a car manufacturer who thinks he can 
meet 1958 competition with a 1934 model. 

The main vehicle we have in the field—the Trade Agreements 
Act—has been touched up here and there, but its structure is essen- 
tially the same as it was when Cordell Hull took it off the drawing 
boards 24 years ago. 

In those days the act was a great step forward. But in the inter- 
vening years it has been weakened by amendments until its poten- 
tialities for trade obstruction are as great as its potentialities for 
trade promotion. Many of its original provisions have been rendered 
completely obsolete by world events. 

We cannot get along with model T trade policies in a nuclear- 
powered age. Unless we revamp and strengthen our Trade Agree- 
ments Act we will take a terrible beating in competitive coexistence 
with the Communist world. 

Mr. Chairman, my paper in the compendium, pages 491-505, gives 
detailed recommendations for revising and strengthening the Trade 
Agreements Act. I should like to take this opportunity to sum- 
marize five main points: 

First, the purpose of the Trade Agreements Act should be broad- 
ened beyond its present emphasis on export interests. It should 
express also the interest in international trade of all the American 
people—as consumers, producers, taxpayers, foreign investors, and 
citizens vitally concerned with their foreign policy and security. 

Now, Mr. Chairman, I have here a pamphlet which has just been 
published by the United States council of the International Chamber 
of Commerce, entitled “A Modern Trade Agreements Act.” I am 
rapporteur to the council’s committee on commercial policy which 
originally drafted this document and with your permission I should 
like to place it in the record. 

Mr. Boces. Without objection, it is so ordered. 
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(The pamphlet referred to follows :) 
A MODERN TRADB AGREEMENTS ACT 


KEY TO WORLD MARKETS 
United States Council of the International Chamber of Commerce, Inc. 


The opinions and recommendations expressed in this report are those of the 
United States Council of the International Chamber of Commerce. This report 
is not intended to assume the views of the International Chamber of Commerce, 
its commissions, or its national committees. 


FOREW ORD 


For 23 years, the Trade Agreements Act has served as the cornerstone of 
United States foreign economic policy. Its unprecedented endurance is a tribute 
to the foresight of those who framed the act and to those responsible for its 
execution over the years. 

The entire Nation has benefited from the policies laid down in the Trade 
Agreements Act. Toa degree far greater than is generally realized the prosperity 
and national security of the United States is dependent on a policy of freer 
trade and greater international economic cooperation. 

Since the advent of the Trade Agreements Act, however, world conditions 
have changed dramatically and successive amendments to the act, rather than 
taking these changes into account, have often weakened our Nation’s ability to 
carry out a trade policy fashioned to modern conditions. . 

In a previous series of reports, the United States council presented both its 
views and analyses on various features of our foreign economic policy. With 
this report the council offers recommendations for revising the Trade Agreements 
Act when this basie directive for our trade policy comes before the Congress 
for renewal in 1958. , 

I am confident that the principles presented in the council’s report will find 
wide acceptance. There will, of course, be differences of opinion on how these 
principles can be most effectively put into practice. However, defining specific 
recommendations and reaching agreement on them among an important section 
of the business community is a great achievement. 

The members of the council’s committee on commercial policy and its economic 
adviser, Harry C. Hawkins have given unsparingly of their time and efforts in 
the preparation of this report and the council is deeply grateful to them. 


Putt Cortney, Chairman. 
A Report OF THE COMMITTEE ON COMMERCIAL PoLicy 


I. RESTATING THE PURPOSE 


The authority in the Trade Agreements Act of 1934 will again expire June 
30, 1958. This presents an opportunity to reexamine our trade policy thoroughly 
with a view to making this important legislation fully responsive to present-day 
American needs. 

Such reexamination may well take as a starting point consideration of the 
purposes American trade policy should serve, having fully in mind the great 
changes that have taken place in the economic needs and world position of the 
United States since 1934. Without a clear perception of such purposes the leg- 
islative process is like a rudderless ship whose destination is left to the winds 
of political pressure, compromise and chance. Also, without such a statement 
of purposes in the law itself the Executive lacks adequate legislative guidance 
and support in administering the law. 

This legislation should serve the national interest as a whole. The council 
has consistently held that the national interest requires an expansion of inter- 
national trade. The axiom that legislation should seek the greatest good of the 
greatest number needs reiteration in relation to tariff legislation, which has 
been so notoriously subject to pressures and politics, with minority interests 
often exerting an undue influence on the outcome. 

The present law has one stated purpose only: the expansion of foreign 
markets for products of the United States. 
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The authority can, therefore, only be used for the purpose of expanding Amer- 
can exports and cannot be used, except incidentally, for other equally important 
purposes such as promoting consumer interests and strategic objectives. 

Hence the purposes to be served by the law should not only be identified in 
order to frame a policy genuinely in the national interest, but should be stated 
in the law for the guidance and authority of the Executive. 

The United States council believes that the statement of purposes should ex- 
press the general aim of promoting the prosperity and security of the United 
States through the reduction of Government impediments to private trade, with 
the following specific purposes in view. 


Progressively permitting trade to replace foreign economic aid, thereby réliev- 
ing the taxpayers’ burden 


There has been an insistent demand for the reduction of foreign aid out of con- 
cern for the taxpayer. A large part of dollar availabilities of free-world coun- 
tries have been created by United States Government loans and grants and by 
military expenditures abroad. Reduction of foreign aid in combination with a 
backward-looking trade policy would deal a double blow to vital American inter- 
ests. If such a reduction in dollar resources should be large, it would create se- 
rious balance-of-payments problems abroad which would weaken our allies, 
retard the economic development of potentially friendly nations, increase the 
difficulty of transferring earnings or recovering capital from private investments 
abroad, delay currency convertibility, and curtail American exports through 
necessitating foreign restrictions against the importation of dollar goods. 

While foreign aid may remain high for a time, long-run American policy 
clearly should not be predicated upon the American taxpayer carrying such a 
load indefinitely. 


Promoting American exports by providing a basis for the negotiation of bene- 
ficial agreements with foreign countries 


American export interests would benefit from a freer American import policy 
because of its effect on private foreign investment, the prospects of currency con- 
vertibility, and the increased foreign buying power for dollar goods. But they 
would also benefit directly from agreements with foreign countries involving 
negotiated reductions in foreign tariffs and other barriers to American trade. 
Such negotiating authority will be particularly important to American export 
interests during the next 4 or 5 years when the huge European common market 
will probably be taking shape. 


Avoiding Government encouragement of the inefficient and less rewarding use of 
national productive resources, at the expense of the American consumer 


This statement of purpose refers not only to inefficiency in the literal sense of 
difficulties attributable to management but to difficulties lying beyond the control 
of management, such as changes in consumer habits, or competition of machine 
production with handcraft industries. 

What is advocated here is not, of course, positive Government steps to dis- 
courage particular lines of production but rather the reduction of Government 
interference with market forces so as to allow them more scope for shaping the 
pattern of American production along the most productive and rewarding lines. 


Avoiding serious injury to American producers 


The most striking feature of the American free-enterprise system is its ad- 
aptability. The response to increased competition from any source, foreign or 
domestic, is likely to be product or process variation or improvement in order to 
meet or evade such competition. In some cases, however, increased import 
competition might result in shifts of capital and labor to wholly new pursuits, 
with serious adjustment problems for the people concerned. 

Trade legislation should have as one of its purposes the avoidance of injury 
to American producers. But this purpose should be so defined as to reduce to 
a minimum the conflict with other purposes of great importance to American 
interests generally. The law should clearly provide, that producers are to be 
safeguarded not from change, but from injury during the process of changing. 
This would recognize that change to more efficient and rewarding lines of pro- 
duction is to the ultimate benefit of most of the people concerned in such a 
shift, but that injury may occur during the process of adjustment. 
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New trade legislation might provide that in difficult cases there should be 
a gradual approach to tariff reduction unless effective Government help in 
some other form is available. 


Affording easier access to the resources of the rest of the world on which the 
American economy and living standards increasingly depend 


Since 1934 when the present Trade Agreements Act was first enacted our popu- 
lation has increased by some 40 million and is still increasing faster than the 
average for the rest of the world. This and higher living standards are making 
heavy demands on our natural resources. Moreover, the higher living standards 
include the common use of highly complex products (television, etc.) whose 
construction calls for a variety of materials from scattered sources throughout 
the world. War has made further inroads on American resources. We are 
now heavy importers of numerous products once available in abundance at home 
and for which we will become increasingly dependent on the outside world. 

The case for increased foreign trade goes beyond advocating that duties should 
be reduced on goods which are not now produced in adequate quantity do- 
mestically. It is also that we should develop long-run policies here and abroad 
to meet our import needs. We must recognize that we can satisfy our require- 
ments only by an expanding trade with the rest of the world. 

The fact that we now have foreign exchange in abundance does not alter the 
basic fact that in the long run we can only import with what we can earn, 
principally through exports. World trade patterns evolve slowly. National 
policy should look ahead and seek an evolution consistent with clearly visible 
future needs. 

All this translates into the every day terms of the quantity, quality and 
variety of goods that an American family can now and in the future buy with 
its income; which is, of course, what the term, living standards, means. 


Encouraging private American investment abroad 


Private foreign investment makes available products we need, such as pe- 
troleum, nickel, bauxite, copper, lead, zinc, chrome, and iron ore. American 
capital abroad has in past years supplied one-fifth to one-quarter of our total 
imports of all products, and for particular products such imports have amounted 
to 30 to 90 percent of our total imports of each product. 

Private foreign investment also contributes to the economic development of 
foreign countries by supplementing local capital formation, by bringing in mod- 
ern technology, management, and business organization, and by developing new 
skills. Economic development by such means serves our broad national policy 
objective of creating foreign societies with values and attitudes compatible with 
ours. The field of economic development is an important sector of the battle 
with the Communist world. 

Private foreign investment also strengthens our export position by generating 
internal wealth abroad and providing dollar exchange. 

Our import policy is of key importance to the flow of private investment 
capital abroad. The profitability of such investment often depends largely on a 
market in the United States for the goods produced. If these imported products 
are subject to tariffs, quotas, or so-called voluntary import limitations, such 
investment is discouraged. Also, our treatment of imports generally is impor- 
tant because dollar-earning capacity of foreign countries affects their ability 
to provide the dollar exchange needed to transfer earnings and capital back to 
the United States. 


Strengthening and unifying the free world in the struggle against Communist 
influence, penetration, and aggression 

Foreign economic policy is an integral part of foreign policy. Stalin looked 
to the economic front in the struggle with the West, counting on “the disinte- 
gration of a united, all-embracing world market.” The Soviet Union still relies 
heavily on economic policy as a means to political ends. President Eisenhower 
has also stressed the close link between the strength of the free world and 
foreign economic policy. In his message to the Congress on February 11, 1957, 
he said, “Exports and imports are important to our economic strength and to 
the well-being of our people. International commerce is beneficial to the com- 
munity of nations and conducive to the establishment of a just and lasting peace 
in the world.” 

One of the sharpest lines of demarcation between the American and the Com- 
munist systems is the role of government in relation to private enterprise. Ours 
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is based on a minimum of government interference with private enterprise while 
communism carries interference with private enterprise to the length of de- 
stroying it. Here at home we have applied our kind of system effectively and 
have come closest to the alleged Communist goal of providing abundance for ail 
in a classless society. If we and other industrialized nations practice freer 
trade, this will demonstrate to new nations with evolving social systems the 
worth and workability of policies emphasizing the role of free enterprise, in 
contrast to government trade restriction, regimentation, and control. 

Adoption by the world’s greatest economic and political power of a clear and 
unequivocal freer trade policy, on the firmness and stability of which other 
nations can rely, is an essential step toward establishing the pattern of freer 
private international trade throughout the free world. The predicted “dis- 
integration of a united, all-embracing world market” would then fade beyond 
the reach of hostile hope or propaganda, and mutually destructive trade policies 
would cease to be a serious threat to the unity and strength of the free world. 

Such a policy by the United States would promote cooperation in the export 
control of strategic materials which for want of free world markets may seek 
outlets elsewhere, and reduce the dangers of political subservience inherent in 
heavy dependence on Communist trade by countries which must export to live. 


Il. THE OPERATING PROVISIONS 


In considering the Trade Agreements Act, the United States council has been 
strongly influenced by the fact that tariff adjustments, whether up or down, of 
necessity involve conflicting American interests. From the standpoint of public 
policy the gains from Government tariff support of particular industries need 
always to be weighed against the costs to other American interests, including, 
the taxpayer, the consumer, importers, producers for export, investors of capital, 
abroad, and the national security as identified with free world strength. 

The point at which opposing viewpoints center is in the concept that injury 
to domestic producers must be avoided. This concept is not only the basis for 
the peril-point and escape-clause amendments but is also reflected in the cautious 
grant of authority for tariff reductions. : 

The United States council accepts the premise that an increase of imports can 
cause injury to a particular group of producers. The objection to the present 
concept of injury, however, is that the meaning of the term has become perverted. 
As the law is presently written and administered the term injury can virtually 
be interpreted as meaning that an industry is injured if it is denied the benefits. 
that protection might afford. 

Since such benefits to a small minority may be at the public expense, the defini- 
tion and use of the term “serious injury” ought, in fairness to the Nation, to be 
reexamined carefully to bring the legal meaning into harmony with its literal 
sense. On this and other important aspects of the law the United States council 
offers the following suggestions : 


The escape clause amendment 


The escape-clause amendment is of critical importance, not only because of the 
actual tariff increases or quotas that may result but because of the constant 
threat that restriction will be the result of successful efforts by foreign producers 
and American importers to develop this market. The value of American tariff 
commitments is in consequence greatly reduced and agreements for freer trade 
with foreign countries are constantly endangered. 

Accordingly, the United States council urges the revision of the present escape- 
clause provisions with two general purposes in view, first to reduce the danger 
that unnecessary escape-clause actions will be taken at the expense of the general 
interest ; and second, to limit any action taken in such a way as to minimize the 
damage to international trade. 

A. With respect to the first of these objectives, it is to be remembered that 
escape-clause cases involve a claim by particular producers against action that 
was intended to be in the general public interest. Hence it is appropriate that 
the burden of proof in a claim for increased tariff support be on the claimant, a 
burden which present procedures do not impose. In order to establish grounds 
for a Tariff Commission recommendation the claimant should show a preponder- 
ance of evidence to the following effect : 

(1) That the industry has suffered a decline in production, employment, 
or income, in absolute terms, without reference to the relative share of the, 
market supplied by competing imports. This would involve deleting from. 
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section 7 (b) of the 1951 act the clause “either actual or relative to domestic 
production,” and the clause “or a decline in the proportion of the domestic 
market supplied by domestic producers ;” and the phrase “either actual or 
relative” in section 6 (a) of the 1955 act. 

(2) That this is not merely a decline from a period of inflated produc- 
tion, employment, or income such as results from war or immediate post- 
war conditions. 

(3) That the import competition cannot be met through product or 
process improvement, nor avoided by using substantially existing produc- 
tion facilities to produce, or to increase the production of, goods in which 
the industry’s competitive position is stronger. 

This would require modifying or deleting the definition of industry in 
section 6 (b) new subsection (e) of the 1955 act.. 

(4) That the reduced production, employment, or income is due pri- 
marily to increased imports and that increased tariff protection would 
make a major contribution to solving the industry’s problems. 

This would require that in section 6 (a) of the 1955 act the clause “in- 
creased imports have contributed substantially toward causing or threaten- 
ing serious injury to such industry” be revised to read: “increased imports 
have been a major factor in causing or threatening serious injury.” 

B. The present law is not altogether clear and explicit on the extent to which 
duties may be increased on findings of injury, but such action apparently is 
limited to a rate not exceeding 50 percent above the rate in effect in 1945. With 
respect to quotas, however, there is no limit on the action, so that imports could 
be restricted to any extent down to zero. 

The law thus leaves way open to the inevitable (and natural) pressures 
for whatever protection may be needed to maintain a given pattern of produc- 
tion in the face of competition from imports. In the case of some industries 
such as mining this could lead to the progressive restriction of imports to offset 
increasing costs as mineral deposits being worked dwindled in amount and 
accessibility. In this and other cases the effect could be to provide permanent 
Government support for relatively high cost producers. The cost to the Nation 
could be very heavy indeed since action against imports lays on consumers the 
burden of higher prices for all the product consumed, whether of domestic or 
foreign origin. It could also be seriously disruptive of our relations with other 
friendly nations. 

There should, therefore, be narrower limits for escape-clause action once find- 
ings of injury have been made. The United States council suggests the 
following : 

(1) That relief in the form of tariff action be limited to the restoration 
of the preconcession rate, and that such relief be limited to a specified 
period of years in order to provide continuing stimulus to efforts for the 
reduction of production costs or diversification. 

(2) That the authorization for quota limitations be abolished, since 
this is inconsistent with this Government’s long-standing opposition in 
principle to this most drastic, arbitrary, and destructive form of trade 
control, from which American trading interests have suffered severely at 
the hands of foreign governments. 

The law should require that due consideration be given to the availability of 
other forms of Government assistance, local, State, or Federal, in determining 
the extent to which tariff support is necessary. Such assistance might supple- 
ment or entirely replace tariff support. 


The peril-point amendment 


Many considerations of national importance enter into decisions regarding 
tariff adjustments. These considerations involve the interests of American ex- 
porters, taxpayers, and consumers, and they involve our agricultural policies 
and problems, and problems of foreign policy and defense. Yet the present 
peril-point provisions concern themselves solely with the interests of a small 
minority. The law makes sure that only this interest will be considered. It 
does this by giving to the Tariff Commission the exclusive role of indicating 
the “safe” limits of tariff reductions. The Commission is a fact-finding body 
without authority of competence to consider broader national interests. 

This unbalanced emphasis is aggravated by the fact that the effect of any pro- 
posed duty reduction is largely a matter of conjecture; the best qualified experts 
being able only to guess. Hence a body such as the Tariff Commission, with 
its narrow assignment of responsibility for the welfare of tariff-protected in- 
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dustries, is unlikely to err on the side of setting the limits of rate reduction too 
low. It will, on the contrary, almost inevitably tend to set these limits high 
enough to allow a wide margin for error. 

The United States council recommends that the peril-point provisions in the 
present law be repealed and that they be replaced by a general congressional 
mandate that duty reductions should be such as to avoid serious injury to 
domestic producers. This would allow all Government agencies, with their re- 
spective interest in and responsibility for the various facets of the national 
interest to participate on equal terms with the Tariff Commission in advising 
the Executive as to the “safe” limits of tariff reduction and thus avoid over- 
caution on behalf of a few which is costly to ths Nation as a whole. 

The law should also provide that in cases in which the Executive foresees the 
possibility that a desirable duty reduction would create adjustment problems, 
the reduction must be made gradually over a period of years. The uniform re- 
quirement in the present law that all tariff reductions must be gradual should be 
discarded as arbitrary and unrealistic in view of the wide differences in the 
amount of protection already provided, the degree of the tariff protection re- 
maining after the proposed reductions have been made, and the wide differences 
in the situation and needs of the industries affected. 

It may be argued on behalf of the present peril-point and escape-clause pro- 
visions that the President’s authority to disregard the Tariff Commission’s 
recommendations provides sufficient assurance that the broader national interests 
will receive due consideration. The President, however, is required by the law 
to justify to Congress any deviation from the Tariff Commission’s recommenda- 
tions. This tends to create in the public mind a presumption against such devia- 
tion and thereby greatly to enhance the real power of the Tariff Commission over 
the national welfare. The public is likely to miss the broader implications of 
the problem and to take the simple view that on tariff matters the Tariff Com- 
mission speaks with an authority which ought not be disregarded by one who 
is not a tariff specialist. 


Authority for tariff reductions 


The amount of tariff-reducing authority given to the President also requires 
consideration. On this point the United States council notes the contention 
that after 23 years of trade agreements negotiations the American tariff has 
been greatly reduced and that the average level of rates, weighted according 
to the volume of trade in the product affected by each rate, is now lower than 
any American tariff of modern times and lower than the tariffs of many other 
important countries. 

Even if these calculations were a suitable measure of tariff levels the situa- 
tion would hardly be a cause for concern. It would merely mean that we had 
had the good sense to adapt our policy to the changing needs of a dynamic econ- 
omy and to the realities of our economic and political situation in the world. 
Actually, however, Such an average is misleading since high tariffs which 
severely restrict trade have little influence in determining the average. Aver- 
ages of this kind do not mean, therefore, that there is little further scope for 
tariff reductions by the United States- There are still, in fact, many high rates 
which seriously restrict international trade in the products affected. 

The projected common market in Western Europe, a market of great im- 
portance for both our agricultural and industrial producers, creates a par- 
ticular need for an ample grant of negotiating authority to the President. 
GATT already provides a vital safeguard against increasing the uniform 
common market tariff barrier against outsiders above the average of the tariff 
rates of the members of the common market. But negotiations on a product- 
by-product basis will be necessary to bring about the reduction of the tariff 
barriers to outside trade. Since the progressive reduction of barriers to trade 
within the common market will necessarily create handicaps against outsiders, 
the lower the outside barrier the smaller the potential discrimination and the 
less the impact of such discrimination against American and other outside 
trade. Given the importance of the nations forming the common market for 
American exports the United States should be armed with ample negotiating 
authority for dealing with the situation as it develops. 

With these considerations in mind the United States council suggests that 
the President be given substantial authority for further tariff reduction. 

It is to be noted that the authority given will set the limits to such reduc- ‘ 
tion and will not necessarily mean that reductions will actually be made to the 
extent authorized. Experience has shown that Executive responsibility to all 
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the people of the Nation and the influences to which Executive action is sub- 
ject, have resulted in a careful examination of tariff action on a product-by- 
product basis and have exercised an effective restraint on the heedless use of 
the authority granted by Congress. 

It is also to be noted that the tariff protection remaining after the exercise 
of the authority within the limits specified by the law is superimposed on the 
natural protection afforded by closeness to and familiarity with the needs, 
prejudices, and specifications of domestic customers, which are met by normal 
production without the necessity of special adaptation. These are significant 
advantages over foreign producers seeking to enter this market. 

Also, it should be noted that, under the council’s proposals set forth above, if 
the exercise of the authority granted should result in serious transitional diffi- 
culties for any industry there would be transitional support for such an industry. 


Modification of the reciprocity requirement 

The law ought to provide that adjustments in the American tariff normally 
should, as at present, be made through negotiations with foreign countries involv- 
ing trade concessions by them. The law should not lay down a rigid rule of 
trade reciprocity, however, for the reason that the exact equivalence of con- 
cessions given and received cannot in practice be attained or measured. Also, 
there should be some latitude for dealing with situations in which benefits other 
than trade concessions by foreign countries might be more valuable, such, for 
example, as foreign commitments for improved treatment of American investors, 
shipping or airlines, or benefits of a strategic nature. It should also allow some 
latitude for unilateral reductions, on specific findings by the President that 
important considerations of public policy require such action. 


The security amendment 


_ The present national security provision (sec. 7 of the Trade Agreements Ex- 
tension Act of 1955) ought to be amended by a general congressional directive 


to the President to give full consideration to all aspects of national security. ° 


The President should be directed to consider the contribution which interna- 
tional trade can make to the Nation’s security through strengthening the 
economies of our allies and our own in addition to considering possible adverse 
effects on national security. The administrative procedures to be followed under 
this provision should be made more explicit and the rights of the various parties 
concerned should be more clearly protected. 


Duration of the authority 

The duration of the authority granted to the Executive is important from the 
standpoint of foreign confidence in the stability of American policy and continued 
adherence to trade policies conducive to American prosperity and to free world 
unity and strength. It is also important from the standpoint of carrying out 
a freer trade policy because frequent congressional review interrupts these efforts 
not only during the period of actual congressional reconsideration but for a con- 
siderable prior period in anticipation of it. 

The period of extension should be longer than the customary 3 years, not only 
for the general reasons above stated, but for the special reason that the Govern- 
ment ought to be in a position to proceed without uncertainty or interruption 
to negotiate for a reduction in the external tariff around the European common 
market. The outlook is that this external barrier will be in process of forma- 
tion for about 4 years, and a 3-year extension might thus cause a prolonged 
interruption of negotiating efforts at a most critical time. It is a critical time 
because the common market’s outside barrier will be in its formative stage and 
hence more malleable than it will be when European decisions have crystalized. 

Extension for 4 years might cover this critical period, but this would again 
bring the act up for renewal in an election year when local pressures are strongest 
and the national interest as a whole tends to have less weight in congressional 
deliberations. 

All of these considerations suggest that the period of extension ought not to 
be less than 5 years. 

Mr. Garpner. This pamphlet spells out in some detail the changes 
which should be made in the purpose of the Trade Agreements Act 
to make it equal to the challenge of today. 

I should like to stress, however, Mr. Chairman, that I do not ap- 
pear here as the representative of that organization or, indeed, of any 
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organization. I am here simply as a private citizen interested in the 
welfare of my country. 

To return to my summary: Second, the powers mean to the 
President by the Trade Agreements Act should be greatly increased. 
Not only should the President be permitted to reduce tariffs within 
greater quantitative limits, but he should be released from the rigid 
reciprocity requirement. Thus he should be empowered to make uni- 
lateral tariff cuts when these are required in the national interest and 
also to bargain reductions in United States tariffs for concessions 
by other countries outside the field of tariffs and commercial policy. 

Moreover, this new authority should be given the President for a 
long-term period, certainly for not less than 5 years. A long-term 
extension is necessary for a number of reasons, but there is one in 
particular I should like to emphasize here: By January 1, 1963, the 
six countries of the common market will agree on a common external 
tariff against the outside world, and will begin moving their national 
tariffs into line with this common tariff. We simply must give our 
Executive sufficient negotiating power between now and then to bar- 
gain with the six, to negotiate their common tariff down to a level 
consistent with American interests. 

Third, the no-injury concept—that tariff concessions shall not be 
made or maintained when they cause or threaten serious injury to 
American producers—should be eliminated from the act. I quite 
agree with the statement made by Dr. Piquet in his contribution to 
the compendium on page 231. He says: 

A choice must be made. Are we going to continue to avoid all injury and 
confine ourselves to token tariff reductions, or are we going to enact legislation 
that will make increased imports possible? Only Congress can decide. 

I am not suggesting that we should forget about the interest of 
domestic producers who are injured by import competition. But 
their interest should be taken into account only as one of many in- 
terests that go into making the national interest as a whole. There 
should be a balancing process in this area of policy as in every area of 
policy. We should not say arbitrarily in advance that the interest of 
one special group should always triumph over the interests of every 
other group. When, therefore, as a result of this balancing process, 
we find that the national interest as a whole requires tariff reduc- 
tions, those reductions should be made. Legislation such as the bill 
introduced by Senator Kennedy, of Massachusetts, should be enacted 
to assist producers, workers and communities injured by such tariff 
reductions to adjust to new and more efficient lines of production. 

Now, I know that protectionist propaganda has created a wide- 
spread impression that the elimination of the injury concept coupled 
with significant tariff reductions would disrupt the American economy 
with a flood of products from so-called cheap foreign labor. This is 
utter nonsense. In most cases American producers are in a strong 
competitive position vis-a-vis their foreign counterparts, because the 
greater productivity per man-hour of the American worker far offsets 
his higher money wages, and also because American producers have 
access to better research facilities and more effective services such as 
banking, transportation, and advertising. 

Expert studies have estimated that the complete elimination of tar- 
iffs, which is much more drastic than the program I am suggesting 
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here, would result only in increased imports of $800 million to $1.8 
billion over 3 to 5 years, and displacement of 96,000 to 203,000 Ameri- | 
can workers. This is obviously insignificant when compared to our 
gross national production of over $400 billion a year and our total | 
working force of approximately 63 million. 

Indeed, the estimated displacement from imports is much less than 
that resulting every year from causes within the domestic economy— 
changes in technology, consumer tastes, and the like. The majority 
of the workers displaced by these domestic causes quickly find new em- 
ployment in other lines of production, and there is no reason to believe 
that this would not also be true of most of the workers displaced by an 
increase in imports. 

Now, of course, these aggregate figures overlook the special problem | 
of the few industries which are particularly sensitive to imports. But 
even as to these industries the extent of dislocation has been vastly 


eet 
The following, for example, are estimates of the percentage of 


| 
| the labor force of particular industries which would be displaced by 
the complete elimination of American tariffs: textile mill products, 1.2 
percent ; chemicals and allied products, 0.4 percent; leather and leather : 
products, 0.9 percent; food and kindred products, 0.4 percent; stone, 
clay, and glass products, 4.7 percent. 
me Boces. Would you please explain the figure of 0.9 percent of 
what ? 
Mr. Garpner. This is the percentage of the labor force in those indi- 
vidual industries which would be displaced by the complete elimina- 
tion of the tariff on those products. 
Fourth, the defense amendment to the Trade Agreements Act should 
be repealed. The national-defense argument for protection is based 
to a large extent on an outmoded concept of modern warfare. Mr. 
Chairman, we have to ask ourselves, for what kind of war are we pre- 
paring? If, as we have been told, it is to be an atomic holocaust, de- 
cided within a few days or weeks, the outcome will be determined by 
our stock of military hardware and striking power in being at that 
moment, not by our capacity to produce material in the long run, If, 
on the other hand, it is to be a war like the war in Korea or like the 
Second World War, we are not going to be cut off from our most im- 
portant overseas supplies. There is not much point in self-sufficiency 
| under either of these alternatives. 
) Summing up this point, I would endorse the statement of Professor 
Knorr on page 653 of the compendium : 
| 
; 


We should either regard our military planners as wholly incompetent or in gen- 
eral stop talking about tariff protection for defense essential industries. 


Fifth, a revised Trade Agreements Act should specifically endorse 
our present participation in the General Agreement on Tariffs and 
Trade. Moreover, Congress should speedily enact H. R. 6630 author- 
| izing United States participation in the Organization for Trade 
Cooperation. 
| Mr. Chairman, nearly 2 years ago I appeared before this commit- 
| 


tee as the representative of the Association of the Bar of the City 
of New York to present its conclusion that our participation in 
GATT is, and that our participation in OTC would be constitu- 
tional. Today I would like to call your attention to a supplementary 
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report of the same association which comes to the conclusion that 
there is no constitutional impediment to the enactment of H. R. 6630, 
the new bill authorizing our participation in OTC, If I may, I 
should like to quote very briefly from the conclusions of this supple- 
mentary report: 

The committee on international law, without expressing any opinion on the 
merits of the General Agreement on Tariffs and Trade (GATT), or the Organ- 
ization for Trade Cooperation (OTC), concludes: 

1. The Trade Agreements Act, which authorizes the President to enter into 
foreign-trade agreements and to proclaim modifications of United States tariffs 
and other import restrictions in accordance with those agreements, is a con- 
stitutional delegation of congressional power. 

2. The Trade Agreements Act contains authority for United States partici- 
pation in the General Agreement on Tariffs and Trade (GATT). 

3. There is no valid constitutional objection to congressional enactment of 
H. R, 6630 authorizing United States participation in the Organization for 
Trade Cooperation (OTC) or any substantially similar bill designed to achieve 
the same purpose. 

For your convenience I would like to have placed in the record 
the original report and the supplementary report of the Association 
of the Bar of the City of New York on the constitutionality of 
American participation in GATT and OTC. 

In conclusion, Mr. Chairman, I would say this: 

The Trade Agreements Act was first passed in a period of emer- 
gency—the great depression of the 1930’s, We are today in no less 
a period of emergency, but an emergency of a very different kind. 
Our response must be another major step forward, one adapted to 
meet this emergency, one calculated to safeguard the future—not 
just of selected economic groups—but of 160 million Americans. 

Mr. Boaes. Thank you very much, Mr. Gardner. 

(The reports above referred to will be found at the end of today’s 
discussion. ) 

Mr. Humphrey, we would be happy to hear from you at this time. 


STATEMENT OF DON D. HUMPHREY, PROFESSOR OF ECONOMICS, 
DUKE UNIVERSITY 


Mr. Humpnrey. Mr. Chairman, I have a great deal of sympathy 
for the members of this subcommittee, and other Members of Con- 
gress who have to vote on this tariff issue. The reason is that it is 
the kind of a problem in which someone is damaged, no difference 
what policy is followed. Imports create exports, and where imports 
increase rapidly, production and employment is contracted in the 
import-competing industries. But, when we think of increased im- 
ports, we must always think not only of the production-contracting 
effects, but also of the production-expanding effects of the increasing 
exports that are created by these imports. Therefore, the choice we 
have is not whether we are going to have more or less production 
and employment, as a general rule, but where and in what industries 
we will have this production and employment. 

It is not merely a choice of two equal claimants. The whole basis 
of foreign trade, its value and its benefit is that our labor and our 
capital are employed more productively in the export industries that 
can compete without protection than in the less productive import- 
competing industries that require protection. 

99921—58——20 
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This leads me, Mr. Chairman, to suggest one overriding principle 
which if it were included in this legislation would, I think, feanbes 
and clarify many of the administrative issues with which we are pri- 
marily concerned today. This overriding principle is that a healthy, 
growing industry has no legitimate claim to protection in order to 
expand employment, attract more workers and capital at the expense 
of—at the expense of—competing domestic industries who would 
otherwise use these same domestic resources to produce goods and 
services of greater value. 

This leads me to two fairly specific suggestions: The first is that for 
the time being tariff reduction be limited to healthy, growing indus- 
tries, and I hope that there will be an authorization for the Presi- 
dent to negotiate substantial further reductions of our duties. It 
is unfair to consumers and to domestic industries that compete for 
resources to provide tariff protection for growing industries. 

The other side of this coin is that the escape-clause actions would 
be available only to declining or stagnant industries. 

I do not want to get into the details of defining a growing or a 
stagnant or declining industry, and I do not think this should be 
written into the law in too great detail, but I think it would be 
appropriate for the Congress to indicate among other criteria, that 
the basic test should be the trend of employment and production over 
a period of years. 

One reason for this is that it is people who are injured, and it 
would be helpful in the administration of this act if this were clari- 
fied: that the so-called fragmentation amendment should be elimi- 
nated from this legislation. It is not commodities that are injured 
or damaged; it is people, and I think we all must have a great deal 
of sympathy and concern for the people in the import competing 
industries who may be seriously injured. But multiproduct indus- 
tries can often adjust to lower duties by changes in the composition 
of their output. 

I very much support Professor Gardner’s point that the extent of 
this damage from foreign competition has been greatly overstated, 
and dramatized. There is no possible doubt about the fact that it is 
quite small compared with the other comparable adjustments that are 
going on all the time. I refer to just one, and that is on the farm. 
Every decade, at least, in the part of the country where I now live— 
the * Shore aca has States—1 million or so people are moved off the 
farm and some of them out of this area altogether. This is a hard 
adjustment, as I can testify to personally. My own family was in- 
volved a little in this adjustment. I have sympathy with people 
who are moved as a result of these economic changes. But as a re- 
sult the economy is so much more productive that once the people 
get moved into more productive employment their own income is 
higher. 

I want to address for one moment the escape-clause protection of 
the industries, and there will be comparatively few, who are seriously 
injured. I feel as a matter of equity and fairness that these people 
who are already located in these protected industries are entitled to 
a long time in which to make this adjustment, and that skilled workers 
should be allowed, insofar as competitive imports affect their 
jobs, to work out their lives in these industries. But these industries 
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should be kept under enough pressure that their sons will not be 
drawn into the protected industry. This will also discourage new 
investment, while it will allow the owners of capital in these industries 
a long period in which to deplete their investment. They still will not 
like it, but we want as efficient, productive an economy as we can get. 
This is the basis on which our economy is founded. 

We let it happen in a thousand ways in our economy. There is no 
legitimate reason why producers should especially have protection 
from imports and have a claim in perpetuity to engage in a renee 
which is less productive than the alternatives which are available. 

To protect one industry is injurious, in some sense, to the compet- 
ing branches of domestic industry that can employ these same re- 
sources to a greater advantage. 

I would like to make it clear that in supporting the escape clause, 
although somewhat reluctantly, I have in mind the use of the escape 
clause as a reprieve and not to provide protection for all time. Tt 
would be helpful if this were clarified in the legislation so that for- 
eign producers, who now never know when the ax is going to fall, 
can have some assurance that, eventually, if they can sell in the Ameri- 
can market, they will have that chance, and also so that domestic in- 
dustries, even though they do not like it, would also know that the 
reprieve that they are given in the escape clause is not a promise of 
permanent protection. Tariff protection might be tapered off over 20 
or even 30 years to allow the owners of capital to deplete their invest- 
ment and to allow the skilled workers who are already in the indus- 
tries to work out their lives insofar as this is affected by the reduction 
of our tariffs. 

Mr. Chairman, I have only one other major point. It is the most 
difficult one that I have to discuss. It is the question of the President’s 
discretion. 

This gives me a great deal of trouble because I will have to confess 
to you, Mr. Chairman, that while I am in sympathy with the Presi- 
dent’s position my own judgment is that in a couple of cases where 
the President declined to invoke the escape clause as recommended by 
the Tariff Commission, the industries were seriously injured. 

I mention this only to indicate my own views and troubles in evaluat- 
ing this issue. There surely is some occasion for surprise and chagrin 
in some cases when the President has declined to act on the recom- 
mendations of the Tariff Commission. However, the President may 
well have been right. Given the present law with which he has to 
operate, if he were generous in invoking the escape clause, we might 
very well have such a deterioration of our policy that the increases in 
tariff protection would outweigh the reduction in tariff and we would 
find ourselves moving in the wrong direction. 

The President was given, in my judgment, a law with some unfor- 
tunate aspects to administer, and the remedy is to correct these un- 
fortunate aspects of the legislation. 

Now, whatever is done, I do not think that all of the President’s 
discretion should be removed. There is one quite compelling reason 
for leaving some discretion with the President. He is responsible 
for the conduct of foreign policy. Our trade agreements program 
and our attitude toward imports is a vital aspect of our foreign 
policy and, as a minimum, he should be left discretion to decline to 
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act on the Tariff Commission’s recommendations for reasons of for- 
eign policy. 

I believe in addition to this that he should be allowed to decline the 
recommendations of the Tariff Commission when specific events are 
taking place between the time the Tariff Commission renders its deci- 
sion and his action, or when specific events are imminent or pending 
which bear on the issue and reduce the need for invoking the escape 
clause. In the case of velveteens, for example, there was a voluntar 
restriction on exports by the Japanese coming up. I think the Presi- 
dent should be allowed to decline recommendations when new events 
or facts appear or if alternatives are available that afford the industry 
relief. 

The most difficult part of this issue is whether the President should 
have discretion with respect to the findings of fact of the Tariff Com- 
mission. 

Now, I think anyone who has gone through these studies knows that. 

Mr. Boees. Excuse me for interrupting, and I do not want to cut 
you off, but there are 3 additional panelists left, and I would like for 
each one of them to have 15 minutes in which to present their state- 
ments. 

Mr. Humpurey. Certainly, Mr. Chairman. 

Mr. Boeas. We would like to recess at 12: 15, 

Mr. Humpurey. May I have just a couple of additional minutes 
within which to finish ? 

Mr. Boaes. Certainly. 

Mr. Humenurey. Thank you, sir. 

With respect to the findings of fact some cases are borderline. We 
have had 5 split decisions in which the Tariff Commission divided 
3-3. Many decisions are not unanimous. If the Congress were in 
any way to restrict the present discretion of the President in this mat- 


ter, it seems to me that one thing that might be done would be not to 


allow him this discretion with respect to the fact findings of the Tariff 
Commission in the case of unanimous decisions. 

If this had been in effect there would have been six additional cases 
in which the escape clause would probably have been invoked, that is in 
which the Tariff Commission’s recommendation was unanimous. 


Finally, Mr. Chairman, I think the suggestions I have made, if 


they were included, would pretty much eliminate the need for the 
peril point amendment. If, for the present, we reduce tariffs only 
on healthy growing industries, and if we invoke the escape clause as 
a reprieve in the case of serious injury to declining industries, I see 
no need for the peril point amendment, and I think it is a nuisance 
which might be harmful. 

Just one further sentence in summary: I think the most important 
change that could be made in this legislation, which would clarify 
and resolve some of the issues of administration, is to distinguish 


between healthy growing industries, on the one hand, and declining 


and stagnant industries on the other. 
Mr. Bocas. Thank you very much, Mr. Humphrey. 
Mr. Luxford, we would like to hear from you, sir. 


nT 
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STATEMENT OF ANSEL F. LUXFORD, OF THE FIRM OF PEHLE, 
LESSER, MANN, RIEMER & LUXFORD 


Mr. Luxrorpv. Thank you, Mr. Chairman. My views are pretty 
well set forth in my letter to you of December 2, 1957. I will try 
to eliminate certain parts of that statement as I goalong. — 

First, I want to congratulate the subcommittee and its staff for 
the magnificent achievement represented by the compendium on for- 
eign trade policy as well as the subcommittee report. These prom- 
ise to remain standard reference works for those working in the field. 

Concerning my personal views in the premises, it will save time 
and space if I simply state that of the papers appearing in the com- 
pendium under the heading “Trade-Agreements Legislation and Ad- 
ministration,” I associate myself with the general views expressed 
by Messrs. Gardner, Rosenthal, and Humphrey. In short, I am a 
proponent of what is commonly referred to as a “liberal” trade policy 
and, in my opinion, our trade agreements legislation would be sub- 
stantially improved by the incorporation therein of the suggestions 
of any one of these three gentlemen. 

The problem of the Congress, on the other hand, is not the rela- 
tively simple assignment of hammering out a piece of legislation upon 
which liberal trade policy proponents could agree. The problem of 
the Congress is basically to forge legislation which will be wholly 
satisfactory neither to the liberal traders on the one hand, nor to 
the so-called protectionists on the other, but will tend to give some 
weight to their conflicting points of view. This is not an easy task 
and it is one which must inevitably leave both camps unhappy over 
the end product. The inescapable conclusion is that so long as the 
Congress feels obliged to balance these two almost totally divergent 
positions, we are going to continue to end up with legislation facing 
in two opposite directions at the same time. Thus, if the liberal trade 
exponents win additional concessions in terms of tariff reductions, it 
is well nigh a foregone conclusion that such concessions will be 
counterbalanced by an offsetting enlargement of the escape clause 
concept. 

The enactment of such ambivalent legislation does not, of course, 
end the struggle. It merely shifts the forum for the conflict in philos- 
ophies from the legislative halls to those of the executive. Today, it 
is there dramatized by the pulling and hauling between the President 
and the State Department on the one hand, and the Tariff Commission 
on the other. For better or for worse, those charged with the ad- 
ministration of the law are not administrators of a clear-cut public 
policy as defined by law, but are inextricably interwined in a funda- 
mental policy conflict, preserved rather than resolved by the law, and 
which they must settle on a case-by-case basis. Therefore, I am not 
without sympathy for those like Mr. Strackbein who sincerely feel 
that the protection they wrest from the Congress in the form of escape 
clauses and similar provisions is always in danger of melting like a 
snowball before the fires of executive administration. At the same 
time my own experience bears out that of other witnesses to the effect 
that the foreign policy gains we might hope for by virtue of an en- 
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lightened trade policy is often largely dissipated by the conviction of 
our foreign trading partners that the cards are stacked against them 
in this market as a result of the escape clause, et cetera. 

It is for these reasons that I am inclined to believed that we are 
confronted with a stalemate in the trade agreements legislation field. 
So long as we continue to adhere to the present format of such legis- 
lation we never will achieve a genuinely enlightened foreign trade 
policy on the one hand, nor satisfy the demands for protection on the 
other. In short, effectiveness in the direction of either interest must 
be procured at the expense of the other. 

The real challenge is whether we can formulate some practical way 
of composing our differences on this issue of national policy. Every 
responsible student of the subject will agree that a tariff protectionist 
policy is nothing more nor less than a thinly disguised form of public 
subsidy for the interests protected. It does little good, however, to 
bemoan this fact, for such form of subsidy is as old as the country 
itself. On the other hand, for a number of years there has been a 
steady stream of proposals for directing escape clause relief into more 
effective and more constructive channels such as by converting such 
actions into a subsidy request proceeding, et cetera. In short, if the 
Nation as a whole will benefit from a liberal trade policy, let’s face the 
fact that some few may be hurt by it and that it is in our national 
interest to help them rather than damn them—particularly when they 
are so politically articulate that they can go a long way toward render- 
ing our trade policy ineffective. Such studies as have been made in- 
dicate that the cost of any such program would be relatively small— 
and in any event less than we are indirectly paying today for the 
protection of tliese interests. Moreover, it would have the salutary 
effect of forcing those supporting a liberal trade policy to face the task 
of paying for it. No longer could an administration turn a deaf ear 
on those injured; instead in planning tariff cuts the budget-minded 
executive would be compelled to weigh what those cuts might mean 
in the way of subsidies. My own guess would be that a great deal 
more study would then go into proposed tariff reductions to the end 
of avoiding potential i In short, through this approach we 
could break this debilitating stalemate between the two opposing 
forces, and compel them to work in harness under a pareaien policy 
that would at the same time recognize the merits in the conflicting 
claims, and provide a practical means for their reconciliation. 

I am not so naive as to fail to see the difficulties involved in at- 
tempting to obtain legislative recognition for this change in ap- 
proach. Neither am I, on the other ead so defeatist in my outlook 
and in my opinion of the competence of our Congress, that I will not 
urge a radical change merely because it will be difficult to ac- 
complish. In short, if this subcommittee could come to believe that 
it was time for a change along these lines, I am confident that the 
Congress would treat it seriously. Moreover, as the subcommittee’s 
compendium is clear proof, if the subcommittee were to initiate a 
study of the character here proposed, it would be offered at once the 
assistance of the best brains in the country. 

What I would hope for, and what I believe might be sought, is 
for both the protectionists and the liberal traders to forget their past 
positions and focus on a new program that would offer genuine prom- 
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ise to both instead of conflicting legislative phrases, the one negating 
the other. 

There is just one further aspect of the trade agreements legislation 
which I would like to dwell on briefly as a lawyer. I refer to the 
proposal of Mr. Strackbein on page 576 of the compendium which 
is expressed as follows: 

3. Eliminate the Presidential veto over Tariff Commission findings under the 
escape clause and section 22 of the Agricultural Adjustment Act. Instead, 
send such findings to Congress under a 60-day deadidine after expiration of 
which they will become effective unless either House of Congress prior to that 
time has rejected them by majority vote. 

I have given this type of amendment to the Trade Agreements Act 
no little consideration but at the same time not nearly the study it 
deserves if it should be given serious legislative attention. At this 
point, without going into great detail, I do want to go on record as 
noting serious doubts concerning the constitutionality of any form 
of escape clause legislation which either (1) deprives the President 
of his power to veto Tariff Commission recommendations for tariff 
or quota relief, or (2) purports to vest in Congress alone (whether 
unicamerally or bicamerally) the authority to modify or nullify tariff 
rates prescribed by trade agreements entered into pursuant to trade 
agreements legislation. 

The whole subject of the use of a congressional resolution, not 
subject to a Presidential veto, to terminate actions or powers of the 
Executive, is fraught with constitutional dynamite; and I am per- 
sonally not impressed with the fact that it has become a more and 
more accepted legislative device in recent years. Every President 
from President Hoover through President Truman has challenged 
the constitutionality of this practice; and while the practice is be 
coming more widespread, I am not aware that it has been tested in our 
courts. In fact, the key point which I want to make is that so far 
the device has been largely, if not exclusively, employed in instances 
where no person has had standing to challenge its constitutionality 
in our courts. 

On the other hand, if some such device is employed as a part of the 
escape clause technique, every importer adversely affected by a 
change in tariff rates pursuant to such escape clause procedure will 
doubtless have standing to challenge the validity of such change on 
the ground that the escape clause procedure is unconstitutional. 

Moreover, my doubts concerning the constitutionality of any such 

rovision in escape-clause legislation are very much aggravated by the 
fact that in this instance a further serious question would arise as to 
whether the Congress was not unduly interfering with the powers 
of the President in the field of foreign relations. 

Under our Constitution, the President alone has the power to speak 
for the Nation in the conduct of our foreign relations. True, the 
Congress by law (either with the approval of the President or over 
his veto) can directly affect our foreign relations and can even re- 
pudiate an international agreement to which we are a party. But I 
see in that no authority which would authorize the Congress to, in 
effect, completely bypass the President in a matter which goes to the 
heart of our foreign relations, such as nullifying provisions of a valid 
trade agreement whether it be done by resolution of Congress itself 
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or by delegation to some independent agency such as the Tariff 
Commission. 

In making these observations I have, of course, focused them in 
terms of the suggested Strackbein amendment. On the other hand, it 
is not clear to me at this point whether one of Professor Gardner’s 
suggestions may not possibly be subject to a somewhat similar at- 
tack. I refer to page 498 of the compendium where he suggests that 
the trade agreements legislation might be made permanent with Con- 
gress reserving the right to terminate it by simple resolution. 

At this juncture I do not wish to be interpreted as stating cate- 
gorically that either such proposal is unconstitutional. What I do 
want to say is that I have real doubts as to their constitutionality 
and should the subcommittee be disposed to give serious considera- 
tion to either, it should first come to grips with their constitutional 
implications. In this connection, a good first place to commence 
one’s study would be an excellent article appearing in the Harvard 
Law Review for February, 1953, by Robert W. Ginnane, then of the 
Solicitor General’s Office, now General Counsel of the Interstate 
Commerce Commission. 

Thank you. 

Mr. Boces. Thank you very much. 

Mr. Stewart. 


STATEMENT OF EUGENE L. STEWART, OF THE FIRM OF STEPTOE 
& JOHNSON, WASHINGTON, D. C. 


Mr. Stewart. Mr. Chairman, it might be helpful if I made it clear 
that I am appearing in my individual capacity. What I say is on my 
nt responsibility and not in behalf of any client or in behalf of my 

aw hrm. 

I am deeply interested in the problem of international trade regu- 
lation. As a lawyer I am a student of the Trade Agreements Act 
and I have given considerable attention to the manner in which it 
is being administered. 

A frequently used term in these discussions is the “trade-agreements 
program.” I submit that the United States has two trade-agreement 
programs. One of these is spelled out with some care in the legisla- 
tion of the Trade Agreements Act of 1934 and in its various 
essentials. 

The other, the actuality, is composed of the actions which have 
been taken by the President, assisted by the State Department, over 
the 23 years that this legislation has been in existence. 

There is very little similarity between the two programs. 

It occurred to me, in considering and welcoming the fact of your 
subcommittee’s creation and your investigation, that it might be help- 
ful for you to have at least a lawyer’s analysis of the meaning and 
requirements of the Trade Agreements Act and a contrasting of those 
requirements with what actually is being done. 

Professor Gardner appears to agree with me in his article in the 
compendium that to be constitutional the Trade Agreements Act 
must contain, as it does, some intelligible principle or guidelines 
which are to be observed by the Executive. 

He also comments, and I concur, that the actual mode of admin- 
istration of the act offers a basis for considerable criticism. 
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What most people talk about in this area is not what the law calls 
for, or how it should be administered, but what they think on some 
ad hoc intuitive or philosophical basis ought to be our program. 

Let us consider that the Trade Agreements Act first of all does not 
call for the elimination of any industries. When it was initially en- 
acted, as a fatter of fact, it addressed itself to an emergency in United 
States commerce and industry and labor, and the debates which I have 
carefully set forth in my article make it quite clear that the Members 
of Congress at that time were reluctant to approve the act but were 
willing to do so because of their conviction that it was needed to meet 
that emergency. 

There is some respectable basis for believing that all of the actions 
which have been taken under the trade-agreements program since 
about 1939 to 1949 are invalid because the emergency for which the 
act was created long since ceased to exist. 

In the case of Chaselton Corp. v. Sinclair, Mr. Justice Holmes, 
writing for the Supreme Court, addressed himself to the fact that 
emergency Federal legislation, though remaining on the books, no 
longer validates actions taken in its name when the emergency to 
which it is addressed has in fact ceased to exist. 

The emergency to which the Trade Agreements Act was addressed 
was the great depression of the thirties. 

Gentlemen may disagree as to when that ended, but I think that 
we can all agree that it probably ended somewhere immediately prior 
to World War II. 

But the clause in the Trade Agreements Act which limited that 
authority to emergency situations was not removed until 1949. 
Surely there was no depression extending down to and including 
1949. 

Other limitations which exist in the act deserve note. Even today, 
with the removal of the emergency clause, the act speaks of the pur- 
pose as being a means of assisting in establishing a better relationship 
among various branches of American industry. 

A relationship assumes the existence of at least two things, and you 
consider the posture of each to the other. 

It may be true, as Professor Humphrey has so interestingly posed, 
that we need vigorous, healthy industries, and they should not receive 
any assistance which their condition does not merit. 

But it by no means follows under the present statute that any action 
should be taken which would consciously have the effect of eliminat- 
ing, retarding, or not giving full consideration to the needs of the 
high-labor-content industries which people sometimes refer to as the 
retarded or undynamic industries. 

Therefore let us not be mistaken about the fact that the trade- 
agreements program contemplates a continued existence of all types 
of sarge in the United States. 

Next, the statute itself speaks of this authority as a means of 
regulating something. Regulation implies the imposition of some 
modicum of control. 

If we consider even the submission from the White House in the 
compendium which has been assembled by this subcommittee, we 
find reference to our national foreign economic policy as being one 
of the gradual reduction of trade barriers throughout the world. 
There is no justification for such a program under the language of 
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the present statute. This legislation is not directed to any interna- 
tional objective. It is addressed to a domestic objective which, while 
it may have a relationship to international problems, is concerned 
entirely with regulating imports in accordance with the needs of do- 
mestic industries so as to do what? To do something really very 
simple—to provide export markets for those branches of American 
industry which require them, so the statute says, and which are capa- 
ble of developing them. 

In recent years, under the notion fostered and imbedded indelibly 
in the General Agreement on Tariffs and Trade, that somehow the 
trade-agreements program is dedicated to a gradual reduction of 
world-trade barriers, there has been a full-scale onslaught upon our 
tariffs by means of trade-agreement reductions which have no particu- 
lar relationship to the statutory objective of providing export mar- 
kets for those branches of our industry which require them and which 
are capable of developing them. 

You gentlemen undoubtedly at one time or another have attended 
hearings conducted by the Committee for Reciprocity Information. 

There are very few export industries which appear in those hear- 
ings and present a need for export markets which they are capable 
of developing. It does happen, but in general, at least in the years 
since World War II, the objectives with regard to exports which have 
been sought by the administration are rather general objectives 
which leap into existence in the minds of those administering the 
program and not in the petitions of the industries who require and 
are capable of developing export markets. 

Furthermore, the present program, that defined by the statute, is 
one which calls for attaining that limited objective in a specified 
area. That is an area which the President must find as a fact. That 
finding is that our existing duties, or the duties of foreign countries, 
ae unduly restricting and burdening the foreign trade of the United 

tates. 

Mr. Rosenthal in his paper, I think, expresses well the confusion 
which exists as to what the trade-agreements program is all about 
when he would have this extension which is upcoming divided into 
two parts. 

He would give the President authority to make a 50-percent reduc- 
tion of duties that are unduly restrictive and 25-percent authority on 
all other duties. I believe that is his general plan. 

The point, gentlemen, is that no reduction can be made unless, as a 
fact, our tariffs can be found to be unduly restrictive. 

The deliberate choice by the Congress of the term “unduly” in con- 
junction with “restrictive” clearly implies that the Congress under- 
stands that tariffs per se are restrictive, and indeed they would have 
to be if we are to have a program which will regulate the flow of 
imports. 

have consumed virtually all of my time and I will not labor the 
point further. 

I would invite your attention, if you have not recently had the op- 
portunity to examine it, to the conclusion of my paper which occupies 
only 1 page in contrast with the 70 pages which precede it, page 556 
of the compendium. 

My final capsule summary in this oral presentation is this: 
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Regardless of what Congress may decide on philospohical grounds 
the program should be in the future, I earnestly submit it should give 
some attention to the program which it has defined in the law and 
consider whether that program has been fairly administered before 
deciding how it will shape a new program. 


Mr. Boees. Thank you very much, Mr. Stewart. 
Mr. Strackbein, we would like to hear from you. 


STATEMENT OF OSCAR R. STRACKBEIN, CHAIRMAN, NATIONWIDE 
COMMITTEE ON INDUSTRY, AGRICULTURE, AND LABOR ON 
IMPORT-EXPORT POLICY 


Mr. Srracksern. Mr. Chairman and members of the subcommittee, 
this panel discussion addresses itself to trade agreements a 
and administration, escape clause, peril point concepts and proce- 
dures, and regulation of imports by quotas. 

That is a wide territory, Mr. Chairman, and I do not see how I 
can possibly address myself to those 4 or 5 points. 

That being the case I think I shall try to confine myself to what 
a great many of us regard as the great defect of the administration 
of this program. I refer, of course, to the concentration of control in 
the executive branch of the Government. 

In order to bring forward some of the points, and to bring them 
into focus, I wield like to read in part the statement that I have 
prepared for this occasion. 

The trade agreements program has become one of the worst jumbles 
of complexities that this country has contrived in its history. 

I would like to give you one example. 

In the past year or two there has come to the surface a character- 
istic result of State Department negotiations in the field of tariffs 
and trade. It develops that whenever a remedy against injury is 
provided under the escape clause to a particular industry, the proc- 
lamation is soon followed by the granting of compensatory conces- 
sions to other countries. 

Such compensatory concessions followed the increases in the duty 
on watches, on bicycles, and on linen toweling as a result of escape 
clause actions. Also, when the Congress itself, exercising its consti- 
tutional authority, established a higher duty on cooked fish sticks 
than on fish blocks, compensatory concessions were negotiated with 
other countries. 

Mr. Chairman, that means that when the Congress freely legislates 
in its field of jurisdiction it now appears that it must buy its way, it 
must purchase that right or pay for it through the granting of con- 
cessions to other countries. 

The infrequency of such negotiations is explained only by the 
paucity of remedies that have been granted under the escape clause. 

Recently two additional tariff increases were proclaimed as a result 
of escape clause action. One was on spring clothespins and the other 
on safety pins. 

I should make a comment on that but I think I will pass it up. 

We may now expect that the duty on some other products will be 
lowered by way of paying for the duty increases on these two prod- 
ucts. What other industries will thus be called upon to pay for the 





310 FOREIGN TRADE POLICY 


help extended to the producers of clothespins and safety pins is not 
yet known. 

By what procedure these sacrificial offerings are selected is not 
exposed to the public. Some innocent bystanders who have nothing 
to do with clothespins and safety pins will be hit. The sins or 
troubles of someone else will be visited upon them. So far as is known 
on the outside it may be that lots will be drawn to determine who is 
to pay the penalty. 

f more escape clause cases and cases involving more trade than 
that in linen toweling, alsike clover seed, safety pins, et cetera, should 
be successful, then obviously more serious compensatory concessions 
must be made. For example, should the tariff on lead and zinc be 
increased in pursuance of the pending escape clause action, look out, 
for the next industry to be hit may be yours. You will never know 
until you get hit. 

Here we behold a practice under which a claimant cannot obtain a 
remedy against injury, no matter how meritorious his case, without 
extracting from an innocent party payment therefor. 

This is an odd situation to say the least. It fits very badly with 
the usual ideal of due process of law. It smacks of holding hostages 
and paying for justice. Every producer of dutiable products that 
are also imported is put in jeopardy to an unknown degree and is 
open to a liability of unknown magnitude. 

By what improbable type of administration could such a situation 
have come to pass? 

It could only happen as the result of irresponsible meddling by 
untutored bureaucrats in the practical affairs of the world. 

The administration of the trade agreements program is also noted 
for its double standard as it confronts domestic industries with a 
proposal to reduce duties on the one hand and on the other as it faces 
some of these industries, subsequent to tariff reductions, as they seek 
a remedy against errors of the administrators. 

In the first instance hundreds of items are driven like sheep 
through a chute with but scant attention to factual details. These 
chute drives are called hearings before the Committee for Reci- 
rot Information. A thousand items may be processed in 2 or 3 
weeks. 

Later when a return engagement is asked by a few of the industries 
in quest of relief, they must come forward individually, and each item 
on which a remedy is sought is factually examined in great detal b 
the Tariff Commission during periods ranging from 2 days to a wee 
or 10 days to determine the merits in each instance. 

If the same degree of attention were given in the trade agreement 
retesniery sessions as under determinations of injury, the Committee 

or Reciprocity Information would have decades of work laid out for 
it before each tariff-cutting conference. 

This double standard reflects what may be expected in the name of 
equity when an arm of the executive branch of the Government seeks 
to carry out quasi-judicial functions in the name of executive policy. 
The preparatory hearings preceding a trade agreement are in the na- 
ture of an inquiry by the Committee for Reciprocity Information to 
find out to what extent it may be feasible to carry out the executive 
policy in full or to what extent the sales should be trimmed. 
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Since it is the function of the Executive to execute, the CRI—that is 
to say, the Committee for Reciprocity Information—hearings are de 
facto exercises not in factual or quasi-judicial determinations but in 
self-justification and window dressing. They are designed to satisfy 
a formality that may be regarded as required by the democratic proc- 
esses. Actually they are more likely to end, as many of them have and 
as is characteristic of them, in roughshod overriding of the elements 
that are in opposition to the policy. 

By this procedure the will of Congress may easily be denied or al- 
lowed to expire from lack of expression. What is at stake here is 
withering away of the legislative arm of the Government. Assume, 
for example, that the Congress and the Executive do not see eye to eye, 
as sometimes is the situation. The electorate itself sometimes decrees 
this condition; but this difference between the Executive and the Con- 
gress may have other origin. 

The CRI then becomes a means of bypassing completely the will of 
the very arm of the Government that has been assigned responsibility 
for the regulation of foreign commerce, and thus represents a means of 
denying the electorate. 

The principal function of the CRI today is to arm the President with 
reasons for disregarding the peril-point findings of the Tariff Commis- 
sion—once more leaving Congress, represented by the Tariff Commis- 
sion, high and dry. Otherwise why superimpose duplicate hearings 


before the CRI upon those required of the Tariff Commission by Con- 
gress under the peril-point legislation ? 

Mr. Chairman, I do not know whether you understand that. Ithink 
you have been before the Tariff Commission and perhaps you have 


made some statements. I do not know that the members of this com- 
mittee are fully aware that on each product on which the Tariff Com- 
mission makes a peril-point finding, in the listing sent to it by the 
President, that the Committee for Reciprocity Information holds 
duplicate hearings. There are two hearings. 

The question I ask here is why, and the reason seems to be clear. I 
can see no other reason than that the Committee for Reciprocity In- 
formation explores considerations that the President might use to over- 
ride the peril-point findings of the Commission. 

Mr. Boces. You might really have three, including ODM. 

Mr. Srracksern. I think in the case of ODM that is an individual 
case. The cases I am talking about are those where preparatory 
investigation is held before entering into a tariff-cutting conference 
in Geneva or some other international scene. 

Little wonder then that a wide gap began to yawn between the 
successive Presidential reassurances, Te, from 1934, that no in- 
dustry would be jeopardized by the trade agreements program, and 
what has actually happened. 

A year ago before this committee, Mr. Chairman, I quoted from 
some of these assurances given by Presidents Roosevelt, Truman, 
and Eisenhower that no domestic industry would be jeopardized or 
injured by the operation of the trade agreements program. 

Those assurances have all the ring of sincerity in them, and the 
only way they can be made, in view of what actually is going on, 
can be explained on the theory that the left hand does not know 
what the right hand is doing. 
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The procedure which was set up to carry out the trade agreements 
program was ready made for the creation of just such a discrepancy, 
that is, between the professions and what has actually happened 
under the trade agreements program. 

The same unreality extended deeply into the whole territory of 
foreign-commerce regulation. By entrusting the negotiation of 
trade agreements to the State Department and then looking the other 
way, the various Congresses that sat in those ponrs, suffering perhaps 
from a misplaced faith in Executive benevolence in executing dele- 
gated authority, really connived at the dismemberment of congres- 
sional authority in this field. 

How else could it come about that the State Department could 
contend, as it does, that the constitutional authority of Congress has 
not been impaired in its control of our foreign-trade regulation while 
at the same time opposing legislation on the grounds that its passage 
would violate the general agreement on tariffs and trade? 

There is implicit in this Janus-faced attitude a spinning somer- 
sault that makes the head of commonsense swim in dizziness. It 
does not speak the language of straightforwardness whatever relation 
it may bear to diplomatic language. 

It represents the sort of Teniaiis that makes it possible to affirm 
and deny something at the same time. 

Thus the State artment agreed in GATT to a ban on import 
quotas, present and future, and then assented to certain exceptions 
that were noted principally for their accommodation of other coun- 
tries whose support of GATT was needed in order to have it ac- 
cepted. However, with all the exceptions, the United States is left 
with a net renunciation of quotas on nonagricultural products. 

This renunciation places the Congress in the position today of 
either accepting the roadblock moved athwart its path by the State 
Department and giving up its right to regulate foreign commerce 
as it sees fit, or going ahead and shattering the Shodailt auaee of the 
United States in the face of the world. Yet the State Department 
argues that the power of Congress to regulate foreign trade has not 
been impaired by the General Agreement on Tariffs and Trade. 

If the United States is an honorable country, and I believe it is 
and I think we should assume that its international procedures 
would go forward on that basis, then the sanction against congres- 
sional freedom thrown up by the State Department borders on the 
absolute. 

What path would the State Department have the United States 
follow? Honesty or duplicity? Straightforwardness or deviousness? 
And who is to be the dupe? 

Thank you. 

Mr. Boees. Thank you very much, Mr. Strackbein. 

Obviously we have some disagreement here among the panel so we 
will return at 2 o’clock and begin the panel discussion. 

(Hearing recessed at 12:10 p. m.) 


AFTER RECESS 


(The subcommittee reconvened at 2 p. m., the Honorable Hale 
Boggs (chairman of the subcommittee) presiding.) 
Mr. Bocas. The subcommittee will come to ever: 
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Mr. Machrowicz, perhaps you would like to start us off this after- 
noon. 

Mr. Macurowicz. I would like to first of all make an observation, 
and then find if any members of the panel would care to discuss it 
further. 

The impressions we had, particularly while in Europe during the 
last year, was that the fear there is not so much over the amount of 
our tariffs, or of the status of the legislation, as it appears today, but 
the uncertainty that exists because of these various provisions, the 
escape clause, peril point, and other procedures. 

It has been suggested by some of the members of other panels that 
the most important problem before Congress is to avoid these uncer- 
tainties which prevent the free flow of trade. 

I wonder whether any member of the panel would care to discuss 
that subject ? 

Mr. Barnuarp. Yes, sir. 

This, of course, Congressman Machrowicz, is exactly what we were 
discussing when we discussed this problem of stability. That is, a 
guaranty to the foreign exporter and the United States importers 
that when they have developed trade they know they can continue it 
so long as they do not bankrupt an industry, so long as they do not 
engage in unfair competition. 

here are many elements to this need for certainty; the Dumping 
Act, section 22, and others, but the basic problem seems to revolve 
around the escape clause which seems to say to the exporters, “Yes, 
you can ship your goods here and pay a lower tariff, but if you are 
successful in selling, then we will have to stop you.” 

Some of the specific changes I would like to see in the escape clause 
which I think would contribute much to the eradication of this feeling 
would be (1) to eliminate completely the power to impose quotas 
under the escape clause. The escape clause, after all, is a retraction 
from a tariff decrease, and a retraction from a tariff decrease should 
be limited to a tariff increase. 

The purpose of the escape clause was to withdraw a tariff conces- 
sion, where that tariff concession resulted in an unexpected increase 
in the volume of imports. 

Secondly, I think I differ somewhat from some of the other mem- 
bers of this panel who feel as I do that a liberal trade policy is es- 
sential in that I think the segmentation clause which was added a 
few years ago should be retained. I think there is a good purpose 
for it and the example which is considered here in this committee and 
elsewhere was illustrated by the wood screw case, for example, where 
you have an industry producing wood screws, and every producer in 
that industry also produces steel screws and lag bolts and certain other 
similar related commodities. 

Suppose all of these pompenras were profitable operations, they were 
making plenty of money, but their wood screw production was de- 
clining while their steel screws and other products were increasing. 
Now, suppose General Motors also had a wood screw plant. General 
Motors operated a profitable automobile plant, as well. 

I think it would be unfair to deny relief to the wood screw industry 
because of the profitability of the automobile industry. This, I 
think, is the proper purpose of the segmentation clause, but I think 
within those companies that produce wood screws and related prod- 
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ucts, if they decide to concentrate on a more profitable product, and 
decrease their emphasis on one product, such as wood screws, and 
if the net result is more employment and more profits within that 
producing organization, it seems to me there is no basis here for a 
claim of serious injury or any injury, and no basis for relief. 

So I would like to see the segmentation clause retained, but to limit 
the amount of segmenting that can be done to not only the one com- 
modity, but also related commodities. 

They would deny relief to a profitable company which has several 
different products without denying relief to an industry which may 
be affiliated indirectly with General Motors, the automobile industry, 
or another one like it. 

I think these two basic changes, plus one additional change, which 
is this share of the market doctrine, that is, where, for example, a 
domestic industry has increased its products and sales and profits 
by 100 percent, but imports have increased—let’s take a specific 
example. 

A domestic industry in 1951 produced and sold 1 million units. 
Imports were 100,000 units, a ratio of 10 to 1. Five years later the 
domestic industry sales have increased to 2 million units, a 100 per- 
cent increase, but imports increased from 100,000 to, say, 250,000. 

Imports have increased a little bit more. Yet this domestic in- 
dustry which has doubled its production, sales and profits can claim 
serious injury merely because its relative position is somewhat 
smaller. 

I think the share of the market has no basis at all in a serious 
injury question. I think with these basic changes, plus the discre- 
tion given to the Tariff Commission to disregard complaints which 
are not proper and adequate, I think there would be a great deal 
more feeling of certainty and a much more equitable administration 
of the escape clause. 

Mr. Boces. Mr. Strackbein ? 

Mr. Srracksern. The claim that the very existence of the escape 
clause discourages foreign exporters to the United States will not 
stand up if you actually examine the cases that have come before 
the Tariff Commission. 

I think a study would show that in the very face of Tariff Com- 
mission actions, or of cases brought. before the Tariff Commission, 
there not only has been no hesitation on the part of the importers, 
but that they have continued their upward trend. I can cite you 
out of hand several such instances: Grand fish fillets have been before 
the Tariff Commission three times. Yet there has been in the face 
of these Tariff Commission applications and hearings an almost 
uninterrupted upward trend of imports, so obviously in that case, 
the mere fact that an escape clause exists had no influence. 

Even the fact that the domestic industry applied to the Tariff 
Commission three times did not halt the imports. They rose from 
about 10 percent of the market to more than 40 percent of the market ; 
from something like 10 million pounds a year up to 138 million pounds 
over a period of 5 or 6 years, right in the face, as I say, of Tariff Com- 
mission hearings. 

The same thing would be true of wood screws. They have been be- 
fore the Tariff Commission a number of times, and one reason for 
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their going back to the Tariff Commission is that the imports have 
continued to increase. 

That would be true of tunafish. It would be true of lead and zine. 
It would be true of plywood, of clothespins, of bicycles. 

In many instances imports, because of their advantage competi- 
tively, have taken an ever-increasing share of the market, and I am not 
talking about the smaller percentages to which Mr. Barnhard has 
referred. Right in the face of Tariff Commission actions they have 
gone from 5 percent to 15, 20, 30, 40 percent of the market. If there 

was any discouraging aspect in the existence of the escape clause, and 
in the face of actions before the Tariff Commission, it should cer- 

tainly have revealed itself in these specific instances, 

This thing can be cataloged, so that the statement that foreign ex- 
porters are discoura aged from ‘entering this market, or from making 
plans of expanding their exports, by the existence of the escape clause 
or even of Tariff Commission actions simply falls to the ground. I 
am sure that that can be documented beyond the possibility of refu- 
tation. 

Mr. Boaes. Mr. Humphrey ? 

Mr. ee The statistics that Mr. Strackbein cites, Mr. Chair- 
man, I do not believe support the general conclusion that he draws. 
My experience supports that of Mr. Machrowicz. 

In writing a book, I interviewed a great many importers as well as 
manufacturers in import-competing industries, and there was a strong 
consensus among importers, and some foreign producers that I talked 
to, that this uncertainty was a most serious matter. 

I think the facts that Mr. Stackbein cities are about what one would 
expect. No one is suggesting that in each and every case this uncer- 
tainty stops imports. ‘In the case of standardized raw materials we 
would not expect this uncertainty to be a very important factor. That 
would explain lead and zinc. In other cases where the market is al- 
ready established here and the costs have already been incurred in es- 
tablishing a market in advertising, in the stocking of warehouses, in 
expanding a market, when you have already made those outlays, then, 
you don’t give up because an escape-clause investigation is filed. 

The une ertainty affects the process of trade at an early stage. The 
American market. is a very difficult one to get in. To most foreigners 
it looks like a big buzz saw. They consider very seriously the risks 
and costs entailed in developing an American market, adapting their 
production, and getting a sales force, "The threat that, if they are suc- 
cessful, their business may be cut off, in many cases discourages them 
from risking the venture. 

There is nothing at all inconsistent with the facts Mr. Strackbein 
cites, and with a consensus that this uncertainty is a serious matter 
that discourages trade, and prevents tariff reductions from being 
effective. 

Mr. Boaes. Does any other gentleman care to comment on that? 
Mr. Stewart ? 

Mr. Srewarrt. Mr. Chairman, it strikes me that uncer tainty is some- 
what like mortality. It probably works best when there is a single 
standard. ‘The domestic producers are greatly concerned about the 
question of uncertainty also. 
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I should judge that in the order of concern over the future, many 
domestic industries, in the face of repeated tariff reductions, par- 
ticularly in this postwar area, have suffered a greater measure than 
their counterparts abroad. If it is, as you indicated, the strongest 
desire of our foreign friends to achieve a state of certainty, it seems 
to me there may be a very excellent basis for working out a com- 
promise on this program. : 

If, on the one hand, there were to be no extension of the trade- 
agreements authority so that there could be no new reductions, that 
would end uncertainty on the part of domestic industries. On the 
other hand, if it were provided that all escape-clause actions pres- 
ently filed would be the last to be entertained, that would provide 
some certainty for our foreign friends. 

If, in conjunction with that, there were a supplementary principle 
that for any industry that has not yet filed, when imports pass a 
certain percentage of the domestic consumption, the full rate prior to 
any reduction would automatically apply, this would put into the 
hands of our foreign friends all of the data they need in order to have 
certainty because they are privy to the statistics just as fully as 
domestic industries. 

Mr. Barnuarp. Just a word, Mr. Chairman. The certainty that 
the domestic industry seeks in most of these cases is the certainty of 
either monopoly or the certainty of governmental allocation of the 
market place. This is quite different from the certainty that the 
importers and foreign exporters are seeking. 

They are willing to risk the uncertainties of the market places. 
In fact, what they are seeking is the uncertainties of the market 
place, of competition in the market, unrestricted and uninfluenced by 
the governmental controls that now completely disrupt this normal 
economic market. 

These uncertainties they are willing to face and if the domestic 
industries in these restricted fields were willing to face the same 
competition of the market place, I think that the obvious result 
would be all the benefits of economic free, competitive enterprise to 
the United States. 

Mr. Boees. Mr. Stewart ? 

Mr. Stewart. Mr. Barnhard’s response seems to assume that the 
United States economy is one in which there are no governmental 
policies which prevent totally free competition. If we were to repeal 
the wage-and-hour law and the Taft-Hartley and Wagner Acts, and 
the Fair Labor Standards Act, and the fair-trade laws, we would 
have something approaching free and open competition within the 
domestic market in the United States, but in the wisdom of Congress, 
and I think it is right, it has been found that at this particular 
stage of our industrial development and competitive economy some 
ground rules, minimum ground rules for order, are required. 

What foreign industries would like to have is the freedom to enter 
the United States market completely free of the ground rules which 
are imposing so many obligations or costs upon the domestic industry. 

Without belaboring the point, Mr. Barnhard, the certainty that 
the domestic industries want is not the certainty of monopoly unless 
you are talking about an industry that consists of only one member. 
The industries which have been very active in this problem, in the 
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case of your own industry, the one that you face, has many producing 
units in competition with each other. Your answer assumes an. ab- 
sence of competition unless it is supplied by foreign producers, which 
is simply not the case. 

Mr. Boces. Mr. Luxford ? 

Mr. Luxrorp. I would say that certainties was unquestionably one 
of the things that the foreign exporter is most interested in. On the 
other hand, I do not think any of us can ignore the fact that the 
domestic industry is worried about the very problems that have been 
mentioned here earlier. 

The only positive point I would make is, is there not some way 
that we can provide certainty to those who we would like to have 
export more to this market and find another route to take care of 
the special problems of that small portion of our domestic industry 
which happens to have a small injury. 

It is not small to them as a particular industry, but in the total 
of American production, the injuries suffered by these particular 
industries is very small in consequence and could we not find an 
alternative method of taking care of their problem? 

Mr. Boaes. Mr. Strackbein ? 

Mr. Srracksen. I think we could find an alternative method, and 
that consists of recognizing a certain share of the market that could 
be supplied by imports. This involves the use of import quotas, either 
tariff quotas or absolute quotas. 

If such quotas were established, then a measure of certainty would 
be introduced into our market place. As it is today, one of the most 
injurious aspects of imports consists of precisely the fact that the 
domestic producers do not know where they—the imports—will stop. 
They do not know to how much pressure they are exposed. 

I know of an instance in 1949, after the end of the war, when the 
glassware industry in this country was very much worried. They 
found that the buyers from the large department stores in the United 
States had gone to Europe because the Europeans were reentering 
the market for glassware. 

Now the natural inclination of management, is to try to protect 
their position. They found themselves with high-cost inventories on 
hand, and facing the prospects that imports might reduce the prices 
when they came into this country, their only defense was to cut back 
on production, and this they could only do by laying off employees, 
or shortening the workweek. . 

Now, it made no difference whether those imports actually ever 
materialized or not. The effect was the same. You had unemploy- 
ment ; you had a shortened workweek, and a reduced payroll. 

Now, if you spread that over a number of communities, you got a 
final considerable economic effect. Let us assume on the other hand 
that there had been in effect a system of quotas; then a measure of 
certainty would have been introduced. The manufacturers would 
have known what to look forward to. They could have made their 
calculations on domestic consumption and proceeded in the usual 
manner that management does in scheduling their future production, 
in planning plant expansion or anything of that kind. 

Mr. Macurowicz. Mr. Strackbein, I wonder if you would agree with 
the general concept propounded by Professor Gardner or Professor 
Humphrey, I do not remember, but it was also mentioned by members 
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of other panels, that it is the people affected by the product who are 
entitled to the protection offered through our laws. 

What do you say to that concept, that it is not the product itself 
that is entitled to protection, but the people affected by the commerce 
of that product? 

Mr. Srracksern. I am sure I would agree, the people are affected, 
not the product. We use the product for the purposes it is produced, 
but it is the people affected by way of employment, by way of market, 
by way of their trade, profitable business, et cetera. 

Certainly no one has concern over the product itself. I do not quite 
follow the argument. 

Mr. Macurowicz. Professor Humphrey, were you the one who de- 
creased that concept? Perhaps you would like to explain your concept 
a little more fully. 

Mr. Humpurey. It makes a great deal of difference in formulating 
policy and administering the law whether we are trying to protect 
from serious injury the workers who are involved and the owners of 
the fixed investment, or whether we look at a single product and write 
a law, as I think the present act is substantially written, defining 
serious injury in terms of production of a single product, regardless 
of whether the people involved are seriously injured or not. 

The people involved may have profitable employment and produc- 
tion opportunities within the same industry, or there may be equally 
attractive, or more attractive opportunities across the street. Some 
workers don’t shift jobs because of seniority. These are quite real 
examples I am mentioning and can be documented. What happens 
to these people, I am sure, is the concern of all of us. Escape-clause 
action should be concerned with the people in an industry rather than 
with a single product if the industry produces many products. 

Mr. Srrackeern. May I make just a little comment on that? 

I think the criteria of the escape clause itself make it quite clear 
that the concern is with the other results, the same results that Dr. 
Humphrey is talking about—unemployment, declining profits, and a 
loss of the market, and so forth. The product naturally is the thing 
about which the action revolves but the considerations that have any 
meaning have to do with the human beings that make or sell the 
product. 

Mr. Boees. I wonder if I could pose a somewhat larger question ? 
I wonder if we might get the benefit of the judgment of you gentle- 
men on the effect of the failure of the Congress in the next session 
to extend the trade agreements program, to take no action, if that 
should come to pass. 

Mr. Gardner, you have been very quiet. Would you like to reply 
to that ? 

Mr. Garpner. Well, Mr. Chairman, I would be happy to give my 
ideas on that subject. 

I have tried to suggest that there are many interests which would 
be served by strengthening our liberal trade program. One of them 
is the interest of the consumer, in getting from abroad products 
which are made there cheaper, or better, than at home. Another is 
that of the taxpayer, who has an interest in reducing the burden of 
foreign aid. Such aid results to a large extent from our refusal to 
import more. At the present time we have an export surplus which, 
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instead of diminishing, is increasing to over $4 billion a year. This 
surplus is paid for in the end by the American taxpayer. 

A third interest is the interest of our foreign investors in bein, 
able to repatriate their earnings and operate abroad generally with 
greater exchange freedom. 

A fourth interest is the interest all of us in this country have in 
our foreign policy, which is based on collective security, on alliances, 
and on the strength and solidarity of the non-Communist world. 
Failure to renew the act would be interpreted abroad as evidence of 
American indifference to the economic strength of the free world 
alliance. 

A fifth interest is the security of this country, which requires, for 
example, that we obtain essential materials from the best sources 
available, whether foreign or domestic, and that we do not unduly 
deplete our short supplies of such materials at home. 

These interests, when weighed up against opposing interests by an 
impartial observer would strongly suggest, I think, that the Trade 
Agreements Act should be renewed. 

Thus the short answer to your question is, sir, that the national 
interest, taking into account all the subsidiary interests I have out- 
lined, demands that the act be renewed. 

Mr. Mason. Mr. Chairman, just this interjection. 

Mr. Boges Go right ahead. 

Mr. Mason. If the act is not renewed, we have the status quo. We 
have no change then in our tariffs. The thing remains as is, and 
so it would certainly give stability and permanence to the program 
if itisnot renewed. It would just remain as is. 

Mr. Boees. | think that that remark will create a bit of discussion, 
Mr. Mason. 

Mr. Gardner, would you agree with that ? 

Mr. Garpner. No, I would not, sir. What most people really mean 
when they speak of renewing the act is renewing the authority of 
the President to enter into trade negotiations and to proclaim modifi- 
cations of duties pursuant to those negotiations. 

If we simply fail to renew that, we are still left with the escape 
clause, and with all the other trade-restricting devices which have 
been pointed to by Mr. Barnhard. These can be used to increase the 
level of protection—to destroy stability and the status quo. 

Mr. Boges. Would it be inappropriate to suggest that there would 
also be quite a feeling, particularly in the free world, that this repre- 
sented a complete reversal of the direction of American policy? 

Mr. Strackbein, I wonder if you would comment on that. 

Mr. Srracksetn. My own impression is that failure to renew the 
act would have only one effect: It would prevent the President from 
entering into additional trade agreements. The present escape clause 
would remain as it is, the peril-point provision would remain, and 
all the other parts of the trade agreements would remain. 

Now, as for the effect on the rest of the world, if it is considered 
that the trade-agreements program was launched in the first instance 
to meet an emergency condition, then it seems to me that we would 
be entirely within our rights to say that those emergency conditions 
have been met; therefore, there is no need for further extension. We 
have reached our destination in that respect. 
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Now, if you want to extend the trade-agreements program for some 
other reasons, for some new reasons, that would be another matter, 
but to put it into the hands of other countries to decide whether or 
not we should continue the Trade Agreements Act assumes that we 
ourselves do not know what is best for us, or best for our commercial 


rolicy. 

I do not say that these matters should not be considered, but I do 
believe that the Congress should in its own wisdom determine what 
would be the best policy, whether it proclaim new reasons for the 
program or to consider whether or not the program had already 
reached its destination (1) because the tariffs have already been greatly 
reduced in this country and there is not much left to reduce; and (2) 
because the Trade Agreements Act itself has just about run its course. 
You would need some new reasons for continuing in the same direction. 

We already have in being at this time provisions, procedures, which 
would continue, and therefore, the question of going further in the 
same direction is a question which, it seems to me, would have to be 
determined on its own merits. 

Have we gone far enough in this direction, with the creation of 
the procedures, the implementations that are already in existence, or 
do we need to go further in that same direction ? 

In saying that, I do not endorse the pote and the sort of 
implementation that we have of the act. I am simply saying that if a 
program had some good in it, this program has had 23 years in which 
to reveal what that good was. In fact, the question might be asked 
that if a program has been in force for 23 years and has not produced 
something better than the state of the world in which we find ourselves 
today, it cannot have been the most perfect policy conceivable, so the 
question of renewal and not ee it seems to me, would revolve 
about something other than whether the program has already run its 
course in the field for which it was originally intended. 

Mr. Boees. I think Mr. Luxford desires to comment. 

Mr. Luxrorp. Mr. Chairman, you have obviously put your finger on 
the most important question before the committee. If 1 approach the 
problem in terms of its economic consequences in their narrow limits, 
I have to say that very honestly I do not think it would make a lot of 
difference. 

In other words, we have made great progress, and if we could hold 
that progress within limits, fine. But that is always addressing your- 
self to a narrow economic criterion. 

I think myself, however, that such narrow economic criterion is 
akin to the tail wagging the dog. The real issue here is our foreign 
relations policy. I think that in failing to renew the trade agreements 
legislation you would be striking a blow at our whole foreign policy 
tantamount to declaration of a new policy of isolation. 

Isolation can be manifested on the economic or trade front as well 
as on the political front. Our trade policy has symbolized on the 
international economic front something that is as great in significance 
as our shift from isolationism over to the U. N., to the International 
Bank, and other like programs on the political front, or to NATO 
on the military front. 

These are all parts of a policy, our foreign policy, and to pull the 
rug out from any one of them might threaten to destroy the whole 
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fabric of our foreign policy which so far is the best we have been able 
to work out in our own national interest. 

Mr. Boaes. Mr. Stewart ? 

Mr. Srewarr. Mr. Chairman, it occurs to me that it may be pos- 
sible to accommodate the problem you have in mind by a simple exten- 
sion of the act without a new grant of tariff reduction authority. 

Mr. Bocas. You mean as is? 

Mr. Stewart. As is, in order to accommodate a problem. 

Mr. Boaes. For how long a period ? 

Mr. Stewart. It seems to me the period would be for 3 years, and I 
will eee) if I may. 

Mr. Boees. Did you say for 3 years? 

Mr. Srewarr. An extension for 3 years. In a speech delivered by 
Ambassador Dana Wilgress, Chairman of the Contracting Parties of 
the General Agreement on Tariffs and Trade at the 11th session of 
GATT a year ago, he had this to say. He, in a sense, was setting the 
tone of the session. Iam quoting: 

It seems that there will now be a pause in the series of full-scale tariff confer- 
ences which we have staged since 1947. It may well be that in the immediate 
future GATT should play a more active part in liberalization of trade from 
those quantitative restrictions which are still being applied. For this reason, I 
welcome the proposal that we have before us that the Contracting Parties should 
invite all member governments which are still restricting imports for balance- 
of-payments reasons to enter into consultations. 

At this stage we shall be mainly concerned with making the arrangements 
necessary for carrying out these consultations. I think it is fair to stress the 
significance of this development. It is an indication that the full benefits of 
the GATT which have heretofore been impeded by restrictions, generally agreed 
to be necessary for monetary purposes, may begin to be reaped by all the Con- 
tracting Parties. 

It is clear that so long as these restrictions on a substantial volume of trade 
remain in force, the objectives and purposes of the GATT and its obligations 
cannot be fully achieved. 

Now, as you know much better than I, sir, the contracting parties 
at the current session, and for the past months, have been occupied 
in a series of consultations with groups of countries concerning these 
quantitative restrictions. But these conferences have been exploratory 
and while partially implemented, yet there remains the receiving of 
the full effect of these consultations. I think the importance of a 
breathing spell for a period of at least several years is underscored 
by our own representative to GATT. This was Mr. Samuel Waugh. 

To be sure, it was a speech he delivered in 1954. I will not quote. at 
length from it, but he simply said that— 

In successive negotiations under the GATT, the United States Government 
has made substantial tariff concessions which have encouraged the entry of an 
unprecedented volume of imports. 

I might say as an aside, you know that since 1954 there was a further 
rather extensive series of tariff concessions under the auspices of 
GATT in 1956. He said: 


Where such restrictions are maintained, it is clear that they partially or 
completely nullify the tariff concessions which the United States has obtained. 

Now, it seems to me in conclusion that it would be perfectly reason- 
able, while the members of GATT themselves are coping with the 
problem of these quantitative restrictions which have been described 
both by the Chairman of GATT and by our own representative as 
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preventing an enjoyment by the member countries of the full benefits 
of the concessions already made, simply to extend our Trade Agree- 
ments Acts without a further grant of authority. We could then 
review the situation again after a reasonable period of time, to see 
if the removal of these quantitative restrictions has not in itself per- 
mitted a large increase in the volume of world trade and what might 
then be appropriate. 

Mr. Boees. Mr. Humphrey ? 

Mr. Humpnrey. Mr. Chairman, I feel that Mr. Stewart’s comments 
and quotations regarding GATT are relevant, but inadequate, because 
they are incomplete. 

A breathing spell was his keynote, but whatever we do there is going 
to be no breathing spell with respect to the treatment of American 
exports. There is the common market treaty of six European nations. 
This will necessarily involve a change in the treatment of American 
exports. There is inherent in this plan an increase in discrimination 
against American exports.. 

Parenthetically, I want to say I feel that we should support it, 
despite this, for other reasons, but I do not want to divert attention to 
that problem here. I just want to emphasize the point that there is 
going to be no breathing spell in the treatment of American exports. 
Furthermore, there is in the offing a possibility of a free trade area 
involving an outer ring of nations around this common market. In 
addition to that, we are concerned about the activity of the Soviet 
Union in promoting trade agreements and other trade activity in 
Asia and the Middle East. 

These things are going on and I think that they are urgent reasons 
why the United States should continue to move forward toward freer 
trade, either with present trade-agreements programs or some other 
program which moves toward the same end. 

I feel that our export markets, which are created by freer trade, 
receive inadequate attention in a hearing of this sort devoted to the 
escape clause. 

I am looking at the increase in imports and exports since the trade- 
agreements program—lI am using a isos of 1936—40 and comparing it 
with last year, 1956; in the chemical industry our imports—and this 
is the total for all the chemical industries—increased by $175 million. 
Our exports increased by $938 million in chemicals. The increase in 
exports was almost 6 times greater than the increase in imports. 

Mr. Boces. What period of time do you refer to? 

Mr. Humeurey. From a base of 1936-40 to 1956, this compares 
the early years of the trade-agreements program before it had had 
no much effect with the last full year for which figures were avail- 
able. 

In electrical machinery for the same period, the increase in imports 
was $97 million, and the increase in exports was $900 million. For 
industrial machinery the increased imports were $171 million, and the 
increase in exports was $1,977 million. Advanced steel manufactures 
increased in imports $63 million while exports increased $358 million, 
or 5.5 times as much. 

Mr. Boees. Do you, perchance, have the figures for textiles? 

Mr. Humpnrey. Yes;I do. Even in cotion textiles which recently 
have been squeezed some—and this is only manufactured textiles— 
our imports have increased $119 million and our exports increased $233 
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million, or about twice as much. For postwar years before 1956, the 
relative increase in exports of cotton manufactures were substantially 
greater. So that over the entire term of the trade-agreements pro- 
gram, the textile industry has had a much greater expansion of exports 
than of imports. However, the most recent trend of exports has been 
down while imports continued to rise. 

I just want to make quite clear, Mr. Chairman, that I am not infer- 
ring nor implying that this entire increase of either exports or imports 
is due to the trade-agreements program. It is clear that tariff changes 
account for only a minor part of this expansion but it is a significant 
and vital part of the developments which have led to the expansion 
of world income and trade. The major factor which accounts for the 
rise of both imports and exports is the rise in national income in the 
United States and elsewhere in the world. Our exports were also 
expanded by foreign investment and foreign aid. 

It is in our national interest to move forward with programs which 
expand mutually beneficial trade. 

Mr. Srracxsetn. Mr. Chairman, I am moved to ask why if exports 
have expanded in this fashion we need a program dedicated to the 
further expansion of our exports. Obviously, exports have expanded 
greatly. They were greatly stimulated by the war, and by the reestab- 
lishment of industries in other countries through recovery from the 
devastation of war and in some fields exports, of course, have increased 
much more than in other fields, in such things as chemicals, machinery, 
and equipment and things of that kind. 

In those fields there was greater expansion than there was m some 
other fields, and I am sure if you look at many other industries you 
would not find a similar increase in exports, but on the other hand a 
much greater increase in imports. 

So, balancing against this you must keep in mind—— 

Mr. Boges. Which industries would you suggest ? 

Mr. Strracksern. Mostly these industries, I believe, that have been 
before the Tariff Commission. I do not know that it is true of all of 
them, but we have a number of industries that produce primarily for 
the American market, but they are vulnerable to imports, and are 
not competing with other countries in third markets of the world. 

Mr. Boges. Of course, Mr. Humphrey mentioned textiles and chem- 
icals and a series of others. 

Mr. SrraAcksBein. Yes. 

Now, I want to mention this one further thing. These exports have 
not all, of course, been commercial exports. Many of them have been 
subsidized or financed through aid programs of one kind or another, 
and have not been normal commercial exports so that to equate them 
with the trade agreements program is not fully justified, Mr. Chair- 
man. 

These exports might not have expanded in that manner had not 
it been for these artificial boosts. And they were of very considerable 
importance. 

Mr. Boges. Surely. For the purpose of information, are there any 
specific areas that should be mentioned which have not been mentioned ? 

Mr. Stracksern. Let us say raw wool. There is no exportation of 
raw wool, and the imports have increased. In the case of lead and 
zine I would not be able to answer your question, but my unsupported 











324 FOREIGN TRADE POLICY 


judgment would be that we are not any substantial exporters of lead 
and zine. 

We are not exporters of tuna or of the frozen groundfish filets; we 
are not exporters of hats, we are not exporters of a number of other 
items that have come under severe pressure from imports. 

Mr. Mason. May I add one further industry ! 

Mr. Boaes. Certainly. 

Mr. Mason. The Swiss clock industry. They have captured 
over 80 percent of the American market in the last 10 or 15 years. 

Mr. Garpner. Mr. Boggs, is not the answer to your initial question 
about renewing the President’s authority this: 

That we live in an unstable world, and we cannot have stability in 
tariff policy or any other policy in an unstable world. We must have 
room to maneuver, we must have flexibility, and it has been brought. out 
in certain papers in the compendium such as the extraordinarily able 
paper of Professor Gordon that tariff policy and trade policy is an 
integral part of our foreign economic policy. In a world with rap- 
idly changing technology, with rapidly shifting alliances, and with 
other developments of that kind, we must remain free to make adjust- 
ments in this vital field. 

Now, of course, one might say—indeed, Mr. Strackbein does say— 
“Well, let us make the adjustments in the old-fashioned way, let us 
have tariffmaking done by Congress.” 

Mr. Boges. I do not know whether Mr. Strackbein has advocated 
that. 

Mr. Srracksern. Mr. Chairman, I must challenge that. statement. 

Mr. Garpner. Is not that what you said before, Mr. Strackbein? 
If it isnot, I wish you would clarify your position. 

Mr. Srrackeern. I have not pavorand at any time the writing of 
the tariffs by the Congress as it was done from 1789 to 1930, 

Mr. Garpner. Will you tell us why not, in view of your position 
on other questions here? 

Mr. Srrackseern. Because the question of tariffs has become ex- 
tremely complicated. It is surrounded by many, many technical 
problems so that a committee of Congress has hardly the time or in 
many instances not the kind of staff to do expert staff work, but an 
agency of the Congress such as the Tariff Commission either has or 
can be staffed in that manner. 

So, I have not advocated, and no one that I know of today among 
the so-called protectionists, advocates a return to the old method of 
tariffmaking by Congress. 

They do advocate a return of the control of tariffmaking to the 
Congress, and recapture of that authority as against its surrender 
to the executive branch of the Government. 

Mr. Barnuarp. Mr. Chairman, to return to the question you asked 
which started this discussion, I would like to answer briefly and relate 
it to Mr. Strackbein’s statement that so many of our exports now 
have had to be subsidized and to Mr. Stewart’s statement that. we 
have been denied the full advantage of a reciprocal trade program 
and of the General Agreements on Tariff and Trade because of quan- 
titative restrictions necessitated by discriminatory control. I think 
these are all part and parcel of the same problem, and relate to Mr. 
Stewart’s earlier statement that the original purpose of the Trade 
Agreements Act was not tariff cutting, because tariff cutting has no 
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particular relation to the development of export markets and this, 
he says, was the major purpose of trade agreements. 

I think all of this boils owe to one problem, and that is this: That 
the greatest limiting factor in the world today to the continued expan- 
sion of United States sales is the dollar supply. The monetary re- 
strictions that are imposed by England, France, Italy, and others 
are not artificial controls that are directed against us in a discrimina- 
tory fashion. These are controls necessitated by the fact that they 
do not have enough dollars to buy 2!) of the United States goods 
they would like to buy. This, too, is part and parcel of the purpose 
of the Trade Agreements Act, The only major limiting factor on 
United States sales and the only major block to the development of 
export markets, which Mr. Stewart admits is a major purpose of the 
program, is the scarcity of dollars abroad: How do we find customers 
with dollars? There are only two ways: We either give them the 
dollars, or we let them eaan dollars through the tariff reduction pro- 
gram and the stimulation of imports into the United States which is 
the only sound answer to the development of the export market. In 
relation to hardwood plywood alone, Mr. Chairman, the pending im- 
port quota bills, if they had been in effect for 1957, would have re- 
duced foreign dollar earnings by at least $35 million, with an in- 
evitable reduction of at least that amount in United States sales. 

In relation to the problem that you first posed, Mr. Chairman, I 
believe that in the li dit of the development of the European common 
market which was discussed in greater detail here yesterday, a failure 
to renew the Trade Agreements Act next year in some reasonable 
form could very well mean the loss of an estimated—admittedly a 
guesstimate—$3 billion to $5 billion in United States export sales 
over a period of just a few years. 

Mr. Mason. Mr. Chairman, may I call your attention to the fact 
that Secretary Dulles testified before this committee about a year 
and a half ago that Europe had a greater dollar balance than it ever 
had in the history of the world, and that it amounted then to 
approximately $14 billion. 

Mr. Barnuarp. If I may, sir, I would just like to cite one statistic, 
and that is that last year our level of exports was about $19 billion, 
and our level of imports was about $12 billion, constituting a total 
United States world trade of over $30 billion, and the constant develop- 
ment ever since the war has been a wider and wider gap. 

Our exports have regularly increased at a faster rate than our im- 
ports, and that trend is accelerating this year. 

Mr. Boees. Mr. Mason, I unfortunately have found the Secretary 
of State optimistic on occasions when he should not be. 

Mr. Mason. That is a possibility but he had information from ex- 
perts who had canneaba the whole European situation and their 
conclusion was that there was were $14 billion in balance of trade in 
Europe. 

Mr. Bocas. Well, you know one hears about the dollar shortage 
every where. 

Mr. Mason. Yes, and we have heard a lot on discrimination 3 or 4 
times, and it was contradictory testimony. 

Mr. Boaas. I believe Mr. Stewart is next. 

Mr. Srewart. I want to thank Mr. Bernhard and Professor Hum- 
phrey for stating their view that an extension of the Trade Agree- 
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ments Act is necessary because of the European common market 
problem. 

The type of extension which I refer to, a simple extension without 
any increase in the tariff reducing authority, is all the authority that 
the President would need in order to cope with that problem, because 
we have already granted concessions under a promise of nondiscrimi- 
nation. 

The essential, ultimate end of the European common market would 
be an arrangement which would result in some discrimination against 
the United States and countries outside of the union. We are pres- 
ently a party to a trade agreement, GATT, which is addressing itself 
to the same problem because GATT contains a prohibition against dis- 
crimination and GATT of which the United Rates is a member, for 
better or for worse, has set up a working party to carry on discussions 
with the six governments that are concerned with the European com- 
mon market, and with OEEC in order to try to do something about the 
discriminatory aspect of it. 

So, we do not need any new tariff cutting authority to negotiate with 
these six countries. 

Mr. Boees. Do we need any further machinery like OTC, for 
instance ? 

Mr. Srewarr. No, sir; it does not seem to me that we need OTC 
because GATT’s organization has not been disabled in setting up a 
group to work with the European common market. 

This is already in progress. 

Mr. Bocas. Do you approve of GATT? 

Mr. Stewart. Do Lapprove of GATT? 

Mr. Boges. Yes. 

Mr. Srewart. I think that it is an extra-legal agreement that was 
entered into without authority by the United States. 

Mr. Boaes. Do you approve of it ? 

Mr. Stewart. No, sir; as a lawyer I do not approve of the executive 
department doing anything without authority. 

Mr. Boces. You referred to the efficacy of GATT a moment ago. 

Mr. Stewart. I was merely describing what was going on and at- 
tempted to confine myself to the documents before me. 

G hay Would you recomend, then, that we withdraw from 
Wi . 

Mr. Stewart. Would I recommend that we withdraw from GATT? 

Mr. Boges. Yes, sir. 

Mr. Stewart. I would recommend that the United States regard 
itself as not being obliged to carry out the commitment it made until 
the document is approved by the Congress. 

Whether or not we entered into GATT in a full-fledged way would 
depend upon the sense of Congress, but I personally would feel that 
the Randall Commission’s recommendation, which has never been 
carried out, that GATT itself be revised so that it imposes no obli- 
gation upon its members and is a mere forum for discussion, be imple- 
mented. That has not been done. 

That adaptation of GATT I would go along with. 

Mr. Boees. I gathered from your earlier discussion that, in light of 
the imminent creation of the European common market, with its po- 
tential for greater strength, that GATT was a useful instrument for 
negotiating with the unit rather than the single entities. 
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Mr. Srewart. Those are your terms, Mr. Chairman, and not mine. 
I was referring to the fact that GATT as set up has resulted in at- 
tention being given to the discriminatory aspects of what the Eu- 
ropean common market would do, and I was saying that our Govern- 
ment is in a position to carry on consultations unilaterally on the same 
problems under an act which is simply extended without any new 
tariff reduction authority. 

Any agreement that 1s worked out between the United States and 
the common market will surely not involve our giving additional 
concessions, because it is our trade that will be discriminated against 
when the European common market is implemented. 

So, all the President needs is trade-agreement authority in order 
to work out an agreement, but he does not need to offer any conces- 
sions to do that. 

A moment ago you asked for any commodities where the exports 
this year are less than last year. Without wanting to burden the 
record, I have quite a list of commodities that are in that situation 
and if you would like to have me read them into the record, I should 
be glad to do so, or I could give them to you later. 

Mr. Boces. Just mention a few of them now, and we will put the 
rest of them in the record. 

Mr. Srewarr. These are exports for the period of January through 
July, 1956, compared with 1957. 

Mr. Boges. Has the domestic market remained stable for all these 
commodities ? 

Mr. Srewarr. Well, as we say, Mr. Chairman, that is another ques- 
tion. I was attempting to respond to what I understood your first 
question was, 

Mr. Boaes. I think it is pertinent because if there has been a decline 
in a certain industry, oftentimes it is reflected in both areas. How- 
ever, go ahead. 

Mr. Srewart. Dairy products; leather goods; animal and fish oils 
and greases; coarse grains, fruits and preparations; refined vegetable 
oils and fats; broad-woven fabrics; power generating and distribution 
electrical apparatus; household cme: tractors, parts, and acces- 
sories, automobiles, parts, and accessories, passenger cars and chassis, 
new; automobile parts for assembly; photographic and projection 
goods, and articles for charity, although this last is hardly relevant, but 
it is on the list, and it is interesting. 

Mr. Macurowicz. What was that last item ? 

Mr. Stewart. Articles for charity. 

Mr. Macurowicz. We have reduced our articles for charity ¢ 

Mr. Srewarr. We have shipped abroad less packages of food this 
year, for instance, than we did last year. 

Mr. Bocas. Was there a subsequent increase in importation of those 
commodities ¢ 

Mr. Srewarr. On these commodities ? 

Mr. Boces. Yes. 

Mr. Srewarr. I will examine that, but I have not looked at that. I 
was responding to the question which I understood you to ask. 

Mr. Boses. Please take a look at it, and supply the information 
tous, 

Mr. Srewarr. J shall be glad to do so, sir. 
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Mr. Srracksern. I would like to comment on this point, if I may, 
sir. 

Mr. Boges. You may go right ahead. 

Mr. Srracksern. You mentioned a minute ago about a certain 
degree of, perhaps, unfounded optimism. 

I cannot help but revert from time to time to the great lead that we 
have in productivity and technological advancement over other coun- 
tries. Now, it may be just during this period of years that foreign 
productivity is slowly but surely catching up with us. If it does, and 
there is every evidence that it it is catching up in many industries and 
many countries, we will find the great difference in wages that pre- 
vailed between this country and other countries taking a more and 
more competitive economic effect. So, we may wake up one day, just 
as we have in another sphere recently, and find that our reasoning has 
been quite apart from reality. 

Mr. Macurowrrz. Do you not believe, Mr. Strackbein, that with the 
increases in productivity in these nations, their wages will also be 
going up ? 

Mr. Srracksern. Unfortunately, the wage gap has not been closing. 

Mr. Macurowtcz. I believe that wages have increased as productiv- 
ity has risen. That is what I understood from data which were pre- 
sented to us. 

Mr. Srrackeern. I was not here when they were presented. I 
would be very much interested in reading or learning that wages in 
other countries had risen faster in real purchasing power than they 
have in the United States in the last 10, 15, or 20 years. 

Mr. Boges. I believe Mr. Gardner has a statement which he would 
like to make. 

Mr. Garpner. Mr. Boggs, I would like to challenge what I regard 
as an incorrect statement by Mr. Stewart, namely, that the GATT 
is now conducting negotiations which render superfluous the need for 
new tariffmaking authority on the part of the Executive. What the 
GATT is now doing is conducting negotiations under its article 24 
to see that the 6 members of the common market abide by the rules 
for customs unions laid down in this article. That has to do with 
the elimination of restrictions among the 6, and the maximum—I 
repeat—the maximum height of the common tariff which the 6 will 
adopt against the outside world. 

That still leaves a need, Mr. Chairman, for the United States to 
come forward after GATT is finished, and try to negotiate down 
that common external tariff, and, if we fail to do so, there will be a 
large margin of discrimination in favor of producers in the area, or 
to put it another way, against producers outside the area. That dis- 
crimination remains within our power to reduce, and the GATT 
is not going to require that it be reduced; that is up to us, and it 
seems to me, that is a very good reason for giving substantial new 
tariff-reducing authority to the Executive. 

Mr. Boses. I think Mr. Humphrey had a comment which he wanted 
to make. 

Mr. Humpurey. Yes; with respect to Mr. Strackbein’s discussion 
of wages and productivity. I am sure that it is a safe generalization 
that in most countries of the world money wages have been rising 
faster than productivity. With regard to the more pertinent question 
that they are catching up with us in productivity: there is nothing 


FOREIGN TRADE POLICY 329 


inevitable about this. My own interpretation would be that during 
the war when they were knocked out, we gained on them and now 
they are recovering from the abnormal disparity that arose because 
of the war. Broad differences in productivity are taken care of in 
the exchange rates. But suppose that imports become cheaper be- 
‘ause of changes in productivity. Mr. Stewart seems to look on this 
with chagrin. I say “wonderful.” It makes us richer, and it makes 
the world richer. This is what we want—a cheaper way to get things 
done. Trade is mutually beneficial and these gains will not be de- 
stroyed by higher oeliaasialiin although it may involve slight 
changes in the pattern of trade. The expansion of trade is like the 
introduction of a new method or new machine. They are both means 
to the same end, and we ought to welcome such changes. I think most 
of us do. My impression is that the majority of businessmen welcome 
an expansion of mutually beneficial trade. We are only concerned 
to protect these industries that cannot compete, and most of them 
small, from serious injury by preventing this adjustment from taking 
place too fast. 

Mr. Boees. Would you say that most of the industries interested in 
some type of protection are small ¢ 

Mr. Humpurey. No, sir. Not interested in some kind of protec- 
tion. My reference is the industries which are seriously injured as 
a result of the present tariff concessions; my impression is that some 
of the small, highly competitive industries tend to be the most vul- 
nerable. That comment was specifically limited to the serious-injury 
cases, 

Mr. Barnuarp. I would like to add to that, if I may, Mr. Chairman. 

Mr. Boees. You may proceed. 

Mr. Barnuarp. As a further comment, often in an industry seek- 
ing protection from import competition there is injury that can be 
found, and within the industry you will find that the injury shows 
up among the small or the marginal or the nonintegrated producers 
operating in the industry. Very often these industries consist of 1 or 
2 or 3 large producers, often integrated companies, and 6 or 8 or 10 
or 100 or 150 small, marginal operators. In the case of hardboard, 
which has been one of the chief commodities in this tariff battle, there 
is one company which dominates the industry. In the case of agri- 
cultural twine, there are two companies which dominate the indus- 
try. In each case there are small producers. Regardless of the 
question of import competition in these industries, as in the spring- 
clothespin industry, these small nonintegrated companies cannot com- 
pete successfully with the major companies in their own domestic 
industry. In the spring-clothespin case, it was made very clear that 
the 1 company among 6 which was showing a substantial profit was 
the Diamond Match Co., because the Diamond Match Co. had a com- 
pletely integrated operation, producing plywood veneer, pulp and 
paper, safety matches, and spring clothespins. 

They would continue to operate at a profit with full import com- 
petition, and if it were removed, the company that would benefit 
would be the company that could successfully compete, and not the 
small, marginal operators who could not compete with the United 
States competition. This is true also in the plywood industry, where 
the bigs are getting bigger and richer, while many of the smalls are 
in difficulties for reasons unconnected with imports. 
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Mr. Srrackeein. I want to comment very briefly on that, as to 
what Mr. Barnhard has just said. It supports the view that I ex- 
pressed some time ago before a Committee on Monopoly Power; that 
is, that reduction of tariff does have the tendency to concentrate in- 
dustry under larger and larger units of this country. The smaller 
units in industry faced with foreign competition are those generally 
that are least able to meet that competition. But the point that 1 
would like to make, Mr. Chairman, is that this session today, I believe, 
is the only session that addresses itself to the regulation of imports 
by quotas, and up to now there has been very little said about this 
question. I just wonder whether we cannot give a little attention 
to that. I have a remark or two to make about it myself. 

Mr. Boses. Certainly; go ahead. 

Mr. Srracksern. One reason why we are concerned with the Gen- 
eral Agreement on Tariffs and Trade, for example, is that in that 
agreement is a provision which provides for the elimination of im- 
port quotas. The ban is not immediate, but nonetheless, there is a 
broad-gaged renunciation of quotas and certain exceptions are made 
to it. 

These exceptions are supposed to be temporary exceptions. We feel 
that import quotas—either absolute quotas or tariff quotas—are a 
very suitable means of regulating foreign commerce, and that the 
Congress should not be deprived of the use of that instrument. 

Certainly, the Congress should not be deprived of using that in- 
strument if after study and investigation it found it could be a suit- 
able instrument, and in some cases, perhaps, even more so than the 
tariff, but when the United States agrees through an agreement nego- 
tiated by the Department of State that we will not from here on out 
establish or maintain import quotas, it does seem to me quite clear 
that this is an invasion of the powers of Congress. 

Mr. Boces. On nonagricultural commodities ? 

Mr. Srracxsern. That is on nonagricultural commodities, although 
I may add there that the import quotas that we have on agricultural 
commodities have been found in some instances by GATT to be a vio- 
lation of the provisions in GATT. 

We were given a waiver by GATT under the condition that each 
year we report to GATT what progress we have made toward the 
elimination of those quotas. 

In other words, we have recognized GATT as being superior to 
the Congress in the regulation of our foreign commerce, and there 
we feel is a direct collision between the powers of Congress and that 
exercised or presumed to be exercised by GATT. 

I do not see how the Congress can possibly relinquish this respon- 
sibility and authority without a constitutional amendment and, in 
fact, I believe that you will find more and more people who are 
affected by imports who look to some sort of import regulation insist- 
ing that the Congress carry out its responsibility under the Constitu- 
tion at least until such time as that power is transferred by the 
proper methods, by constitutional amendment, from the Congress to 
the Executive. 

Mr. Bocas. I think Mr. Gardner studied that problem somewhat 
and he may have some comment to make on it. 
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Mr. Garpner. Mr. Chairman, I am really surprised that this con- 
stitutional argument gets trotted out every year. It has been dealt 
with at great length in the past, and the Ways and Means Committee 
issued a report 18 months ago which showed just how flimsy and in- 
substantial and weak it was. Let me just say this: The basic fallacy 
in that argument is the assumption that because an international 
agreement lays down certain rules Congress has thereby lost its pow- 
ers. Now, that is just not so. Congress tomorrow can pass any law 
it wishes, despite GATT. 

Mr. Boaas. I wonder if we might limit the discussion of the consti- 
tutional features of GATT and discuss the basic question which Mr. 
Strackbein raised about the efficacy of import quotas, and just what 
is involved for our trade policy if we should resort to their use ? 

Mr. Srrackxesern. I just want to make this point: The only reason 
that this constitutional question comes up is eesti of this: Let us 
assume that the Congress does propose to place an import quota on 
the import of some industrial products. I am quite sure that objec- 
tion would be made by the State Department that this would be a 
violation of the General Agreement on Tariff and Trades, and that 
being the case, there would be a considerable roadblock placed across 
the path of Congress to the point that Congress could not impose 
such a quota without violating our international commitments, and 
that is a terrific roadblock. As a practical matter, it is extremely im- 
portant; it is not an academic question. 

Mr. Bogas. I understand that. 

Mr. Garpner. Mr. Chairman, I want to honor your request and, 
therefore, I will turn over to Mr. Humphrey in a minute or two for 
discussion on the substantive question of quotas, but may I say one 
more thing on this constitutional argument that Mr. Strackbein has 
made and, indeed, that Mr. Stewart makes in his lengthy paper in 
the compendium ? 

We live in a world in which we have to do business with other 
countries, whether we like it or not. We make contracts with them 
in which there is a quid pro quo. We say to another country that 
we will refrain from doing things to obstruct your trade if you in 
return will agree to refrain from obstructing our trade. Now, that 
is a contract. Such contracts are freely entered into by nations, and 
they have been entered into by this country since this country was 
founded. 

Many of these international agreements with respect to trade have 
in the past been negotiated by the President without any authority 
of Congress at all. No one has ever questioned them. Here we have 
a statute expressly delegating the authority to make such agreements 
and I cannot see how at this late date it can seriously be questioned 
that such international agreements which are necessary to interna- 
tional life today are invalid. 

Congress remains free to act as it pleases. The only consequence 
of congressional action is this: that if we violate an international 
obligation and take back a concession we have freely given to another 
country, they have a right to take back a concession they have given 
to us. This is nothing but elementary justice and fairness in inter- 
national life. 
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Mr. Humpnrey. Mr. Chairman, I will try to summarize very 
briefly the reasons why quotas are much less suitable and less ap- 
propriate than tariffs. 

Quotas, if extensively engaged in, become incompatible with do- 
mestic free enterprise. They substitute government decree for the 
free market. Above all, they are grossly unfair to consumers; tariffs 
create a price differential between the United States market and the 
world market and the American consumer pays that higher price. 
But: the Government collects the duty if the goods are imported. 

In the case of a quota, you could have precisely the same restriction, 
precisely the same difference between the outside market and the 
domestic market, and the consumer paying precisely the same increase 
in price, but the Government gets nothing. 

Who gets it? The importer who happens to get there first. It 
inevitably leads, if extensively engaged in for a very long period of 
time, to allocating the quotas. It is the equivalent of giving a cash 
bonus or a subsidy to the importers while the Treasury loses the 
customs receipts. 

Furthermore, the longer this system lasts, the more arbitrary and 
unfair it becomes, because the quota is usually distributed according 
to some base period, and the farther we get away from the base 
period the less representative and the less fair it is. 

I am quite aware that quotas are extensively engaged in by Euro- 
pean countries. Fortunately these have been reduced. There is 
some hope that they will continue to be reduced. Other countries 
use quotas to restrict imports for balance of payments reasons. With 
some exceptions, they are spending all the dollars they can afford 
to for dollar goods, and they have to do something to restrict their 
dollar imports. We do not have this reason. 

Since I have brought in this balance of payments question, Mr. 
Chairman, may I comment on Mr. Mason’s earlier statement? I do 
not recall the exact figure, but it may very well be that Mr. Dulles’ 
figure is correct. These countries are buying 5 or 6 times as much 
goods from us as they were before the war in terms of dollars. They 
need a bigger working bank account to take care of adverse swings in 
trade. So, the fact that their dollar reserves are the highest in history 
is not incompatible with their still having concern for their balance 
of payments. They need more dollars, because we are doing so much 
more business. This is good that we are doing more business. This 
is good that they have a larger dollar reserve. 

I might add that in 1954 when we had a very slight recession here, 
our income fell, and although we imported less from them, they con- 
tinued to buy from us which supported production and employment 
here. This serves as a stabilizing effect on the American economy, 
and is desirable from our point of view. 

Mr. Boces. I wonder if I could throw out another question for your 
consideration ? 

Obviously the Soviet Union is now engaged in a very desperate 
economic war with the United States and is using such devices as offer- 
ing to buy the entire cotton crop of the Sudan, for instance, as well as 
through other techniques all over the world. 

Recently, some members of this subcommittee were in Brazil. Mr. 
Khrushchev recently issued a statement saying that it would be very 
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nice to carry on more trade with Brazil in coffee and sugar and cotton, 
and that oluutd political ties between Brazil and the Soviet Union 
were needed. Of course they can buy all these things without any 
closer political ties if they want to. But the question I would like to 
raise is whether the recommendations of the administration for a 
5-year extension of the trade-agreements program, as is, plus approval 
of United States membership in OTC and one or two other things, 
whether, in light of the Soviet economic offensive, even if these meas- 
ures were all adopted or if they were rejected, would have any great 
effect on the success or lack of success of the present Soviet drive ¢ 

Would someone like to try that one ¢ 

Mr. Barnuarp. This, as you recognize, sir, is a difficult question, but 
T would like to answer it in this way: The more we encourage imports 
from our friends in the free world, the greater certainty and stability 
we provide to them in continuing and expanding their trade with the 
United States, the more difficult and the more expensive will be the 
job of Mr. Khrushchev in his economic campaign. 

I think the decision to match these offers or to exceed them and to 
make uneconomical bargains for political purposes is a decision out- 
side the realm of trade policy, I think within the realm of trade policy 
we can and must cement our alliance and strengthen our own pros- 
perity and the free world prosperity and make the Soviet economic 
offensive much more difficult and expensive for them. 

Mr. Srracksein. I should say that if the United States is going to 
engage Russia in a trade war, we will have to go into state trading. 
You cannot expect the maneuverability of private commerce to meet 
the maneuverability of Russian trading. Obviously, we would have to 
go into state trading, perhaps, with our surplus products one way or 
another to counter the Soviet activity. I do not believe that GATT as 
it is now constituted would be of any help. If anything, it would ham- 
string us. 

We would have to violate GATT in any way that we saw fit, and we 
would have to act fast. We could not rely upon what we are about 
to do and lay that alongside the provisions and then make comparisons 
with the involved language of GATT. We would have to act, and act 
relatively fast. As I said, 1am sure that it would require Government 
trading as against private commerce. I do not think that private 
commerce is adequate or is in any way shaped toward that kind of 
competition. 

We have left the subject of import quotas, but I would still like to 
divest myself of a few thoughts on the question. These hearings are 
about to be closed out, and I am very much afraid that we will be left 
without a rounded consideration of import quotas. 

I want to say at the outset 

Mr. Bocas. I might say at this point all of you have the privi- 
lege of editing your remarks. 

Mr. Srracksern. I want some of these people to hear this. Some of 
them are not giving to reading. 

Mr. Barnuarp. We will read it, Mr. Strackbein. 

Mr. Srracksern. I am not worried about you. Import quotas were 
given a bad name because they were used very extensively principally 
by European countries for purposes of state trading as much as any- 
thing. They were largely used to buttress and control economies, 














334 FOREIGN TRADE POLICY 


and given a bad name for that reason. Once you give a dog a bad 
name it is a very difficult thing to bring that dog forward in a favor- 
able light in the future, and I recognize that is what we are up against. 

However, a quota need not be used in the manner as it seems to be 
assumed it would be used. A quota can be used in combination with a 
tariff. It can be used as an absolute limitation, but it can also be 
made flexible and take into account the flexibility of trade and the 
flexibility of commerce. 

But simply to stop and say that a quota would put commerce in a 
straitjacket simply is backing away from something without even 
examining into its merits at all. 

I think quotas are entitled to a complete examination because I can 
say to you, Mr. Chairman, that one industry after another is finding 
that the tariff within the present limitations is not adequate. They 
find that imports are coming in from some areas of the world in par- 
ticular where a tariff might have to be one or two hundred percent 
in order to put on any brakes at all. 

If such a brake were put on, it would exclude from this market the 
very countries that have standards of living nearer our own and deliver 
this market into the hands of the countries with the lower standards, 
so they feel that the only possible way of meeting this situation is 
to have a system of import quotas, and these quotas should be suitably 
flexible and need not and should not and they would not put our trade 
in a straitjacket. 

I recognize the force of the argument that we should not place either 
our economy or our trade into a straitjacket, but I must say that quotas 
can be devised which would circumvent that objection. 

Mr. Macurowicz. What about the contention made here earlier that 
the imposition of quantitative quotas is contrary to the principle of 
free enterprise ? 

Mr. Strackpern. Well, I think we have taken quite a few departures 
from free enterprise in this country, Mr. Machrowicz. The setting of 
minimum wages, price supports for agricultural products, payment of 
social security, restrictions on immigration—those are all interferences 
with free enterprise and the free market and free trade. We have 
gone far, far afield in that respect, and, in fact, made it so that if we 
leave this segment out of it, it comes to a disadvantage. 

Most people understand why you need import quotas on agricultural 
products, because we have a price-support program. It is easy to see 
that in that way we are exposing ourselves to foreign competition. In 
the field of industry we have also established a plateau of high costs, 
and relatively inflexible costs, thus making our industries highly vul- 
nerable to imports not burdened in the same manner. 

Therefore, the departures we have taken from private enterprise, 
the private-enterprise system have made it necessary to bring this 
thing into light on the seaward side. 

Otherwise, we expose ourselves in an unfair manner. 

Mr. Garpner. Mr. Machrowicz, I think Mr. Strackbein has helped 
define one of the fundamental issues before us today, and he helped 
to do that, I think, when he stated that the United States, to counter 
the Soviet economic foreign policy, would have to adopt state trading 
and pursue Sovie methods. 

Thus, the line is drawn between those of us who, like Mr. Strack- 
bein, feel that a free society cannot survive against a totalitarian one 
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unless it becomes totalitarian and those of us who feel that a free 
society in the long run can remain free and prove its durability and 
superiority to a totalitarian society. 

Sir, I should be very surprised if this Congress would want to admit 
that our policy of fostering free and liberal trade throughout the free 
world would now have to go by the board as being unequal to the task 
of meeting the threat of totalitarianism. That is my first observation. 

My second, sir, is this: Mr. Stewart and I, I think, have an impor- 
tant area of common agreement. He declares in his paper and in his 
presentation today that the present statement of purpose of the Trade 
Agreements Act is inadequate and deficient. 

But he concludes from that that our next step should be to look 
backward and to measure what has been done under the act over the 
last 24 years and see how it has been administered. 

I should like to ask him this specific question : Would it not be better 
to look forward, to get ourselves up above the debris of the past, above 
the charges and countercharges, above the legislative obscurity, to 
clear away this jungle and to ask what is in the national interest today, 
and draft a new act which adequately takes into account that national 
interest ? 

Mr. Stewart. I appreciate this opportunity to respond as there are 
several comments by Professor Gardner directed to me which I have 
wanted to comment upon, particularly the most recent one. 

I suppose I am somewhat in the position of Patrick Henry. I know 
of no way of judging the future except by the past. 

And judging by the past, what hope is there that a new delegation 
of authority would be exercised with any more respect for the Con- 
gress’ prerogatives than that which has been accorded to it in the past ? 

It is unknown to me as a principle of constitutional law-that we can 
determine whether or not validly delegated authority is being re- 
spected simply by looking at the problems to which it is being applied. 
Stated another way, it would be rather like saying that the end justi- 
fies whatever use is made of the delegated authority. This I could not 
accept. 

Asa lawyer I have special concern for our system of Government. 

Weare a government of delegated powers, and fortunately the Con- 
stitution reserves the regulation of interstate and foreign commerce to 
the Congress. Congress can delegate as much of that power as it 
wishes under an intelligent principle, which it has done. 

It seems to me quite useful to see whether or not that delegation has 
been respected before deciding whether we are going to make an even 
broader delegation in the future. 

If the past delegation was not respected we owe it to our respect. for 
our governmental system to consider the future delegation with safe- 
guards and under an arrangement where there can be a surveillance in 
the use of the authority. 

I find very little comfort over the way it has been used in the past. 

Professor Gardner very hopefully referred to the general agree- 
ment,, and responded to my comments with regard to the customs 
union. 

Reading from the same document he was reading from I find article 
XXIV of the GATT with respect to customs unions states that the 

tATT shall not prevent formation of a customs union provided that 
with respect to a customs union the duties, and so forth, imposed at 
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the institution of any such union with respect of trade with contrac- 
ting parties shall not on the whole be higher or more restrictive than 
the general incidence of the duties applicable prior to the formation of 
the union. : 

Then in paragraph 6 of that article it is stated that if in fulfilling 
the requirements of that provision, which I have just read, a con- 
tracting party proposes to increase any rate of duty, then there must 
be consultation with respect to compensatory adjustments. 

This is the point I was trying to make. What will happen after a 
full implementation of the level of duties to apply within the union 
is a consideration of whether those duties would violate an obligation 
to the United States and other countries. If so, it will be the burden 
of the customs union to grant us compensation rather than vice versa. 
Therefore the Trade Agreements Act extension that is required to per- 
mit that sort of adjustment does not involve a new grant of tariff- 
cutting power on the part of the President. 

To respond to the question posed by the chairman, I have examined 
statistics for the products I mentioned as having experienced a de- 
crease in exports, and in each case with the exception of agricultural 
machinery there was an increase in imports 1957 over 1956 for the 
first 7 months. 

Mr. Garpner. On that specific point about article 24, Mr. Stewart, 
would you not agree that the facts are that under article 24 the 
GATT will determine what the maximum level of the common tariff 
of the customs union should be but we are still free to negotiate that 
maximum level down to a level tolerable to us? 

Mr. Srewart. I would not agree with that because the treaty which 
establishes the European Common Market, when it is finally ratified 
by all the legislatures, itself provides for the level to which the duty 
within the union will be reduced and over a specified period. 

My point was simply that the problem of getting along with the 
customs union is to see that any discrimination which occurs against 
ourselves is compensated, if we wish it, which involves our receiving 
something as distinct from our giving something, and hence the 
President does not need any new power to give something. 

Mr. Mason. I would like to ask every member of the panel this 
question: We have heard so much with respect to the alleged evils of 
quotas and quota restrictions. Is there any member of this panel 
ready to say that we should dispense with all of our quotas under 
section 22 of the Agricultural Act ? 

You seem to say they are terrible in connection with industrial 
articles but in connection with agriculture it is perfectly all right. 
We have to insist upon quotas among agricultural products. Who 
says now they are ready to say “Get rid of all those quotas for agri- 
culture in section 22” ? 

Mr. Srracksern. I vote in the negative. 

Mr. Mason. He says he is not ready and the rest keep quiet. That 
is all right by me. 

Mr. Bocas. You wouldn't call that being guilty through silence, 
would you? 

Mr. Mason. It is inconsistent by silence when they say quotas are 
terrible. 
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Mr. Macurowicz. Maybe some of the members of the panel would 
like to explain the difference between the two. 

Mr. Barnwarp. I would like to suggest a brief answer to that, 
and that is this: Quotas might be proper on industrial commodities 
only when our Government has set up for industrial production a 
system of allocation, production ehtrals and price support for Ameri- 
can industry. I do not think any believer in American enterprise 
would favor this. 

Mr. Humpenurey. I do not think that it is inconsistent to say that 
quotas generally have the disadvantages I spoke of and, at the same 
time, admit that we might be forced reluctantly to use them under 
the same conditions under which they are imposed in agriculture. 

Let us outline some of these conditions. 

First, contraction of employment extending over decades, where 
millions of people have been moved out of agriculture and where the 
adjustment in certain large sections of the country, such as 11 States 
of the Southeast, at least, has been very rapid, a far greater adjust- 
ment than any I know of that has taken place anywhere in industry. 

I know of no important branch of manufacturing with declining 
employment where competitive imports are as large as our agricul- 
tural imports. 

Sheontly, instability in prices which far exceeds anything in 
manufacturing. 

Thirdly, there is the familiar fact that we have a Government price- 
support program with domestic surpluses at the support prices. 

It is unthinkable that comparable conditions should prevail in 
manufacturing industries. Government price-support programs 
make it necessary to limit imports of certain farm products. 

Nevertheless, I want to congratulate Mr. Mason on his question. 
It was a very telling one. 

I would like to ask Mr. Strackbein, if there is time for him to 
answer, if he really means, when he emphasizes flexibility of quotas, 
that he is advocating them in order to expand imports? 

Mr. Boaes. Thank you very much, gentlemen. 

In behalf of the committee and members of the staff, and Mr. Mason, 
who has contributed greatly to our discussions, I would like to thank 
all of you for coming here today. You have made a very splendid 
contribution. 

I hope we can reach some conclusions in the next session of 
Congress. 

Let me repeat our early invitation. You have up until 2 weeks 
from next Friday to edit your remarks and to submit any supple- 
mentary materials for the record. 

Mr. Srracksern. One suggestion, Mr. Chairman: In view of the 
fact that trade leads to pacification of the world perhaps we should 
throw open all channels of imports and exports to Russia as a sure 
means of pacifying the world. 

Mr. Boges. The committee will adjourn until 10 o’clock Monday 
morning. 
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(The following reports were submitted by Mr. Gardner:) 


THE CONSTITUTIONALITY OF AMERICAN PARTICIPATION IN THE PROPOSED ORGANI- 
ZATION FOR TRADE COOPERATION (OTC) AND IN THE GENERAL AGREEMENT ON 
TARIFFS AND TRADE (GATT) 


The Association of the Bar of the City of New York, 42 West 44th Street 


A Report by the Committee on International Law 


STATEMENT OF FActTs 


The General Agreement on Tariffs and Trade (Garr) * is a multilateral trade 
agreement which was negotiated in 1947. The United States and thirty-four 
other countries are now parties. It consists of (1) tariff concessions granted 
by the participating countries to one another, (2) a set of general trade rules, and 
(3) certain administrative provisions. 

Participation in GaTT was effected by the President of the United States under 
the powers delegated to him by the Reciprocal Trade Agreements Act of 1934. 
GATT was never presented to the Congress for its approval. It was originally 
expected that the trade rules and administrative provisions of Gatt would be 
superseded by the provisions of an International Trade Organization (1TO). 
The rtro was also to deal with subjects not included in @att and not strictly 
within the field of commercial policy—full employment, foreign investment, re- 
strictive business practices, and international commodity agreements. ITO was 
presented to Congress for its approval. Congress took no action, however, and 
the rro never came into existence. 

In the absence of the rTo, there was no organization to administer the tariff 
concessions and trade rules of Gatt. The administrative articles of GATT pro- 
vided for periodic meetings of the Contracting Parties, but made no provision 
for the administration of the Gatr between these meetings. There was no 
adequate machinery to cope with a host of continuing problems.2. Moreover, the 
absence of Congressional approval of catTr left doubt about the extent to which 
Congress considered itself bound by either the trade rules of GaTT or its admin- 
trative determinations.’ 

On March 30, 1954, President Eisenhower, following the recommendations of 
his Special Commission on Foreign Economic Policy (the Randall Commission) ,* 
informed Congress that the administrative provisions of carr would be severed 
from the rest of the agreement and submitted to the Congress for its approval.° 
In the winter of 1954-55 eatr was renegotiated by the Contracting Parties to 
carry out this objective and also to make certain adjustments in the trade rules 
which experience had proved necessary. The main administrative provisions 
of GATT, supplemented by new administrative machinery, were grouped to- 
gether in an Agreement on an Organization for Trade Cooperation (orc) .’ 


161 Star. (Parts 5 & 6), T. I. A. S. No. 1700, Vols. I & IIT (1947). 

1a For a comprehensive account of the origin of GATT and the 1To Charter, and of the 
controversies which led to the Charter’s abandonment, see GARDNER, STERLING-DOLLAR 
DIPLOMACY (1956). 

2In the early years of GATT various intersessional committees were established to deal 
with specific problems, but they were appointed for narrowly defined purposes and were 
in no sense general executive bodies. Since 1951 an intersessional committee with some- 
what broader authority has been established each year on a year to year basis, but 
relatively little authority has been delegated to it and its temporary nature has prevented 
it from becoming a true executive committee. 

’ Congress has inserted the following proviso in the last four extensions of the authority 
granted to the President by the Reciprocal Trade Agreements Act: 

“The enactment of this Act shall not be construed to determine or indicate the approval 
or disapproval by the Congress of the Executive Agreement known as the General Agree- 
ment on Tariffs and Trade.” 

Act of June 16, 1951, c. 141, § 10, 65 STat. 75; Act of Aug. 7, 1953, c. 348, § 103, 67 
Stat. 472; Act of July 1, 1954, c. 445, § 3, 68 Stat. 360; Act of June 21, 1955, c. 169, 
§ 3, 69 Stat. 162, 163. 

4H. R. Doc, No. 290, 83d Cong., 2d Sess. 49 (1954). 

5H. R. Doc. No. 360, 83d Cong., 2d Sess. 4 (1954). 

*For convenience the text of the orc Agreement has been printed as an appendix to 
this report. It can also be found at H. R. Doc. No. 140, 84th Cong., Ist Sess. 5-11 
(1955) and 32 Dep’r State BuLi. 579-582 (April 4, 1955). Assistant Secretary of State 
Samuel C. Waugh signed this Agreement on behalf of the United States, conditionally 
on Congressional approval of United States membership in the Organization. He also 
signed several protocols amending the trade rules of GATT itself. The United States 
acceptance of these protocols was not conditional on Congressional action. 32 id. 577. 


FOREIGN TRADE POLICY 339 


At the last session of Congress a Bill (H. R. 5550) was introduced authoriz- 
ing United States membership in the Organization for Trade Cooperation.’ In 
requesting its approval, President Eisenhower stated : 

“I believe the reasons for United States membership in the proposed organi- 
zation are overwhelming ... Such action would serve the enlightened self- 
interest of the United States... Failure to assume membership in the Or- 
ganization for Trade Cooperation would . . . strike a severe blow at the de- 
velopment of cooperative arrangements in defense of the free world.” * 

Congress did not act on ore during its 1955 session. In his State of the Union 
message on January 5, 1956, President Eisenhower repeated his appeal to Con- 
gress for speedy approval of American participation in the Organization: 

“I most earnestly request that the Congress approve our membership in the 
Organization for Trade Cooperation, which would assist the carrying out of 
the General Agreement on Tariffs and Trade to which we have been a party 
since 1948. Our membership in the orc will provide the most effective and ex- 
peditious means for removing discriminations and restrictions against American 
exports and in making our trade agreements truly reciprocal. United States 
membership in the Organization will evidence our continuing desire to co- 
operate in promoting an expanded trade among the free nations. Thus the Or- 
ganization, as proposed, is admirably suited to our own interests and to those 
of like-minded nations in working for steady expansion of trade and closer 
economie cooperation. Being strictly an administrative entity, the Organiza- 
tion for Trade Cooperation cannot, of course, alter the control by Congress of 
the tariff, import, and customs policies of the United States.” ° 

At its meeting in Philadelphia in August 1955, the American Bar Association 
approved the following resolution : 

“V. Resoivep, that the bill, H. R. 5550, authorizing the President to accept 
membership in the Organization for Trade Cooperation is hereby disapproved 
on the grounds (a) that the Reciprocal Trade Agreements Act of 1934 (Tariff 
Act of 1930, Section 350) confers no such power on the President, and (b) that 
neither the President nor Congress has the legal authority under the Con- 
stitution to delegate the regulation of our commerce with foreign nations to 
a foreign-controlled group, and the Committee on Customs Law is hereby author- 
ized on behalf of the American Bar Association to present these views to the 
Congress, and that the President of the American Bar Association be authorized 
to select a representative or representatives to appear before the proper Con- 
gressional Committees.” *° 

On March 26, 1956, after two weeks of hearings, the House Ways and Means 
Committee recommended passage of H. R. 5550. A central issue in the hearings 
was the Constitutionality of United States participation in Garr and orc. 

The present Report is the result of a detailed study of this question. It con- 
cludes that there is no doubt about the Constitutionality of American participa- 
tion in the General Agreement on Tariffs and Trade or about the Constitution- 
ality of H. R. 5550 authorizing American participation in the Organization for 
Trade Cooperation. 

It should be emphasized that this Report deals only with the question of 
Constitutional power. It does not attempt to pass upon the desirability of 
American participation in GaTT and otc on policy grounds. 

The Constitutional position which emerges from the research upon which this 
Report is based, and which is more fully elaborated in the following pages, may 
be summarized as follows: 

I. The President had the necessary authority to agree to United States ad- 
herence to and participation in gatTt under the authority delegated to him 
in the Reciprocal Trade Agreements Act. 


7H. R. 5550, 84th Cong., Ist Sess. (1955), introduced by Representative Cooper and 
referred to the Committee on Ways and Means, 101 Cong. Rec. 3811 (daily ed. April 
14, 1955). 

8 Message from the President requesting enactment of legislation recommending United 
States membership in an Organization for Trade Cooperation, H. R. Doc. No. 140, 84th 
Cong., Ist Sess. 4 (1955) ; 101 Cone. Rec. 3760, 3762 (daily ed. April 14, 1955). 

*H. R. Doc. No. 241, 84th Cong., 2d Sess. 5 (1956); 102 Cone. Rec. 137 (daily ed. 
Jan. 5, 1956). 

1041 Am. BaR ASs’N J. 1078 (Nov. 1955). 

wa The present Report was submitted to and approved by the Executive Committee of 
The Association of the Bar of the City of New York on March 7, 1956. This paragraph, 
which describes subsequent events, was added later. 

On March 8, 1956, the present Report was submitted to the House Ways and Means 
Committee by a representative of the Association. 
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A. The Reciprocal Trade Agreements Act, which authorizes the President 
to alter American tariff rates and other import restrictions by making “foreign 
trade agreements,” is a Constitutional delegation of Congressional power. 

B. The Reciprocal Trade Agreements Act provides authority for United States 
participation in Garr. 

1. The Act authorizes the President to enter into multilateral as well 
as bilateral agreements. 

2. The Act provides authority for the genera] trade rules in GATT as 
well as the individual tariff concessions. 

3. The Act provides authority for the administrative provisions in Garr. 

II. Congress may Constitutionally authorize United tSates participation in 
otc by H. R. 5550. 

A. American participation in orc would violate no provision of the Con- 
stitution. 

1. Neither Garr nor the orc Agreement gives to international bodies 
or foreign nations any of the constitutional power of Congress ‘to regulate 
commerce with foreign Nations” or any other power of Congress. 

2. The powers given orc and the Contracting Parties of Gatr have 
ample precedent in international organizations already entered into by 
the United States and are less extensive than many of the powers possessed 
by some of these organizations. 

B. There is ample precedent for Congressional authorization of United States 
participation in an international organization by majority vote of both Houses. 


ARGUMENT 


POINT I. THE PRESIDENT HAD THE NECESSARY AUTHORITY TO AGREE TO UNITED STATES 
ADHERENCE TO AND PARTICIPATION IN GATT UNDER THE AUTHORITY DELEGATED TO 
HIM IN THE RECIPROCAL TRADE AGREEMENTS ACT 


H. R. 5550 is a bill authorizing American participation in the Organization 
for Trade Cooperation. While it makes reference to Gartr, it contains no 
language purporting to authorize United States participation therein. It might 
be thought, therefore, that Constitutional questions about H. R. 5550 could be 
completely resolved by consideration of the orc Agreement alone. While this 
may be technically correct, a thorough study of the Constitutional problem 
must be wider in scope. The primary function of orc is to administer Garr. 
It would make no sense for Congress to authorize American participation in 
orc if GATT itself were not a valid international obligation of the United 
States. An inquiry into the Constitutionality of present American adherence 
to GaTT is, therefore, a prerequisite to considering the Constitutional authority 
of Congress to approve orc.” 

American adherence to and participation in Garr was effected by the Executive 
Department of the United States Government without specific Congressional 
approval. This has been described by some critics as an unconstitutional 
usurpation of Congressional power. They point to the fact that the Constitution 
gives to Congress the power “To lay and collect Taxes, Duties, Imposts, and 
Excises” (including tariffs) and “To regulate Commerce with foreign Nations.” ™ 
In reply to charges of unconstitutionality the Executive Department maintains 
that Congress, in the Reciprocal Trade Agreements Act of 1934, made a delega- 
tion to the Executive of its power to make tariffs and to regulate commerce 
with foreign nations and that this delegation provided ample authority for the 
Executive to undertake American participation in Garr. 


A. The Reciprocal Trade Agreements Act is a Constitutional Delegation of Con- 
gressional Power 


The first question to be decided is whether the Reciprocal Trade Agreements 
Act is a Constitutional delegation of Congressional power. No court has yet had 
an opportunity to pass directly upon this question.” Nevertheless, the Constitu- 
tionality of the Act rests on a solid foundation of judicial authority. 


1 Since we must first consider thhe validity of the original United States adherence 
to GATT, all references in the following section (unless otherwise specified) will be to that 
Agreement in its original, pre-revision form. 

22 Art. I, § 8. cl. 1 and cl. 3. 

% Until recently there has been no generally available procedure by which domestic 
producers affected by tariff reductions and other changes in import restrictions made by 
the Executive could challenge the Constitutionality of the Reciprocal Trade Agreements 
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It is well established that Congress may delegate its Constitutional powers 
to the Executive when it lays down an “intelligible principle” to guide the Execu- 
tive in the exercise of such powers.“ In the domestic field, Congress has made 
numerous delegations to administrative agencies of its power to regulate inter- 
state commerce. The courts have upheld the Constitutionality of such delegations 
even where the administrative agencies were left free to operate within principles 
as broad and indefinite as “public interest” “ and “public convenience, interest, or 
necessity.” 

In the tariff and foreign trade field, two leading cases establish the Constitu- 
tional validity of delegations of Congressional power. In Field v. Clark,” the 
Supreme Court upheld a section of the Tariff Act of 1890 which authorized the 
President to suspend the duty-free status of certain foreign products whenever 
he found that the countries exporting those products maintained “reciprocally 
unequal and unreasonable” duties on American products. In Hampton & Com- 
pany v. United States,” the Supreme Court upheld a section of the Tariff Act 
of 1922 which authorized the President to vary American tariff rates in order 
to “equalize the differences in the costs of production” of domestic and foreign 
articles. In both these cases the quoted statutory provisions were held to set 
standards definite enough to constitute a valid delegation of Congressional power. 

The Reciprocal Trade Agreements Act” authorizes the President to enter into 
“foreign trade agreements with foreign governments” and to proclaim modifica- 
tions of existing United States tariffs and other import restrictions in accordance 
with those agreements. In exercising his authority under this legislation, the 
President must find— 

(1) that “existing duties or other import restrictions of the United States 
or any foreign country are unduly burdening and restricting the foreign 
trade of the United States” and 

(2) that the exercise of his authority will promote the purpose of the legis- 
lation, i. e., that of “expanding foreign markets for the products of the 
United States.” ” 

The principle laid down here is certainly no less “intelligible” than the 
principles upheld in the Field and Hampton decisions. As Senator George 
declared during the original Congressional debates on the Reciprocal Trade 
Agreements Act: “No fair-minded person can say that the principle of bargaining 
to open the lanes of distribution and markets of consumption by the Chief 
Executive in aid of the domestic producer is not as intelligible and practicable a 
principle within the rule announced in the Hampton case as that of equalizing 
the costs of production the world over as compared with prevailing costs in the 
United States.” ™ 

The Constitutionality of the Reciprocal Trade Agreements Act becomes par- 
ticularly clear when attention is focused on the area of the governmental activity 
that is here involved. We have already noted that the courts have upheld 
extremely broad delegations by Congress of its constitutional power in the 
domestic field. They have been even more willing to sanction such delegations 
when the legislative powers overlapped—as they do here—existing executive 
powers in the field of foreign affairs. As the Supreme Court declared in United 
States v. Curtiss-Wright Export Corporation: 

“It is important to bear in mind that we are here dealing not alone with an 
authority vested in the President by an exertion of legislative power, but with 
such an authority plus the very delicate, plenary, and exclusive power of the 


Act. In 1951, however, Congress provided such a procedure. Trade Agreements Extension 
Act, June 16, 1951, ¢. 141, § 9(a), 65 Svar. 72, 75. 

Two cases are now pending in which the Constitutional question has been raised. Mor- 
gantown Glassware Guild, Inc. v. Humphrey, Secretary of the Treasury, Civil No. 876—55. 
D.D.C., Aug. 29, 1955 (mem. op.), on appeal, No. 13033, D.C.Cir. (petition for declaratory 
judgment that Act is unconstitutional and GATT adherence ultra vires; dismissed for 
want of jurisdiction), Star Kist Foods, Inc. v. United States (Bruno Scheidt, Inc., Party 
in Interest), Protest No. 258737—-K, Customs Ct. (attack on Constitutionality of Act as 
authority for tariff reduction proclaimed after bilateral Trade Agreement with Iceland ; 
not yet at issue). 

4 Hampton & Co. v. United States, 276 U.S. 394, 409 (1928). 

% New York Central Securities Corp. v. United States, 287 U.S. 12, 24 (1932). 

1 Federal Radio Commission v. Nelson Brothers Bond & Mortgage Co., 289 U.S. 266, 
285 (19338). 

17143 U.S. 649 (1892). 

18 276 U.S. 394 (1928). 

#69 STaT, 162, 163, 19 U.S.C.A. § 1351(a)(1)(A) (Supp. 1955). ‘This is the latest 
extension of the authority granted the President in the Reciprocal Trade Agreements 
Act of 1934, c. 474, 48 STAT. 943. 

219 U.S.C.A. § 1351(a)(1) (Supp. 1955). 

278 Cong. Record 10077 (1934). 
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President as the sole organ of the federal government in the field of international 
relations—a power which does not require as a basis for its exercise an act of 
Congress, but which, of course, like every other governmental power, must be 
exercised in subordination to the applicable provisions of the Constitution. It 
is quite apparent that if, in the maintenance of our international relations, 
embarrassment—perhaps serious embarrassment—is to be avoided and success 
for our aims achieved, congressional legislation which is to be made effective 
through negotiation and inquiry within the international field must often accord 
to the President a degree of discretion and freedom from statutory restriction 
which would not be admissible were domestic affairs alone involved.” * 

The Constitutionality of the delegation of Congressional power contained in 
the Reciprocal Trade Agreements Act was fully and carefully considered by the 
Congress itself when the Act was first enacted. The House Ways and Means 
Committee gave “particular attention to questions of constitutionality presented 
by the proposed bill.” It concluded that “the proposed bill goes no further than 
many previous enactments of the Congress; in fact, it follows a current of 
legislation enacted from the earliest days of our history.” The same Com- 
mittee in later years supported not only a renewal but a broadening of the 
delegated powers and reaffirmed its conclusion that “the Trade Agreements Act 
involves no improper delegation of legislative power.” ™ Representative Fred 
Vinson, later Chief Justice of the United States, was particularly vehement in 
asserting that the Constitutionality of the Act was beyond question : 

“Por the life of me, I cannot understand how this defense would be set up at 
this time. * * * The matter is really not debatable. The placing of this dis- 
eretion in the Chief Executive of the United States is not an unconstitutional 
delegation of power.” * 

As a concluding point, it should be noted that Congress has extended the 
authority delegated to the President by the Reciprocal Trade Agreements Act 
ten times since the Act was first passed in 1934. There could scarcely be more 
impressive evidence that Congress regards the Act as a Constitutional delegation 
of its own power. 


B. The Reciprocal Trade Agreements Act provides authority for United States 
participation in GATT 

The case against the Constitutionality of American participation in GATT is 
not based solely on the charge that the Reciprocal Trade Agreements Act is 
unconstitutional. It rests also on the alternative charge that the Reciprocal 
Trade Agreements Act, even if Constitutional, does not provide authority for 
American participation in GATT. Three arguments have been advanced to 
support this latter assertion : 

1. The Act authorizes the President to make bilateral trade agreements, 
but not a multilateral trade agreement like GATT; 

2. The Act authorizes the President to make agreements embodying tariff 
concessions but not embodying the general trade rules in GATT: and 

3. The Act does not authorize the President to make agreements embodying 
the administrative provisions contained in GATT. 

Each of these arguments must be examined in turn. 


1. The Reciprocal Trade Agreements Act authorizes the President to conclude 
multilateral as well as bilateral agreements 


The Reciprocal Trade Agreements Act authorizes the President to enter into 
“foreign trade agreements” with other governments for the purpose of “ex- 
panding foreign markets for the products of the United States.” Special note 
should be made of the phrase “foreign trade agreements.” The legislation does 
not specify bilateral agreements only. There is no evidence in the legislative 
history of the Act to indicate that the Congress wished to confine the Execu- 
tive in this way. It must be considered, therefore, that the Congress wished to 
leave the Executive free to conclude either bilateral or multilateral agree- 


2 299 U. S. 304, 319-320 (1936) (italic supplied). 

3H. R. Rep. No. 1000, 73d Cong., 2d Sess. 7 (1934). See also S. Rept. No. 871, 73d 
Cong., 2d Sess. 10 (1934). 

* H.R. REP. No. 594, 79th Cong., Ist Sess. 11 (1945). 

581 Conc. Rec. 1028 (1937). For authoritative analyses leading to the name conclu- 
sion, see Francis B. Sayre, Constitutionality of the Trade Agreements Act, 39 CoLuUM. L. 
Rev. 751 (1939) ; Comment, The Trade Agreements Act of 1934, 46 YALE L. J. 647 (1937) : 
Green H. Hackworth, Legal Aspects of the Trade Agreements Act of 1934, 21 AM. BaR 
Ass’N J. 570 (1935). 
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ments, whichever would best promote, in the given circumstances, the purposes 
for which the Act was passed. 

That the purposes of the Reciprocal Trade Agreements Act would be promoted 
by multilateral rather than bilateral agreements was clearly demonstrated in 
the first decade of the Act’s history. In that period the President exercised his 
authority by negotiating bilateral agreements with 29 countries. Under these 
agreements the United States made reductions in its tariffs in return for re- 
ductions in the tariffs of its various trading partners. The agreements also 
provided limitations on the use of trade restrictions other than tariffs (such as 
quantitative restrictions and internal taxes) which might be used to nullify the 
effect of the tariff reductions. 

This system of bilateral trade agreements revealed serious limitations. The 
agreements naturally provided for unconditional most favored nation treat- 
ment—a principle of commercial policy adopted by the United States and most 
other countries as a necessary basis for nondiscriminatory and friendly trade 
relations. This provision meant that the concessions made by the parties to each 
agreement were granted generally to the trade of other countries. In the sys- 
tem of bilateral agreements, the most favored nation clause produced a certain 
amount of difficulty. Parties to a particular bilateral agreement were in- 
hibited in granting tariff concessions to one another by the fear that countries 
not parties to the agreement would obtain benefits from those concessions with- 
out giving any concessions of their own in return. Parties to a _ bilateral 
agreement were also reluctant to agree to general trade obligations in the 
absence of assurance that other countries would assume the same obligations 
themselves. 

Accordingly, in planning for international trade cooperation after the Second 
World War, it was decided to abandon the bilateral method of tariff bargaining 
in favor of a multilateral approach. Under the new system the world’s trading 
nations would all meet simultaneously to conclude their various sets of tariff 
bargains. They would thus be able to make substantial concessions with the 
assurance of knowing just what would be the sum total of concessions afforded 
by all the other nations in return. They would also be able to agree upon a 
common set of trade rules to protect and supplement those tariff concessions. 

The General Agreement on Tariffs and Trade was nothing more than the name 
for the agreement which embodied this new approach. Considering both the 
unqualified authorization of the Reciprocal Trade Agreements Act to make 
“foreign trade agreements” and the proven shortcomings of the bilateral ap- 
proach as a means of achieving the Act’s objective, it is only reasonable to con- 
clude that the authorization included the making of:a multilateral agreement. 


2. The Reciprocal Trade Agreements Act provides authority for GATT’s General 
Trade Rules 


GATT contains a number of general trade rules as well as individual tariff 
concessions. These rules cover such subjects as unconditional most-favored- 
nation treatment, internal taxation, customs administration, and quantitative 
restrictions.” There can be no doubt but that the President had the authority 


* Reference may be made by .way of analogy to U. S. Const. art. II, § 2, cl. 2, which 
gives the President the power with the advice and consent of the Senate, ‘to make 
Treaties.”". This has never been interpreted to confine the President to the making of 
bilateral treaties. 

Reference may also be made to the fact that the United States has entered into 
numerous multilateral postal agreements under a statutory authorization to the Executive 
that said nothing about multilateral agreements. At the very session at which it enacted 
the original Reciprocal Trade Agreements Act, Congress also reenacted the statutory 
authorization to the Executive to “negotiate and conclude postal treaties or conventions’’, 
knowing that this authorization had been used to negotiate multilateral conventions. 
Rev. Stat. § 398; Act of June 12, 1954, c. 473, 48 Start. 943. 

“ The following is a complete list of the articles of GaT?T containing general principles 
of trade policy; Article I (General Most-favored-Nation Treatment) ; Articles III and 1V 
(National Treatment on Internal Taxation and Regulation); Article V (Freedom of 
Transit) ; Article VI (Anti-dumping and Countervailing Duties) ; Article VII (Valuation 
for Customs Purposes) ; Article VIII (Fees and Formalities Connected with Importation 
and Exportation) ; Article IX (Marks of Origin): Article X (Publication and Admin- 
istration of Trade Regulations) ; Article XI (General Elimination of Quantitative Restric- 
tions) ; Article XII (Restrictions to Safeguard the Balance of Payments); Article XIIT 
(Non-discriminatory Administration of Quantitative Restrictions) ; Article XIV (Excep- 
tions to the Rule of Non-Discrimination) ; Article XV (Hxchange Arrangements) : Articie 
XVI (Subsidies) ; Article XVII (State Trading Enterprises) ; Article XVIII (Governmental 
Assistance to Eeonomic eneeeaaat) § Article XIX (Emergency Action on Imports of 
Particular Products) ; Article XX (General Exceptions) ; Article XXI (Security Excep- 
tions); Article XXIV (Territorial Application—Frontier Traffic—Customs Unions and 
Free-Trade Areas). 
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to conclude a trade agreement embodying such rules. The Reciprocal Trade 
Agreements Act provides the general authorization to the Executive to “enter 
into foreign trade agreements” for the “purpose of expanding foreign markets 
for the products of the United States.” The purpose of the Act could not be 
achieved unless the President were empowered to deal in his negotiations with 
the whole range of restrictions which effectively impede American exports. This 
factor was specifically recognized in the Act when it authorized the President 
to proclaim modifications of “other import restrictions” * as well as tariffs. 

On numerous occasions before the passage of the Reciprocal Trade Agree- 
ments Act in 1934 the President—in some cases even without Congressional 
authority to make agreements on tariff matters—entered into trade agreements 
embodying general rules of trade policy.” 

The Committee on Ways and Means of the House of Representatives took spe- 
cial notice of these agreements when it reported in 1934 on the bill which became 
the original Reciprocal Trade Agreements Act.” The Committee referred to 
these agreements as precedents for the validity of the agreements about to be 
authorized by the Trade Agreements Act, and clearly indicated that it consid- 
ered general trade rules a proper part of the trade agreements to be entered into 
under the legislation. 

During hearings before this Committee, Secretary of State Cordell Hull made 
a point of asking for the delegation of “full authority, otherwise, in respect of 
the things that are declared in purpose and effect and intended as a substitute 
for the ordinary name and function of tariffs, we would not get anywhere.” ™ 
After hearing testimony such as this, the Committee emphasized that authority 
was being given the President to proclaim changes in ‘other import restrictions” 
as well as tariffs and that this authority was “designed to cover the various types 
of measures for the retardation of trade with which the President will be expected 
to deal in his negotiations with other countries.” ” 

Following this clear declaration of Congressional intent, general trade rules 
were incorporated in bilateral agreements concluded by the President under the 
authority of the Reciprocal Trade Agreements Act.” In renewals of the Act, 
committees of Congress referred, with approval, to the inclusion of such trade 
rules.” 


8. The Reciprocal Trade Agreements Act authorizes the Administrative Provi- 
sions of GATT 


We have now seen that the Reciprocal Trade Agreements Act provided author- 
ity for the President to participate in a multilateral tariff agreement and also to 
adhere to GATT’s general rules of trade policy. The only other provisions in 
GATT (except for the statement of Objectives) are those of an administrative 
character. Some critics have suggested that by participation in an international 


23 69 Stat. 162, 163,19 U. S.C. A. § 1351(a)(1)(B) (Supp. 1955). 

” The texts of some of these agreements are collected in Hearings before the Senate 
Committee on Finance on Extension of the Reciprocal Trade Ayeements Act, 81st Cong., 
ist Sess. 1095-1134 (1949). 

It should be noted that the general rules of commercial policy embodied in GATT apply 
to all trade between the parties, not just to the commodities on which tariff concessions 
are made. But this fact represents no new development. Trade rules applying to all 
trade were included in a number of executive agreements concluded prior to 1934. An 
executive agreement between the United States and Germany, for example, signed by Sec- 
retary of State Elihu Root in 1907, included general undertakings by the United States 
with respect to modification of its “customs and consular regulations’’—regulations in- 
volving such matters as the definition of dutiable “market value” and the conduct of 
proceedings by the United States Board of Appraisers (now the United States Customs 
Court). 1 MALLoy, U. S. TREATIES, CONVENTIONS, INTERNATIONAL ACTS, PROTOCOLS & 
AGREEMENTS 563, 564, 566 (1910) (not in Statutes at Large). See also Ageement with 
Greece he Te Mutual Unconditional a Favored-Nation Treatment in Customs Mat- 
ters, Dec. 9, 1924, S. No. 706, 4 U. ‘TREATIES, CONVENTIONS, INTERNATIONAL ACTS, 
ProTocoLs & Seinen 4281 (Treavith ed. 1938) (not in Statutes at Large; Pro- 
visional Agreement with Persia respecting Commercial Relations, May 14, 1928, 47 Stat. 
2644, E. A. S. No. 19; Provisional Commercial Agreement with Rumania for Most-Favored- 
Nation Treatment, Aug. 20, 1930, 47 Stat. 2593, E. A. S. No. 8. 

* H. R. REP. NO. 1000, 73d Cong., 2d Sess. 9, 10, 15 (1934). 

%1 Hearings before the House Committee on Ways and Means on H. R. 8430 concerning 
Reciprocal Trade Agreements, 73d Cong., 2d Sess. 13 (1934). 

% H. R. Rep. No. 1000, 73d aniate 2d Sess. 16 (1934). 

% See, e. g., Reciprocal Trade Agreement with Switzerland, Jan. 9, 1936, 49 StaT. 3917, 
BE. A. S. No. 90: with Mexico, Dec. 23, 1942, 57 Star. 833, E. A. S., No. 311. 

* See H. R. Rep. No. 166, 75th Cong., Ist Sess. 11-12 (1937); S. Rep. No. 111, 75th 
Cong., Ist Sess. 4—6 (1937): H. R. Rep. No. 409, 78th Cong., Ist Sess. 42 (1948). On 
several occasions the courts have considered, without questioning their validity, the general 
trade rules incorporated in bilateral Ae negotiated under the Act. See Belfour, 
Guthrie & Co. v. United States, 31 C. C. P. A. (Customs) 63, 136 F. 2d 1019 (19438) ; 
Greene Cattle Co., Inc. v. United States, 36 C. C. P. A. (Customs ) 52 (1949). 
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agreement containing these provisions the Executive has made an unconstitu- 
tional delegation to an international body of the power of Congress “to regulate 
Commerce with foreign Nations.” Since Congress delegated to the Executive 
the power to enter into foreign trade agreements and to proclaim changes in 
tariffs and other import restrictions, the question is really whether the Execu- 
tive has redelegated to Gatr any powers of Congress, and, if so, whether such 
redelegation was Constitutionally proper. 

It is difficult to see how the administrative provisions of Gat? involve any 
redelegation by the Executive of Congressional power. The Constitution gives 
to Congress the power “To regulate Commerce with foreign Nations.” The Con- 
tracting Parties to GarT, operating under the administrative provisions, cannot 
impinge upon this power. They have no authority to make commercial policy 
for the United States. They cannot change a single American tariff rate, nor 
any other American law relating to the import or export of goods. 

With the exceptions to be discussed below, the administrative provisions of 
GATT are purely mechanical arrangements defining the obligations of thfe Agree- 
ment and the rights of the Contracting Parties inter se. These have not been 
the object of serious challenge.” 

The charge that the administrative provisions of GaTr delegate to the Con- 
tracting Parties the power of Congress “To regulate Commerce with foreign 
Nations” is probably inspired by certain powers of interpretation and waiver 
given the Contracting Parties in the two administrative articles not yet dealt 
with. 

These articles (with a summary of their most important provisions) are the 
following: 

Article X XIII—Nullification or impairment.—This article authorizes the Con- 
tracting Parties as a group to investigate controversies between particular Con- 
tracting Parties and to make recommendations and rulings thereon. It em- 
powers them, in serious circumstances, to authorize one Contracting Party to 
withdraw concessions from another Contracting Party or Parties to the extent 
that the group deems appropriate. The Contracting Party from which conces- 
sions are withdrawn is free to withdraw entirely from the Agreement upon 60 
days’ notice in writing. 

(These provisions are transferred by the revision of GatT to the orc Agree- 
ment.) 

Article XX V—Joint action by the contracting parties.—This article provides 
for meetings of the Contracting Parties and lays down procedures for such meet- 
ings. It also provides that in exceptional circumstances the Contracting Parties 
can grant one another waivers of their Gatr obligations by two-thirds vote. 

(These provisions are transferred by the revision of Garr to the orc Agree- 
ment.) 

It will be seen that the above articles give to the Contracting Parties as a 
group certain powers to interpret cart and to authorize particular Contracting 
Parties to withdraw from their obligations. In the 1954-55 revision, the powers 
of interpretation and waiver were removed from these articles and transferred 
to- the ocr agreement.” In their amended form, the articles are simply the 
same kind of mechanical arrangements as the other administrative provisions 
of GATT discussed earlier and are not open to serious question. Whether Con- 
gress can Constitutionally approve American participation in the orc which has 
now been given these powers of interpretation and waiver has still, of course, 
to be decided. 

Consideration of the Constitutional implications of these powers of inter- 
pretation and waiver might therefore be entirely deferred until discussion of 
the ore itself. Two reasons, however, militate against such a procedure. First, 
the President agreed to United States adherence to and participation in a 


*% The following is a list of these provisions: Article XXII (Consultation) ; Article 
XXVI (Acceptance, Entry into Force, and Registration): Article XXVII (Withholding 
or Withdrawal of Concessions): Article XXVIII (Modification of Schedules); Article 
XXIX (The Relation of this Agreement to the Havana Charter): Article XXX (Amend- 
ments); Article XXXI (Withdrawal); Article XXXII (Contracting Parties); Article 
XXXIII (Accession) ; Article XXXIV (Annexes) ; Article XXXV (Non-Application of the 
Agreement between Particular Contracting Parties). 

*% Powers of interpretation and waiver are also given the Contracting Parties in some 
of the articles on general trade policy, such as Articles XII and XVIII. Since the powers 
given in these articles are of the same type as the powers given the Contracting Parties by 
administrative Articles XXIII and XXV, they will not be separately considered. 

™ The 1954—55 revision also gave oTc the powers of interpretation and waiver given the 
Contracting Parties in the general trade articles. 
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GATT which, in its original form, contained these provisions of interpretation 
and waiver. It could conceivably be argued that, if the inclusion of these 
provisions violated some Constitutional provision, American participation in 
GATT as a whole was invalid. Second, until orc is approved by the United States 
Congress, the Contracting Parties to Garr will continue to exercise the powers 
of interpretation and waiver. For these reasons it is appropriate to consider 
what authority the Executive has to participate in an executive agreement con- 
taining such provisions. 

The attack on the legality of the provisions for interpretation and waiver 
appears to take the following lines. With respect to interpretation, it is con- 
tended that the Contracting Parties, by majority vote, can interpret the obli- 
gations of the United States under the Agreement and thus, in effect, deprive 
the Congress of its Constitutional power to make American trade policy. With 
respect to waiver, it is contended that the Contracting Parties, by their power 
to pass upon American requests to be released from @arr obligations, and by 
their power to release other countries frem the obligations which those coun- 
tries have undertaken vis-a-vis the United States, can usurp the Constitutional 
power of Congress “To regulate Commerce with foreign Nations.” 

All these contentions are devoid of merit. The power of the Contracting 
Parties to interpret the objigations of the United States and other countries 
under the Agreement impinges upon no power of Congress. The Contracting 
Parties have no power under the Agreement to increase the obligations of the 
United States. They cannot force the United States to alter a single tariff 
rate or other item of legislation. In short, they cannot force the United Staes 
to act in accord with their interpretations. At most they can, in extreme 
cases, when the United States refuses to accept their interpretation of is obli- 
gations, authorize other countries to withdraw concessions from the United 
States. Whether this involves some unconstitutional usurpation of Congres- 
sional power will be presently discussed. But it is clear that the act of inter- 
preting does not itself involve the exercise of Congressional power. 

We are brought, therefore, to the charge that the power of the Contracting 
Parties to authorize other countries to withdraw concessions granted to the 
United States involves an exercise of the Constitutional power of Congress ‘To 
regulate Commerce with foreign Nations.” This charge involves an obvious 
fallacy. The power to regulate commerce between the United States and for- 
eign countries by tariffs and other restrictions imposed by such foreign coun- 
tries on imports to and exports from their own territories is a power which 
exists in those countries alone. It is not a power of the American Congress. 
The Constitution of the United States cannot and does not vest in Congress 
such authority. To hold otherwise would be to assert that the American Con- 
gress can legislate for the entire world. One cannot attribute such absurdity 
to the Framers of our Constitution. The axiom that the powers of Congress do 
not include the making of legislation for other countries has been repeatedly 
recognized by our Courts.” It follows that the power of the Contracting Parties 
to authorize waiver of the obligations of other countries vis-a-vis the United 
States involves no delegation of Congressional power. 

The same is true of the power of the Contracting Parties to grant waivers 
to the United States. We have already seen that the Reciprocal Trade Agree- 
ments Act was a Constitutional delegation to the President of the power to make 
foreign trade agreements. By such foreign trade agreements the United States, 
as in all international agreements, voluntarily assumes the obligations to do or 
not to do certain things in return for corresponding obligations assumed by 
other countries. The power of the Contracting Parties to relieve the United 
States from its obligations gives the United States more rather than /ess free- 
dom than it would otherwise have. Without carr’s administrative provisions 
the United States would be inflexibly bound by the obligations it had con- 
tracted. With them, it has an opportunity of escape.” This opportunity of 





3%. g., American Banana Co. vy. United Fruit Co., 213 U. 8. 347 (1909), and cases 
therein cited. 

*® The United States has utilized the possibility of waiver to withdraw from its GATT 
obligations in several important cases. The most important of these was the waiver 
granted in connection with import restrictions imposed by the United States under § 22 
of the Agricultural Adjustment Act. The text of the waiver may be found in CONTRACTING 
PARTIES TO GATT, BASIC INSTRUMENTS & SELECTED DOCUMENTS 32-36 (3d Supp. 1955). 

The United States has another power of escape, of course, in that it can withdraw entirely 
from GATT, upon six months’ notice in writing. The waiver provision, however. has the 
particular advantage of affording the United States gocape rom individual obligations 
which have become onerous without depriving it of the advantages accruing to it under 
the Agreement. 
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escape obviously involves no usurpation of Congressional power “To regulate 
Commerce with foreign Nations.” 

In short, therefore, the administrative provisions of carr for interpretation 
and waiver involve no power of the American Congress and, therefore, no re- 
delegation of such power by the President. They involve rather a systematiza- 
tion by mutual agreement of a power over commerce between the United States 
and foreign nations which is not a power of the American Congress or of any 
branch of the United States Government. 

Once the charge of “redelegation” is rejected, there can be little doubt about 
the President’s authority to negotiate the administrative provisions of GaTr. 
The Reciprocal Trade Agreements Act gave the President authority to make 
“foreign trade agreements.” As we have seen, this included the authority to 
make multilateral agreements containing not simply tariff concessions but gen- 
eral trade rules as well. It must also have included the authority to negotiate 
the administrative provisions necessary to accomplish the Act’s objectives. No 
foreign trade agreement—certainly not a multilateral agreement embodying gen- 
eral trade rules—could operate effectively without some mechanism for inter- 
pretation and for adaptation of the general rules to changing situations. It is 
doubtful whether any country, including the United States, would commit itself 
to obey a set of trade rules unless some provision were made for release in 
special circumstances. To put it in another way, the administrative provisions 
of Gatr at which criticism is directed are precisely those which permit the United 
States Congress to free itself from the tariff and trade commitments which it 
has previously authorized the President to make. 

The inclusion of administrative provisions in trade agreements made by the 
President without specific Congressional approval is no new development. It 
has ample precedent in American history. An early example of a trade agree- 
ment containing such provisions is the executive agreement with France which 
Elihu Root signed on behalf of the United States on January 28, 1908.“ Article 
III of this Agreement provided that complaints as to the application of customs 
regulations should be considered by two commissions of experts to be appointed 
by the Governments of the United States and France. The commissions were 
to confer and report to their respective governments with a view to modify- 
ing the objectionable regulations. Article I of the same Agreement gave to 
the President of the French Republic the right to withdraw certain concessions 
“whenever additional duties beyond those now existing and which may be 
deemed by him unjust to the commerce of France shall be imposed by the 
United States on products of France.” 

In recent years, bilateral agreements negotiated under the Reciprocal Trade 
Agreements Act of 1934 have included administrative provisions similar to those 
included in eatr. The Agreement with Mexico, for example, contained an 
escape clause authorizing the withdrawal or modification of concessions under 
specified circumstances.“ The clause provided that, before concessions could be 
withdrawn or modified, the country intending to act had to afford the other 
governnient an opportunity of consultation with respect to the proposed action ; 
if agreement could not be reached, the entire trade agreement could be ter- 
minated on short notice. The clause placed no limitation on the extent of the 
modifications which the parties might make in tariff concessions and other 
obligations during their consultation in order to avoid termination of the 
Agreement. This provision of the Trade Agreement with Mexico was accepted 
by implication by the House Ways and Means Committee in 1945 when it ap- 
proved a statement by Administration witnesses that like provisions would be 
included in future trade agreements.” 

It must be noted, of course, that the administrative provisions of GATT are 
embodied in a multilateral, not a bilateral, trade agreement. This fact ap- 


4 Additional Commercial Agreement with France, Jan. 28, 1908, 1 MALLOY, TREATIES, 
CONVENTIONS, INT’L ACTs, PROTOCOLS & AGREEMENTS 547 (1910) (not_in Statutes at 
Large), reprinted, Hearings before the Senate Committee on Finance on Extension of the 
Reciprocal Trade Agreements Act, 81st Cong., Ist Sess. 1131 (1949). 

41 Reciprocal Trade Agreement with Mexico, Dec. 23, 1942, Art. XI, 57 STAT. 833, 845-6, 

E. A. S. No. 201. 
21], R. Rep. No. 594, 79th Cong., Ist Sess. 9 (1945). For other provisions in trade 
agreements authorizing the withdrawal or modification of concessions, see Reciprocal Trade 
Agreement with Venezuela, Nov. 6, 1939. Art. VI, 54 Svat. 2375, 2378, BE. A. S. No. 180; 
Reciprocal Trade Agreement with Switzerland, Jan. 9, 1936, Art. XVI, 49 STaT. 3917, 3927. 
Kk. A. S. No. 90. For an example of the exercise of the power provided under this Article 
of the Swiss Agreement, see Proclamation of the President terminating Concession on 
Handkerchiefs under Reciprocal Trade Agreement with Switzerland, Nov. 28, 1940, 54 
STAT. 2461, E. A. S. No. 198. 
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pears to be regarded as significant by some critics. They argue that, whatever 
the validity of the administrative provisions in bilateral agreements may be, 
such provisions are inadmissible in a multilateral agreement where the United 
States has only one vote in thirty-five. They regard the latter arrangement 
as a dilution of American sovereignty significantly greater than that involved 
in a bilateral system. Accordingly, they describe it as an unconstitutional 
“redelegation” of Congressional power. 7 

This argument rests on a fundamental misunderstanding of the operation 
both of bilateral agreements and of Gatr itself. In a bilateral trade agree- 
ment, occasions may arise when one party undertakes a measure which the 
other party considers to have violated the agreement. Under customary inter- 
national law, the complaining party, if it has a valid grievance which cannot 
be resolved by negotiation with the first party, has the right to retaliate“ If 
the first party concedes that its action would violate the agreement, it must, 
if it wishes to avoid possible retaliation, secure a waiver from the other party 
of the other party’s rights under the agreement. 

Under Gatt, on the other hand, the decision as to whether an American 
action does or does not violate treaty obligations is not made unilaterally by 
the one other nation directly affected; it is made by a majority vote of the 
Contracting Parties, many of them disinterested in the controversy. In the 
event that the United States is found to have violated its obligations, the 
measures of retaliation by the complaining country do not lie within its discre- 
tion alone; they are determined in accordance with recommendations of the 
Contracting Parties as a group. Finally, if the United States asks a waiver 
for a legislative measure clearly in conflict with its obligations, it does not 
have to gain approval (as it does under the bilateral system) from each country 
adversely affected, but only from two-thirds of the Contracting Parties. Thus 
the administrative provisions of GATT involve less restriction of United States 
freedom than the administrative provisions of bilateral agreements whose Con- 
stitutional validity has long been accepted. 

The legal objection to the inclusion of administrative provisions in a multi- 
lateral trade agreement is mainly inspired by fears about the political implica- 
tions of such an arrangement. It is claimed that the United States has less 
bargaining power as one nation among thirty-five than in negotiation with 
individual trading partners. The experience with Gatr and with bilateral 
agreements has demonstrated the unsoundness of this claim. The influence of 
the United States on decisions of the Contracting Parties has not simply been 
that of a nation having one vote in thirty-five; it has fully reflected the position 
of the United States as the world’s foremost economic power. Striking evidence 
of this fact was the broad waiver which the United States received from the 
Contracting Parties to employ quantitative restrictions, otherwise prohibited by 
GATT, On agricultural imports. Unfortunate indeed would have been the pros- 
pect of confronting the United States had this country heen forced to secure the 
waiver in bilateral negotiations with thirty-four different trading partners. 

It must be concluded, therefore, that the administrative provisions of GATT 
involve no surrender of American bargaining power and no dilution of Ameri- 
can sovereignty. Clearly they involve no improper “redelegation” of Congres- 
sional power.“ 





482 Hiypr, INTERNATIONAL LAW CHIPFLY AS INTERPRETED AND APPLIED RY THE UNITED 
STATES, $588 (retorsion and retaliation) (2d rev. ed. 1945): 2 OPPENHEIM, INTERNA- 
TIONAL LAW, §§ 29-32 (retorsion), §§ 33-43 (reprisals) (7th ed., Lauternacht, 1952). 

** Besides the administrative provisions in bilateral trade agreements additional precedents 
for the administrative provisions of GATT may be found in a number of international acree- 
ments containing provisions for interpretation and adjustment of obligations which have 
been entered into by the President without specific Congressional authorization. Some of 
the organizations established by these agreements exercise nowers in the verv fields in 
which Congress has authority under the Constitution. The Universal Postal Union Con- 
ventions, from 1874 toe 1952, have given that international organization broad powers to 
reguiate nostel procedures. The substance of the provisions of the agreement may be 
moified by the parties to the Union bv a two-thirds vote. Moreover. disputes between the 
parties are to be submitted to a special arbitral tribunal created for this purpose. ‘Treaty 
concerning the Formation of a General Postal Union. Oct. 9, 1874. 19 STAT. 577, revised 
many times, most recently Jnlv 11, 1952, T. I. A. S. No. 2800, Art. XVI of the 1874 Treaty 
provided for arbitration of disnutes by the postal administrations of disinterested states. 
19 Stat. 585, ART. 31 of the 1952 Convention continues this arrangement. and alternatively 
makes eligible as arbitrator the International Bureau of the Postal Union, T. I. A. S. No. 
2800, pp. 185-6. 

A more recent example of an international body, established without Congressional 
authorization, which has powers to interpret and adiust its obligations is the Indo-Pacific 
Fisheries Council, established in 1948 under an Executive Agreement authorizing it ‘to 
propose, and where necessary, to adopt measures to bring about the standardization of 
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POINT II. CONGRESS MAY CONSTITUTIONALLY AUTHORIZE AMERICAN PARTICIPATION 
IN OTC BY H. R. 5550 


We have reached the conclusion that the President had authority to agree 
to United States participation in GATT under the powers delegated to him in the 
Reciprocal Trade Agreements Act of 1934. For reasons of policy, however, the 
Administration has removed the main administrative provisions from GATT 
and placed them, strengthened by new administrative machinery, in an Agree- 
ment for an Organization for Trade Cooperation. Congressional authorization 
for OTC is now sought in the form of majority action by both Houses of 
Congress. There can be little doubt about the Constitutional power of the 
Congress to authorize United States participation in OTC and to do so in this 
way. 


ee 


; A. Congress has the constitutional power to authorize American participation 

: in OTC 

The purpose of OTC is to provide permanent arrangements for the administra- 

§ tion of GATT. The Organization would exercise the functions formerly exercised 
jointly by the Contracting Parties in their periodic meetings. It would also be 
empowered to sponsor international trade negotiations and serve as an inter- 
governmental forum for the discussion and study of other questions relating to 
international trade.” 

The OTC would have an Assembly, consisting of all the states which are parties 
to GATT, and a 17-member Executive Committee, to which the Assembly would 
delegate powers to handle questions arising between sessions of the Assembly. 
Under the criteria for election to the Executive Committee, the United States 
would be assured of a permanent seat. 

The OTC Agreement specifically provides that the Organization shall have no 
authority to amend the provisions of GATT or impose on any member any obli- 
gation which that member has not specifically agreed to undertake.” 

Two articles of OTC contain, in virtually identical form, the powers to in- 
terpret GATT and to authorize releases from its obligations which were formerly 
contained in the two main administrative articles of GATT. Article 13 em- 
powers the Assembly, in exceptional circumstances, to waive by two-thirds vote 
an obligation imposed upon a Contracting Party by GATT. Article 14 authorizes 
the Organization to investigate and rule on complaints and in serious cases to 
authorize a Contracting Party to suspend the application to any other Contract- 
ing Party or Parties of concessions under GATT. The Contracting Party from 
whom concessions are thus withdrawn is free to withdraw from the Organiza- 
tion after sixty days’ notice in writing. 

Can the United States Congress authorize American participation in an 
organization which has such powers? 

We concluded in our discussion of GATT itself that the provisions for 
interpretation and waiver involved no exercise of Congressional power. The 
same conclusion applies to these provisions now that they have been transferred 
to OTC. There is, therefore, no basis for the charge that by approving OTC 
the Congress would be surrendering its Constitutional power “To Regulate 
Commerce with foreign Nations.” 

The Constitutionality of OTC is also supported by reference to historical 
precedents. Congress has approved American participation in a number of 
international organizations having powers identical with or similar to the above- 
mentioned powers of OTC. 

With respect to the power of interpretation, there can hardly be serious ques- 
tion. On numerous occasions—going back to the Jay Treaty of 1794 “—the 
Congress of the United States, either by two-thirds vote of the Senate or by 
majority vote of both Houses, has approved agreements containing provisions for 


scientific equipment, techniques and nomenclature.” The Agreement also provides that 
the functions of the Council may be extended by a two-thirds majority of the Council and 
the approval of the Conference of the Food and Agriculture Organization. Agreement for 
the Estab'ishment of the Indo-Pacific Fisheries Council, Feb. 26, 1948, Arts. III (f). VII, 
62 Stat. 3711, 3713, 3714, T. I. A. S. No. 1895. } 

* Art. 3. 

© Thid. 

Treaty of Amity, Commerce and Navigation with Great Britain, Nov. 19, 1794, 8 Start. 
116. 18 Strat. 269, T. S. No. 105. Arts. VI and VII set up arbitration commissions to hear 
and determine claims against each Government by eitizens of the other. 8 Stat. 119, 121; 
18 Stat. 272, 278. 
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interpretation of United States obligations by an international body. The 
Sens‘e alone has approved treaties providing for 26 different arbitral tribunals.“ 

As the result of Congressional action, the United States now participates in 
orgaiuzations like the International Labor Organization, whose Constitution 
provides for submission of disputes to the International Court of Justice,” and 
adheres to international agreements like the Narcotics Conventions,” which 
provide for the determination of certain questions by technical bodies. 

The United States has accepted the so-called Optional Clause, Article 36 
of the Statute of the International Court of Justice under which this country 
is obliged to accept the jurisdiction of the Court in certain broad categories of 
cases (including disputes as to the interpretation of treaties) in relation to any 
other state accepting the same obligations. It is true, of course, that this accept- 
tance has been qualified by a reservation that the United States will not recog- 
nize the jurisdiction of the Court as to any matter considered by the United 
States to be within its domestic jurisdiction.™ 

Virtually every international organization to which the United States belongs 
has power to interpret the obligations of the parties. Examples are the Inter- 
national Civil Aviation Convention,” the Articles of Agreement of the Inter- 
national Monetary Fund,” and the United Nations Charter itself.” 

There remain to be considered only the provisions empowering orc to relieve 
members of their obligations in certain circumstances. There is ample precedent 
for such provisions. Several examples can be found in the Articles of Agreement 
of the International Monetary Fund. Article VIII provides that “no member 
shall, without the approval of the Fund, impose restrictions on the making of 
payments and transfers for current international transactions.” Under this 
Article the Fund can, by giving the necessary approval, release a member from 
its obligation. The Fund can release members from the same obligation under 
Article VII, the so-called scarce currency clause. This clause gives the Ex- 
ecutive Directors of the Fund the power to determine that the dollar is a 


*# This number does not include the mixed arbitral tribunals established after bot» 
World Wars. 

# Constitution of the International Labor Organization Instrument of Amendment, 
Oct. 9, 1946, Art. 37, 62 Strat. 3485, 3550, T. I. A. S. No. 1868 

* Convention concerning Narcotic Drugs, July 13, 1931, Art. 11, 48 Svat. 15438, 1565, 
T. S. No. 863; Protocol providing Machinery for the Bringing under International Control! 
Drugs outside the Scope of the 1931 Convention, Nov. 19, 1948, Arts. 1 & 2, [1952] 2 
U. S. Treaties & OTHER INT’L AGREEMENTS 1629, 1633-35, T. I. A. S. No. 2308; Protocol 
for Limiting and Regulating the Cultivation of the Poppy Plant, the Production of, Inter- 
national and Wholesale Trade in, and Use of Opium, June 23—Dee. 31, 1953, Arts. 12 
(Enforcement Measures) & 15 (International Court of Justice to determine disputes). 
S. Exec. Doc. C, 83d Cong., 2d Sess. (1954), reprinted, 100 Cone. Rec. 15367. 15370 (1954). 
The Senate advised and consented to the ratification of this 1953 Opium Protocol, but it 
has not yet entered into force. 

‘Statute of the International Court of Justice, June 26, 1945, Art. 36. 59 STAT. 1055. 
1060, T. S. No. 993: Declaration by the President respecting Recognition by the United 
States of the Compulsory Jurisdiction of the International Court of Justice, Aug. 14, 1946, 
61 StaT. 1218, T. I. A. §. No. 1598. 

52 Convention res ecting International Civil Aviation, Dec. 7, 1944, Art. 84, 61 Svar. 
1180, 1204, T. I. A. S. No. 1591 

53 Articles of Agreement of the International Monetary Fund, Dec. 27, 1945, Art. XVIII, 
60 Stat. 1401, T. I. A. S. No. 1501. 

% U0. N. CHARTER, JUNE 26, 1945, 59 Stat. 1031, T. S. No. 993. The Security Council is 
given broad powers to investigate disputes which are in its view likely to endanger the 
maintenance of international peace and scurity. Art. 34, 59 Stat. 1042. It may reom- 
mend appropriate procedures for adjustment. Art. 36, ibid. ‘The parties to a dispute are 
obliged to submit it to the Security Council if they fail to settle it by other means and 
the Council is empowered to recommend such terms of settlement as it may consider appro- 
priate. Art. 37, id. 1042-43. It should be noted that, in respect of the exercise of all 
these powers, the right of veto by the United States does not apply where it is itself a 
party to the dispute. Art 27, para. 3, id. 1041. 

The following is a list (by no means exhaustive) of multilateral conventions entered 
into by the United States during the last three decades providing for the international 
arbitration or adjudication of disputes between participating states: (1) International 
Convention to Suppress the Slave Trade and Slavery, Sept. 25, 1926, Art. 8, 46 Stat. 2183, 
2193, T. S. No. 778 (decision by Permanent Court of International Justice or some other 
court of arbitration): (2) International Radio Convention, Nov. 25, 1927, Art. 20, 45 
StTavT. 2760, 2842, T. S. No. 767 (arbitration by disinterested states): (3) Pan-American 
Convention on Commercial Aviation, Feb, 20, 1928, Art. 36, 47 Stat. 1901, 1908, T. S. No. 
840 (arbitration by disinterested states), (5) Articles of Agreement of the International 
Bank for Reconstruction and Development, Dec. 27, 1945, Art. V, § 2(b) (iv), 60 STaT. 1440, 
1450, T. I. A. S. No. 1502 (Executive Directors empowered to interpret Agreement: their 
decisions appealable to Board of Governors): (6) International Telecommunication Con- 
vention, Oct. 2, 1947, Art. 25 and Annex III, 63 Strat. 139, 1441. 1487, T. I. A. S. No. 1901 
(arbitration by disinterested states or individuals) ; (7) Convention of the World Meteoro- 
logical Organization, Oct. 11, 1947, Art. 29, [1950] 1 U. S. Treaties & OTHER INT’L AGREE- 
MENTS 281, 293, T. I. A. S. No. 2052 (independent arbitrator appointed by President of 
Iniernational Court of Justice). 

5 Art. ViUl, § 2(a). 60 Svat. 1411 (italics added). 
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“searce”’ currency and to authorize the members of the Fund to impose dis- 
criminatory restrictions against American goods.” 

The International Wheat Agreement also contains provisions authorizing the 
release of parties from their obligations. It empowers the International Wheat 
Council to relieve a party of its obligation to import or export a previously 
agreed quantity of wheat if it finds that fulfillment of the obligation would 
endanger the party’s balance of payments or monetary reserves, in the case of 
an importing country, or is prevented by a short crop, in the case of an export- 
ing country.” 

It should be clear from this discussion that the orc provisions for waiver 
of obligations have close parallels in other international agreements. Indeed, 
history provides precedents of an even more striking kind. The United States 
Congress has approved American participation in international organizations 
having powers (specifically denied to orc) to increase the international obliga- 
tions of the United States. 

The Inter-American Coffee Agreement of 1940 created an Inter-American 
Coffee Board and gave it “authority to increase or decrease the quotas for the 
United States market in order to adjust supplies to estimated requirements.” ™ 
The delegate of the United States on this Board cast only 12 of the 36 votes 
allotted to the delegates of all participating countries.” In general the deci- 
sions of the Board were to be taken by a simple majority of the votes.” An 
emergency increase in the United States quota, however, could be authorized 
by a one-third vote.“ While such considerable restraints on America’s freedom 
to set its own trade policy engendered many misgivings during the Senate 
debates, they produced not a single objection on Constitutional grounds.” 

Other international agreements to which the United States is presently a party 
also give to international organizations the power to increase American obliga- 
tions. The International Monetary Fund in certain circumstances can require 
a country to sell its currency to the Fund for gold,” or to buy its currency from 
the Fund with gold or other currencies.“ The International Wheat Council 
ean require parties to the International Wheat Agreement, in certain circum- 
stances, to undertake exportations of wheat specified by it.” The 1953 Opium 
Protocol empowers the Central Opium Board to impose upon countries an 
embargo on the import or export of opium.” The United States Senate voted 
approval of this Protocol without a dissenting vote, despite the fact that (unlike 
the orc Agreement) it involves a delegation of the Constitutional power of 
Congress “To regulate Commerce with foreign Nations.” 

In view of the fact that Congress has approved American participation in 
international organizations with such powers as these, it can hardly be main- 
tained that it has not the power to authorize participation in ore. 


B. Congress May Authorize American Participation in OTC by Majority Vote of 
Both Houses 
The Congress has approved participation in a number of international organ- 
izations by majority action of both Houses. Among them are the International 
Labor Organization,” the International Monetary Fund and Bank,” the World 





8° Art. VII, § 3(b), 60 Star. 1410. ne as 
‘International Wheat Agreement, April 13-27, 1953, Art. X, § 5, T. I. A. S. No. 2799, 
yp. 30, 31. 
7 Soth the Fund and Wheat Agreements also contain provisions giving an international 
body power to relieve countries from obligations toward other countries when those other 
countries have not been living up to their obligations under the agreeemnt or to a particu- 
lar obligation imposed by the international body itself. Articles of Agreement of the 
International Monetary Fund, Dec. 27, 1945, Art. XV, § 2, 60 Strat. 1421; International 
Wheat Agreement, April 13-27, 1953. Art XIX, para. 7, T. I. A. S. No. 2799, pp. 44-45. 
See also Convention respecting International Civil Aviation, Dec. 7, 1944, Arts. 87, 88, 61 
ST. AT. 1205. 
8 Agreement between the United States and Other Americe? Republics respecting Coffee 
Marketing, Nov. 28, 1940, Art. ILI, 55 Stat. 11438, T. 8S. . 970. 
5° Jd., Art. XV, 55 Strat. 1166. 
60 Jd., Art. XIV, para. 3, 55 STAT. 1164, 1166. 
“7d., Art. VIII, para. 1, 55 Svat. 1156, 1158. 
#2 The Senate dictates which led to advice and consent to ratification of the Coffee Agree- 
ment are reported in 87 Cone. Rec. 472-78 (1941). 
* Art. VII, § 2 (ii), 60 StTaT. 1410. 
64 M Art. V, § 7(b), 60 Stat. seer. 
> Art. V, para. 1 (c-e), T. I. S. No. 2799, pp. 17-19. 
*® Arts. &, 11, 12 (§§ 3(a); BQ), S. Exec. Doc. C, 83d Cong., 2d Sess. (1954), reprinted, 
100 CONG. kre. 15369-70 (1 
Joint Resolution of pias ie; 1934, eeritieg for membership of the United States in 
the International Labor Organization, ce. 676, 48 Stat. 1182. 
Act of July 31, 1945, to provide for the participation of the United States in the 
International Monetary Fund and the International Bank for Reconstruction and Devel- 
opment (the Bretton Woods Agreements Act), ¢c. 839, 59 Stat. 512. 
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Health Organization,” the Food and Agriculture Organization,” and the United 
Nations Educational, Scientific and Cultural Organization." It is well settled 
that the United States Congress can approve United States entry into inter- 
national organizations in this way.” 


CONCLUSION 


The argument set out in this Report leads to the following conclusions: 

1. The President had the necessary authority to agree to United States adher- 
ence to and participation in GatT under the authority delegated to him in the 
Reciprocal Trade Agreements Act. 

2. There is no Constitutional impediment to Congressional enactment of 
H. R. 5550, authorizing United States membership and participation in orc. 

Respectfully submitted. 

Committee on International Law: John V. Duncan, Chairman; Amory 
H. Bradford; Florence Brush; Thorold J. Deyrup; Francis X. 
Downey; Thomas K. Finletter; Ernest A. Gross; E. Douglas 
Hamilton; Ethan Allen Hitchcock; James N. Hyde; Dennis C. 
Mahoney; Cyril C. Means, Jr.; Stanley F. Reed, Jr.; Hayden N. 
Smith; John R. Stevenson; Edward Everett Watts, Jr.; Richard 
N. Gardner, Consultant. 

Marcu 7, 1956. 
APPENDIX 


AGREEMENT ON THE ORGANIZATION FOR TRADE COOPERATION 


PART I. GENERAL 
Article 1—Establishment 


The Organization for Trade Cooperation (hereinafter referred to as “the 
Organization”) is hereby established to further, as provided for in the General 
Agreement and herein, the achievement of the purposes and objectives set forth 
in the General Agreement on Tariffs and Trade (herein referred to as “the 
General Agreement’). 


Article 2—Membership 


The Members of the Organization shall be the contracting parties to the Gen- 
eral Agreement. Governments which become or cease to be contracting parties 
to the General Agreement shall become or cease to be Members of the Organi- 
zation. The Organization may, by a two-thirds majority of the votes cast, invite 
governments which are not or which cease to be contracting parties to the Gen- 
eral Agreement to participate in such activities of the Organization and on such 
terms as it shall decide; Provided that in no case shall such participation in- 
volve the right to vote or to be counted in determining the fulfillment of the 
relevant voting requirements when the Organization is exercising any function 
relating directly to the General Agreement. 


Article 3—Functions 


(a) The Organization shall administer the General Agreement and generally 
facilitate the operation of that Agreement 
(b) In addition, the Organization shall have the following functions: 

(i) to facilitate intergovernmental consultations on questions relating to 
international trade; 

(ii) to sponsor international trade negotiations ; 

(iii) to study questions of international trade and commercial policy and, 
where appropriate, make recommendations thereon ; 

(iv) to collect, analyse and publish information and statistical data re- 
lating to international trade and commercial policy, due regard being paid 
to the activities in this field of other international bodies. 

(c) The Organization shall, in carrying out these functions, endeavour to give 
full effect to the provisions of Article 1 of this Agreement. 


* Joint Resolution of June 14, 1948, providing for membership and participation by the 

United States in the World Health Organization. c. 469, 62 Stat. 441. 
7 Joint Resolution of July 31, 1945, providing for membership of the United States 

in the Food and Agriculture Or anization, ¢. 342, 50S 

7 Joint Resolution of July 30, 1946, providing for po and participation by the 
United States in the United Nations Educational, Scientific and Cultural Organization, 
ec. 700, 60 Stat. 712. 

725 HACKWORTH, DiGEsT OF INT'L Law, § 516 (1943). 
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(d) The Organization shall have no authority to amend the provisions of the 
General Agreement; no decision or other action of the Assembly or any sub- 
sidiary body of the Organization shall have the effect of imposing on a Member 
any new obligation which the Member has not specifically agreed to undertake. 


PART II. STRUCTURE AND ADMINISTRATION OF THE ORGANIZATION 


Article 4—Structure in General 
The Organization shall have an Assembly, an Executive Committee and a 
Secretariat. 


Article 5—The Assembly 

(a) The Assembly shall consist of all the Members of the Organization. 

(b) It shall be the responsibility of the Assembly to carry out the functions of 
the Organization. 

(c) The Assembly shall determine the seat of the Organization. 

(d) The Assembly shall meet in regular annual session and in such special 
sessions as may be convened in accordance with the rules of procedure. 

(e) The Assembly shall establish its own rules of procedure and shall approve 
the rules of procedure of the Executive Committee and of any other subsidiary 
body. 


Article 6—The Executive Committee 

(a) The Executive Committee shall consist of seventeen Members of the Organ- 
ization elected periodically by the Assembly. Each election shall be for a single 
term and each Member shall be eligible for re-election. In such elections, the 
Assembly shall be guided by the following criteria : 

(i) the Executive Committee shall include the five members of chief eco- 
nomic importance, in the determination of which particular regard shall be 
paid to their shares in international trade; 

(ii) the Executive Committee shall be representative of the broad geo- 
graphical areas to which the Members belong; 

(iii) the Executive Committee shall be representative of different degrees 
of economic development, different types of economies and different eco- 
nomic interests. 

(b) The Executive Committee shall exercise the powers and perform the duties 
assigned to it by the Assembly by a majority of two-thirds of the votes cast. 
Decisions or recommendations of the Executive Committee shall be subject to a 
right of appeal to the Assembly by any Member in accordance with rules to be 
prescribed by the Assembly. 

(c) Any Member of the Organization which is not a member of the Executive 
Committee shall be entitled to participate, without the right to vote, in the dis- 
cussion by the Executive Committee of any matter of concern to it. 


Aricle 7—The Secretariat 


(a) The Assembly shall appoint a Director-General as chief administrative 
officer of the Organization. The powers, duties, conditions of service, and term 
of office of the Director-General shall conform to regulations approved by the 
Assembly. 

(b) The Director-General or his representative shall be entitled to participate, 
without the right to vote, in all meetings of the Assembly and subsidiary bodies of 
the Organization. 

(ec) The Director-General shall appoint the members of the staff, and shall fix 
their duties and conditions of service in accordance with regulations approved by 
the Assembly. 

(d) The selection of the members of the staff shall as far as possible be made on 
a wide geographical basis and with due regard to the various types of economy 
represented by Member countries. The paramount consideration in the selection 
of candidates and in determining the conditions of service of the staff shall be the 
necessity of securing the highest standards of efficiency, competence, impartiality 
and integrity. 

(e) The responsibilities of the Director-General and of the members of the staff 
shall be exclusively international in character. In the discharge of their duties, 
they shall not seek or receive instructions from any government or from any other 
authority external to the Organization. They shall refrain from any action which 
might reflect on their positions as international officials. The Members shall 
respect the international character of the responsibilities of these persons and 
shall not seek to influence them in the discharge of their duties. 
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Article 8—Voting 

(a) At meetings of the Assembly each Member of the Organization shall be 
entitled to have one vote and, except as otherwise provided for in the General 
Agreement or in this Agreement, decisions of the Assembly shall be taken by a 
majority of the votes cast. 

(b) Each member of the Executive Committee and of other subsidiary bodies 
shall have one vote therein ; Provided that the rules of procedure may require that 
parties to a dispute shall abstain from voting. 


Article 9—Budget and contributions 


(a) The Director-General shall present to the Assembly, through the Executive 
Committee, the annual budget estimates and financial statement of the Organiza- 
tion. The Assembly shall approve the accounts and the budget. 

(b) The Assembly shall apportion the expenditures of the Organization among 
the Members, in accordance with a scale of contributions to be fixed by the As- 
sembly, and each Member shall contribute promptly to the Organization its share 
of these expenditures. 

(c) If a Member is in arrears in the payment of its contributions by an amount 
which equals or exceeds the amount of contributions due from it in respect of the 
preceding two completed financial years, the Member shall have no vote, and shall 
not be counted in the determining of the fulfilment of the relevant voting require- 
ments, in the organs of the Organization. If the Assembly is satisfied that the 
failure to pay is due to circumstances beyond the control of the Member, it may, 
nevertheless, permit such a Member to vote, and then such Member shall be 
counted accordingly. 


Article 10—Status 


(a) The Organization shall have legal personality. 

(b) The Organization shall enjoy in the territory of each of the Members such 
legal capacity, privileges, and immunities as may be necessary for the exercise of 
its functions. 

(c) The representatives of the Members, and the officials of the Organization 
shall similarly enjoy such privileges and immunities as may be necessary for the 
independent exercise of their functions in connexion with the Organization. 

(d) The privileges and immunities to be accorded by a Member to the Organiza- 
tion, to its officials and to the representatives of its Members shall be similar to 
those accorded by that Member to specialized agencies of the United Nations, to 
their officials and to the representatives of their members, under the Convention 
on the Privileges and Immunities of the Specialized Agencies, or under similar 
arrangements. 


Article 11—Relations with other organizations 


(a) The Organization shall make arrangements with intergovernmental bodies 
and agencies which have related responsibilities to provide for effective coopera- 
tion and the avoidance of unnecessary duplication of activities. 

(b) In pursuance of the provisions of the preceding paragraph, the Organiza- 
tion may, by an agreement approved by the Assembly, be brought into relationship 
with the United Nations, as one of the specialized agencies referred to in Article 
57 of the Charter of the United Nations. 

(c) The Organization may make suitable arrangements for consultation and 
cooperation with nongovernmental organizations concerned with matters within 
the scope of the Organization. 


PART III. SPECIAL PROVISIONS RELATING TO THE ADMINISTRATION OF THE GENERAL 
AGREEMENT 


Article 12—Administration in general 


The Organization shall give effect to those provisions of the General Agree- 
ment which provide for action by the Organization, and shall carry out such other 
activities in relation to the General Agreement which involve joint action. This 
shall include the taking of decisions, the sponsorship of negotiations and consul- 
tations, the conduct of studies, the circulation of proposals and the receipt of 
reports, in any case in which such action is required or appropriate to carry 
out the purposes of the General Agreement. 


Article 183—Waivers in exceptional circumstances 


In exceptional circumstances, not elsewhere provided for in this Agreement, 
nor provided for in the General Agreement, the Assembly may waive an obligation 
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imposed upon a contracting party by the General Agreement: Provided that any 
such decision shall be approved by a two-thirds majority of the votes cast and 
that such majority shall comprise more than half of the Members. The As- 
sembly may also by such a vote (i) define certain categories of exceptional cir- 
cumstances to which each voting requirement shall apply for the waiver of 
obligations imposed by the General Agreement upon a contracting party thereto, 
and (ii) prescribe such criteria as may be necessary for the application of this 
Article. 

Article 14—Nullification and impairment 

(a) If a claim that a benefit accruing directly or indirectly under the General 
Agreement is being nullified or impaired, or that the attainment of any objective 
of that Agreement is being impeded, is referred to the Organization in accordance 
with the provisions of that Agreement, the Organization shall promptly investi- 
gate the matter and shall make appropriate recommendations to the contracting 
parties to the General Agreement which it considers to be concerned, or give a 
ruling on the matter, as appropriate. The Organization may consult with con- 
tracting parties, with the Economic and Social Council of the United Nations, 
and with any appropriate intergovernmental organization in cases where it con- 
siders such consultation necessary. 

(b) If the Organization considers that the circumstances are serious enough 
to justify such action, it may authorize a contracting party or parties to sus- 
pend the application to any other contracting party or parties of such conces- 
sions or other obligations under the General Agreement as it determines to be 
appropriate in the circumstances. If the application to any contracting party 
of any concession or Other obligation is in fact suspended, that contracting 
party shall then be free, not later than sixty days after such action is taken, 
to give written notice to the Director-General of the Organization of its inten- 
tion to withdraw from the General Agreement and such withdrawal shall take 
effect on the sixtieth day following the day on which such notice is received 
by him. 


Article 15—Continued application of provisions of this part 

The Members shall not, acting as contracting parties to the General Agree- 
ment, amend the General Agreement so as to provide therein for procedures, 
other than consultation, negotiation or recommendation, applicable to the gen- 
eral situations to which Articles 13 and 14 relate. 


PART IV. OTHER PROVISIONS 


Article 16—Amendments 

Amendments to this Agreement Shall become effective, in respect of those 
Members which accept them, upon acceptance by two-thirds of the Members of 
the Organization and thereafter in respect of each other Member upon ac- 
ceptance by it. 

Article 17—Entry into force 

(a) This Agreement shall be deposited, subject to the provisions of Article 
21, with the Director-General of the Organization. 

(b) This Agreement shall be opened at Geneva on 10 March 1955 for ac- 
ceptance, by signature or otherwise, by contracting parties to the General 
Agreement and by any other government which has, in accordance with such 
rules of procedure as may be established by the Organization, notified the 
Director-General of its intention to accede- 

(ec) Without prejudice to the principle laid down in Article 2, this Agree- 
ment shall enter into force, as among those governments which are then 
contracting parties to the General Agreement and which have accepted this 
Agreement, on the thirtieth day following the day on which it has been accepted 
by governments named in the Annex to this Agreement the territories of which 
account for 85 per centum of the total external trade of the territories of such 
governments, computed in accordance with the appropriate column of per- 
centage set forth therein. This Agreement shall enter into force for each other 
government which is a contracting party to the General Agreement on the 
thirtieth day following the day on which it has been accepted thereby. It 
shall enter into force for each other government which has accepted it when 
such government accedes to the General Agreement. 
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Article 18—Notification and registration 

(a) The Director-General of the Organization shall promptly furnish a certified 
copy of this Agreement and a notification of its entry into force, and of each 
acceptance thereof, to each contracting party to the General Agreement. 

(b) This Agreement shall be registered in accordance with the provisions of 
Article 102 of the Charter of the United Nations. 


PART V. TRANSITIONAL PROVISIONS 


Article 19—Relations to amendments to the general agreement 


If this Agreement enters into force before the entry into force of amendments to 
the General Agreement contained in the Protocol of Organizational Amendments 
to the General Agreement on Tariffs and Trade dated 10 March 1955, this Agree- 
ment shall, until the entry into force of such amendments, be applied as if all 
references in the General Agreement to “the CONTRACTING PARTIES” were 
references to the Organization. 

Article 20—Provisional application 

Without prejudice to the principle laid down in Article 2, if by 15 November 
1955 this Agreement shall not have entered into force pursuant to paragraph (c) 
of Article 17, those governments, being contracting parties to the General Agree- 
ment, which are prepared to do so may nevertheless decide to apply it; Provided 
that the territories of such governments account for the percentage of trade 
required for the entry into force of this Agreement under paragraph (c) of 
Article 17. 


Article 21—Temporary ewercise of depository functions 

Pending the entry into force of this Agreement, the title ‘Director-General 
of the Organization” in paragraph (b) of Article 14, paragraphs (a) and (b) 
of Article 17 and paragraph (a) of Article 18, shall read “Executive Secretary 
to the CONTRACTING PARTIES to the General Agreement.” 

IN WITNESS WHEREOF the respective representatives, duly authorized to that 
effect, have signed the present Agreement. 

Done at Geneva, in a single copy, in the English and French languages, both 
or authentic, this tenth day of March*, one thousand nine hundred and fifty- 

ve. 

ANNEX 


PERCENTAGE SHARES OF ToTAL EXTERNAL TRADE To Be UseEp For THE PURPOSE OF 
MAKING THE DETERMINATION REFERRED TO IN ARTICLE 17 


{Based on the average of 1949-53] 


If, prior to the accession of the Government of Japan to the General Agreement, 
the present Agreement has been accepted by contracting parties the external 
trade of which under column I accounts for the percentage of such trade specified 
in paragraph (c) of Article 17, column I shall be applicable for the purposes of 
that paragraph. If the present Agreement has not been accepted prior to the 
accession of the Government of Japan, column II shall be applicable for the 
purposes of that paragraph. 


*This document signed by the United States ad referendum on March 21, 1955. 
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SUPPLEMENTARY REPORT ON THE CONSTITUTIONALITY OF AMERICAN PARTICIPATION 
IN THE PROPOSED ORGANIZATION FOR THE TRADE COOPERATION (OTC) AND IN THE 
GENERAL AGREEMENT ON TARIFFS AND TRADE (GATT) 


The Association of the Bar of the City of New York, 42 West 44th Street 
The Committee on International Law 


STATEMENT OF FACTS 


In the spring of 1956 The Association of the Bar of the City of New York 
approved and issued a report of its Committee on International Law entitled 
“The Constitutionality of American Participation in the Proposed Organization 
for Trade Cooperation (orc) and in the General Agreement on Tariffs and Trade 
(aart).” The report concluded that (1) the President had the necessary 
authority to agree to United States adherence to and participation in eatr under 
the authority delegated to him in the Trade Agreements Act and (2) there was 
‘no Constitutional impediment to Congressional enactment of H. R. 5550”, a Bill 
authorizing United States participation in otc. A representative of the Asso- 
ciation presented these conclusions at hearings on H. R. 5550 before the Ways 
and Means Committee of the House of Representatives. The Ways and Means 
Committee issued a report recommending passage of H. R. 5550, but no further 
action on the Bill was taken in the 84th Congress. 

In the first session of the 85th Congress another Bill, H. R. 6630, was intro- 
duced with Administration sponsorship authorizing American participation in 
otc. President Disenhower urged passage of the legislation in a message sent 
to Congress on April 83,1957. He said: 

“The advantages to the United States of membership in the Organization for 
Trade Cooperation are compelling. It would open the way to major benefits for 
American trade by providing day to day review and consultation on administra- 
tion of our trade agreements. It would provide machinery for closer super- 
vision and protection of the assurances contained in those agreements against 
discriminatory treatment of American exports, and thus increase the benefits we 
receive from those agreements. It would enable us more effectively to encourage 
the opening of new opportunities for our exports to compete in the world market 
on their commercial merit. 

s * a o + * * 


“The recent development of proposals for a common market and free trade 


area place Western Europe on the threshold of a great new movement toward 
economic integration. The orc will help to assure that this movement will 
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develop in ways beneficial to our trade and that of other free countries, avoiding 


the danger that a regional trade arrangement will lead to new barriers and 
discriminations against our exports.” 

Since legislation on orc is once more before the Congress, and since H. R. 6630 
differs in some respects from H. R. 5550, the Committee on International Law 
considers it desirable to issue this Supplementary Report. 


ARGUMENT 


The Committee on International Law hereby affirms its original Report on this 
subject issued last year. In reaching a conclusion on the Constitutionality of 
H. R. 6630, it wishes also to emphasize the following points, some of which were 
contained in its original Report, and some of which are directed specifically at 
the new legislation : 

1. The Trade Agreements Act authorizes the President to enter into foreign 
trade agreements and to proclaim modifications in American tariffs and other 
import restrictions in accordance with those agreements. There are ample prece- 
dents for such a delegation by Congress of the powers given it under the Con- 
stitution. The Congress itself has confirmed this position by renewing the Act on 
ten occasions. 

2. The General Agreement on Tariffs and Trade (Garr) is a multilateral trade 
agreement which was negotiated in 1947. It consists of (1) tariff concessions 
granted by the participating countries to one another, (2) a set of general trade 
rules, and (3) certain administrative provisions. American participation in 
GATT was effected by the President by a valid exercise of the powers granted 
him in the Trade Agreements Act. 

3. The general trade rules contained in gart are virtually identical to the rules 
contained in the bilateral agreements concluded by the President pursuant to the 
Trade Agreements Act in the years before the negotiation of carr. The validity 
of American adherence to these rules is in no way affected by the fact that they 
are now concluded in a multilateral rather than a bilateral agreement. 

4. GATT also contains administrative provisions, some of which authorize the 
Contracting Parties to interpret the agreement and to grant releases or waivers 
of its obligations to individual Contracting Parties. These powers of interpreta- 
tion, release, and waiver, will henceforth be exercised by the Organization for 
Trade Cooperation, skould the United States and a sufficient number of other 
contracting parties to Gatr ratify the orc Agreement. 

5. The power of the Contracting Parties of Garr or of the members of otc to 
interpret the obligations of the United States and other countries under GATT 
impinges upon no power of Congress. It is no different in principle from similar 
powers of interpretation provided for in international agreements to which the 
United States has been a party going back to the Jay Treaty of 1794. There is 
no power in GATT or oTc to alter a U. 8. Tariff rate or any other item of U. S. 
legislation without the consent of the United States, and it would be the sole 
responsibility of the United States Government to take the necessary action to 
comply with the interpretation. The only sanction provided in GATT and orc 
for non-compliance with an interpretation of an international obligation is au- 
thorization to other countries affected by the refusal to withdraw some of the 
concessions from the non-complying country. 

6. The powers of release and waiver in GatTr and orc make it possible for the 
Contracting Parties to carr to disobey the catr rules in certain circumstances 
without incurring a retaliatory action from other parties. These powers, like 
the power of interpretation, are no different in principle from similar powers in- 
cluded in numerous international agreements to which the United States is now 
a party, such as the International Monetary Fund Agreement, the International 
Wheat Agreement, and the Convention on International Civil Aviation. They in- 
volve no power of the American Congress. When releases and waivers are 
granted to the United States, this country has more rather than less freedom 
than it would otherwise have. When they are granted to other countries, those 
countries may raise barriers to American trade, but they would be entitled to do 
this in the absence of any trade agreement at all. Such an exercise of their 
sovereign rights obviously impinges upon no power of the American Congress. 

7. Since the administrative powers of Garr and orc are not powers of the Amer- 
ican Congress, nor, indeed, legislative powers at all, it is incorrect and misleading 
to speak of an “unconstitutional delegation” of Congressional powers to these 
institutions. Participation in catr and ore involyes no delegation of Congres- 
sional powers at all. 
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8. The primary function of orc is to administer Gatr. In addition to exercis- 
ing the administrative functions described above, orc would also be empowered 
to sponsor international trade negotiations and to serve as an intergovernmental 
forum for the discussion and study of other questions relating to international 
trade. The orc Agreement specifically provides that the Organization cannot im- 
pose on a member any new obligation which that member has not specifically 
agreed to undertake. Moreover, it is provided in Garr that no amendment of 
GATT may be made effective with respect to any member without the specific 
consent of that member. These provisions ensure that the obligations of the 
United States cannot be increased without its consent. They eliminate any possi- 
bility that participation in Garr or otc could lead at some future time to the 
transfer of Congressional powers to an international agency without further 
action by Congress. 

9. H. R. 6630 states that Congress in approving the Bill would not be committing 
the United States to enact any specific legislation regarding any matter referred 
to either in the orc or GATT and further provides that neither the President nor 
any other agency or person shall accept on behalf of the United States any amend- 
ment to the orc Agreement unless Congress by law authorizes such action. Fi- 
nally, the Bill states that it does not enlarge or otherwise alter the authority 
granted to the President in the Trade Agreements Act and does not repeal or 
modify any other existing legislation. These provisions of H. R. 6630, while not 
essential to the main conclusions of this Report, serve to confirm those conclu- 
sions and should remove any remaining doubts about the Constitutionality of the 
proposed legislation. 

10. The conclusions of this Report apply equally to H. R. 6631, a Bill identical 
to H. R. 6630, and to any other identical or substantially similar bills which may 
be introduced for the purpose of authorizing American participation in orc. 


CONCLUSION 


The Committee on International Law, without expressing any opinion on the 
merits of the General Agreement on Tariffs and Trade (GATT) or the Organization 
for Trade Cooperation (orc), concludes: 

1. The Trade Agreements Act, which authorizes the President to enter into for- 
eign trade agreements and to proclaim modifications of United States tariffs and 
other import restrictions in accordance with those agreements, is a Constitutional 
delegation of Congressional power. 

2. The Trade Agreements Act contains authority for United States participa- 
tion in the General Agreement on Tariffs and Trade (GatTT). 

3. There is no valid Constitutional objection to Congressional enactment of 
H. R. 6630 authorizing United States participation in the Organization for Trade 
Cooperation (orc) or any substantially similar bill designed to achieve the same 
purpose. 

Respectfully submitted. 

Committee on International Law: John V. Duncan, Chairman; Had- 
mund Burke, Jr. ; Thorold J. Deyrup; Francis X. Downey; Richard 
N. Gardner; Ernest A. Gross; Ethan Allen Hitchcock; Cyril C. 
Means, Jr.; Seymour B. Quel; Stephen M. Schwebel; Hayden N. 
Smith; John R. Stevenson; Lyman M. Tondel, Jr.; Edward Ever- 
ett Watts, Jr. 


May 31, 1957. 
(The following material was supplied by Mr. Barnhard :) 


SHarp & BoGan, Washington, D. C. 
Hon. HALe Boaes, 
Chairman, Subcommittee on Foreign Trade Policy, Committee on Ways 
and Means, House of Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN: The extended reports and panel hearings of your sub- 
committee clearly reveal that, in the context of the overriding problems facing 
the Congress and the Nation today, the issue of foreign trade policy resolves itself 
into two simple question : 

1. Do United States imports help or hurt our national prosperity? 
2. Do United States imports help or hurt our national security? 

The importance of our world trade to our national security, through building 
up our own strength, building the economic and military strength of our allies, 
cementing the uncommitted nations of the world to the cause of freedom, and 
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providing help to the underdeveloped nations of the world in eliminating the 
poverty which encourages the growth of communism, have been amply discussed 
by many of the participants in your subcommittee’s panel hearings. It is the 
purpose of this brief comment to emphasize the first point listed above, that is, 
the extent to which our world trade—which inevitably means the level of our 
imports—benefits our own economy and helps contribute to American prosperity. 

A program to permit or to encourage increased United States imports is not 
a program of altruism. Our people buy and sell in the international market in 
the same way and for the same reasons that they buy and sell in the local market ; 
that is, commercial self-interest. It is true that our purchases from abroad aid 
the supplying nations, but no more than we aid our corner grocer when we buy 
his cereal. In both cases, we buy the goods because we need them or want them 
and have the money to pay for them. This is good for us, good for our supplier, 
and good for our system of free-competitive enterprise from which both the buyer 
and the seller and the Nation benefit. 

If the Government were to place a prohibitive sales tax on the cereal we want 
to purchase from the corner grocer, we would object strenuously, because of the 
increased price and limited choice resulting from this Government intrusion into 
the operation of the market place. A prohibitive tax on commodities we wish 
to purchase from overseas has an identical effect. 

Moreover, if we have a selfish interest in maintaining the business of our 
supplier (either to prevent the establishment of a supermarket monopoly, or to 
keep a brother in business, or to keep an ally independent and strong), then we 
gain a double advantage from our unrestricted purchases, separate and apart 
from any aid which has been rendered to the supplier. These are admittedly 
selfish considerations, over and above the axioms of high policy and economic 
theory, but all of them leading to the same conclusion: That, on all considerations, 
it s to our own selfish interest to encourage an expanding level of imports into 
the United States. 

An expanding level of world trade, which inevitably means an expanding 
volume of imports into the United States, will make a substantial contribution 
to the prosperity of the United States and, in the current situation, will prevent 
or minimize any economic recession in this country, for the following reasons: 

(1) More imports mean lower costs and greater production for America’s 
construction and processing industries. 

(2) More imports mean more jobs and better jobs for Americans. 

(3) More imports mean more export sales for American industry, agriculture 
and mining. 

(4) More imports mean a lower cost of living and higher standard of living 
for the American public. 

In this summary of. and brief rebuttal to, the statements made during the 
subcommittee’s panel hearings concerning our foreign trade policy generally, 
and plywood imports specifically, I should like to emphasize the following points 
in relation to the all-important problem of national prosperity: 

I. The need for more imports. 

II. The means to achieve more imports. 

III. The role of hardwood-plywood imports. 


I. THE NEED FOR MORE IMPORTS 


At the outset, it must be emphasized that the level of United States imports, 
like any other purchases, depends in the first instance on the commercial needs 
and capacities of the purchaser. It would be no more proper for the Government 
to say to a United States consumer that he must purchase a foreign-made com- 
modity than it is for the Government to say he must not purchase such a com- 
modity. Except to the extent they may be required by overriding considerations 
of national defense or other vital national purpose, both types of orders are 
unwarranted and unnecessary intrusions into the normal operation of the 
market place. 

Thus, the level of imports can and should properly be determined only by the 
economic needs and capacities of our Nation and its citizens. It will depend, 
in the first instance, not on our governmental trade policies, but on the health 
and size of our economy. For example, no matter what trade policy is effectu- 
ated this year, our housing industry will construct in the neighborhood of 1 
million new homes in 1958, and this will provide a substantial market for a 
variety of imports. If a recession in the United States should cut the housing 
starts to 800,000, there would be a substantial decline in certain imports with- 
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out regard to the governmental trade policy. On the other hand, a sound trade 
policy could increase the housing start from 1 million to perhaps 1,100,000, or 
in time of depression from 800,000 to perhaps 850,000 starts, and thus con- 
tribute to economic growth and expansion at whatever level the economy has 
reached. 

Thus, the governmental policies do not determine the level of imports but 
only the availability of imports. Only the industrial consumer and the ultimate 
consumer can determine whether they want to buy imported goods. The Con- 
gress can only determine whether they can exercise that freedom of choice, and 
what tax they will have to pay if they do exercise it in favor of the imported 
commodity. 

In discussing the need for more imports, therefore, this section is not pro- 
posing a governmental policy to impel the importation of more commodities, but 
rather a governmental policy that will permit the purchase of more imports 
if and when the economic units and consumers in the United States desire to 
exercise that choice. 


A. More imports mean lower costs and greater production for American’s con- 
struction and processing industries 


There are, of course, a wide variety of imported commodities that cannot be 
produced in the United States at all or cannot be produced in sufficient quanti- 
ties to meet America’s industrial needs. These include such items as coffee, 
tungsten, rubber, tin, nickel, and many others. If the United States had to 
produce such items or to invent substitutes for them, there would inevitably be 
a substantial increase in costs to the many industries processing or consuming 
these products. Thus, the availability of these imports is essential to the con- 
tinued prosperity of the American economy and, indeed, to the continued ex- 
istence of many of its industries. These commodities should obviously be out- 
side the realm of controversy, although even here, in the excesses of protec- 
tionist zeal, attacks are sometimes made on these imports. 

In the more controversial area of imports which are more or less competitive 
with domestic production, and where the charge of cheap foreign labor and 
cheap foreign imports is traditionally and blatantly used, there is also a vital 
purpose served by maintenance of these imports—vital to the continued growth 
and prosperity of the American economy. These competitive imports are al- 
most invariably lower priced than the domestic products, with the exception of 
the specialty items which are not directly competitive. Imports of staple com- 
modities must be lower priced, if they are to compete in the market at all, be- 
causé of the many obvious disadvantages of a remote source of supply. Longer 
deliveries, inadequate servicing, complex adjustment schedules, the uncertain- 
ties of customs administration, and other similar disadvantages require a com- 
pensating price reduction before any customer can be induced to buy. This, 
more than wage rates abroad, determines the price level for many imports. Thus, 
in many instances where the foreign suppliers or the United States importers 
are charged with unfair price cutting, they are in reality obtaining the highest 
possible price that the United States market will pay for their product. 

The effect of this lower priced commodity on the United States market, so 
far as America’s processing and consuming industries are concerned, is two- 
fold: 

(1) A quantity of the imports themselves, usually a proportionately small 
quantity, is available at a relatively low price; and 

(2) The price competition offered by these imports prevents any unreasonable 
rise in the price of domestically produced competitive products. 

This price competition is important in the economy at all times, but is par- 
ticularly vital to many of its industries in times of recession or economic ad- 
justment, when price becomes a prominent factor in determining the level of 
production and sales. One of the leading industries facing this problem today 
is the housing industry, which has been plagued by tight credit and rising 
costs for several years. With the current relaxation of credit controls, the 
housing industry is virtually unanimous in concluding that its level of produc- 
tion and its profitability during 1958 will depend in the first instance on pre- 
venting increases in costs. Thus, the profitability and production levels of 
one of our most important industries will depend, in large part, upon the 
availability of imports of plywood, hardboard, soil pipe, pipe fittings, copper 
tubing, brass plumbing goods, and many other commodities essential to the 
construction industry. If these imports were to be stopped or impeded, the 
housing industry would suffer, along with the home-buying public. If these 
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imports are maintained or increased, it may be possible for the housing industry 
to increase its housing starts from 1 million to perhaps 1.1 million in 1958. 

The housing industry, of course, is not alone in this regard. Every American 
construction and processing industry handling imported goods, or domestic 
products competitive with imports, is facing the uncertain future of a cautious, 
price-conscious public. To each of these, the maintenance and the increase in 
imports may determine the issue of profits and, indeed, of survival in the next 
few years. 

An outstanding example of an industry which is completely dependent upon 
the maintenance of imported semimanufactured materials has already been 
cited to your subcommittee. This is the United States flush-door industry, 
which could not have developed and cannot now be maintained without a steady 
flow of imported hardwood plywood. This fact is not only clear from the 
statements of the industry members themselves, but is implicit in the recent 
report of the unanimous tariff commission on hardwood plywood imports. 

Continued and expanded importation of industrial raw materials, which 
comprise well Over half our imports, is therefore essential to the growth, and 
indeed sometimes to the very existence, of many of our domestic industries. 

In the nonfood consumer goods, which constitute only about 10 percent of our 
imports, it is the continued existence and profitable operations of the whole- 
salers and retailers which are dependent upon maintaining the flow of con- 
sumer goods imports. At all times, but particularly in time of recession, the 
maintenance of reasonable prices is an essential element in the volume of 
business done by America’s retailers. Today, the retailers face the same prob- 
lem now plaguing the construction industry—that is, the need for maintaining 
lower costs and reasonable prices in order to encourage a profitable volume of 
business. The availability of lower-priced imports and the price competition 
offered by such imports looms as one of the major answers available to the 
retailers for the maintenance and the improvement of their current levels of 
business. Without these imports, many retail establishments, even those which 
do not themselves handle imported items, will be unable to face the crisis en- 
gendered by the current economic adjustment. 


B. More imports mean more jobs and better jobs for Americans 


It has been established, both by private and official analysis, that at least 
4.5 million jobs in the United States are generated by our foreign trade, which 
means either directly or indirectly by our level of imports. This figure should 
actually be substantially greater, since it does not include the large number of 
jobs in the construction and processing industries which are made possible only 
because of the price competition offered by imported industrial raw materials. 
This includes the housing industry, the door manufacturing industry, the 
retail trade, and the processing industries mentioned in the previous section of 
this report. Although it is impossible to determine exactly the number of jobs 
involved in these various operations, it seems safe to estimate that fully 10 
percent of America’s jobs are dependent, either directly or indirectly, on our 
world trade. ‘ 

On the other hand, authoritative analysis indicates that the maximum number 
of employees who might be displaced by even a total suspension of all tariffs 
(and this is a step far removed from anything being proposed to or being con- 
sidered by the Congress) would not exceed 200,000. This represents no more 
then the normal job displacement that takes place in the United States economy 
every 3 or 4 days, for the Bureau of Labor Statistics in the United States 
Department of Labor reports that about 800,000 persons in the labor force move 
into or out of jobs every month. 

In considering this problem of job displacement versus job opportunities, it 
is essential to consider the true relationship between the many jobs that are 
engendered by America’s world trade and the few jobs that are threatened by that 
trade. It is an obvious truism that the great majority of industries which 
complain about import competition are low-wage industries. These include ply- 
wood, textiles, pottery, glass, gloves, felt hats, farm twine, spring clothespins, and 
many others. For example, in the hardwood plywood industry, which has been 
one of the most vocal and persistent complainers against import competition, 
the average wage was reported by the industry last year to be $1.22 an hour, and 
as recently as 1955 the industry pointed out that two-thirds of its companies 
were paying wages below 90 cents an hour. 

In contrast, the jobs that are generated by world trade and the job opportuni- 
ties that can be created by an expanding world trade are tradetionally high-wage 
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jobs. Average wages in the housing industry, for example, are well over $2 an 
hour, as are those in the major processing and exporting industries. 

As a result, even in those few industries where import competition is causing 
some displacement of local employment, the “protectionists” in these industries 
are asking the Congress to protect a few $1.25-an-hour jobs at the expense of 
many $2.25-an-hour jobs. 

Which of these classes of jobs is better deserving of protection? Which of 
these types of industries will provide better job opportunities, greater expansion 
prospects, higher income and greater prosperity to the American worker and 
to the American economy? These are questions which must be answered in any 
consideration of our foreign-trade policy, for it is impossible to protect the $1.25 
job without restricting or even destroying the $2.25 job. 

Actually, the problem which faces the “protectionist” industries is not a 
problem in meeting import competition, but more basically a problem in meeting 
the competition of other American producers for the American worker. Many 
of these industries, like clothespins and gloves, cannot produce a saleable com- 
modity if they pay standard American wages. If they were to meet the United 
States wage scale, they would be pricing their product out of the market, This 
problem is not caused by imports and has no relation to imports, but is a natural 
outgrowth of the relative productivity of different industries competing in the 
same labor market. Indeed, even at the low wage rate paid in many of these 
industries, the high labor content of the product and the low productivity in 
the industry have resulted in prices too high to fill the vast low-price and 
medium-price markets in the United States. This is what the unanimous Tariff 
Commission meant, in its recent report on hardwood plywood imports, when it 
said: 

“The great expansion in consumption of harwood plywood in the production of 
flush doors would not have been possible if producers had been dependent entirely 
on domestic plywood. Domestic supplies either would not have been adequate 
or would have been available only at prices that would have retarded their use.” 

Thus, if imported plywood destined for the manufacture of flush doors were 
to be barred from entry into the United States, there would be no correspond- 
ing increase in the use of domestic plywood. As the Commission states, “if 
imported panels had not been available, there would have been greater utiliza- 
tion of substitute materials or of other types of doors.” Thus, in this industry 
as in many others, import restrictions intended to benefit low-wage labor 
would not actually provide him with any benefit, but the increased costs re- 
sulting from the import restrictions would retard construction in the United 
States and deprive many workers of their $2.25 jobs in the housing industry. 


©. More imports mean more export sales for American industry, agriculture, 
and mining 

In sales overseas, as in all other sales, our manufacturers, farmers, miners, 
and dealers expect to be paid in dollars. Last year we received about $20 
billion from these sales. These sales could be substantially greater if more 
of our potential customers throughout the world had dollars they could spend 
on American goods. 

How do our overseas customers acquire these dollars? Except for the rela- 
tively small quantities acquired from tourists and military personnel stationed 
abroad or from shipping and other services performed for American concerns, 
there are only two basic ways to acquire dollars—our friends abroad either 
borrow them, receive them as gifts, or earn them. Last year, while our friends 
abroad spent about $20 billion in the United States, they were able to earn only 
about $12 billion. Many of them were able to spend more than they earned 
only by eating into the cash reserves maintained for emergency use. As a 
result, these countries have now had to curtail their United States purchases, 
not out of any discrimination against American goods, but only because they 
do not possess the dollars necessary to buy those goods. United States sales 
are currently declining, and the prospect is for a noticeable reduction in the 
level of United States exports during the coming year. This is a matter of 
major concern, not only to Our manufacturing industries but also to major 
Segments of our agricultural economy and even to segments of our mining 
industries. 

In agriculture, the importance of the export markets can be demonstrated 
by a few simple facts. Export sales take the production of more than 50 
million acres of cropland in the United States, including varying proportions 
of a wide variety of agricultural products. Over 42 percent of our tallow is 
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sold abroad, 37 percent of our tobacco, 36 percent of wheat, 34 percent of milled 
rice, 30 percent of prunes, 29 percent of soybeans, 21 percent of lard, 16 percent 
of cotton, etc. The fact that a small proportion of these agricultural exports 
have had to be financed under Public Law 480, which allows payment in foreign 
currencies rather than dollars, only emphasizes the need for a larger dollar 
supply earned abroad before our agricultural exports can be expanded. 

In the mining segment of our economy, the experience of the coal industry 
illustrates the importance of export markets, for the growing coal exports have 
been the major factor accounting for the recent upswing in the United States 
coal industry. Here, too, the coal industry looks forward to an expanding 
market overseas, but here, too, this market can be of no help to the United 
States mines unless the potential customers abroad have dollars with which 
to pay for the United States coal. 

For the economy as a whole, the importance of this $20 billion worth of 
sales is obvious. With regard to the current economic problems, it might be 
useful to recall that one of the major factors preventing the temporary eco- 
nomie recession of 1954 from turning into a significant economic downturn was 
the continued high level and indeed, expansion of overseas purchases of United 
States goods. Whether or not the tremendous worldwide market for United 
States goods can have a similar effect in the current recession depends in large 
part on the extent to which we encourage more imports and thus provide the 
dollars to our potential customers. 

It is significant also, in the light of the wage discussion in the preceding 
section, to recall that our export industries are for the most part high-wage 
industries, in contrast to the low-wage industries which traditionally complain 
of import competition. Here, too, it must be recalled that as a general rule the 
Government cannot protect a low-wage job facing import competition without 
at the same time destroying a high-wage job producing for export. 


D. More imports mean a lower cost of living and a higher standard of living 
for the American public 


Not only does the maintenance of imports provide the American consumer 
with a wider variety of commercial goods among which he can choose, but 
it also provides him with the opportunity to meet his needs at a lower price 
on both the imported and the domestic products. The price competition offered 
by imported commodities and the lower industrial costs resulting from the use 
of imported commodities both contribute substantially toward lowering the 
cost of living in the United States. At the same time, import competition con- 
tributes to the incomes of American workers and businessmen by channeling 
American production into the high-wage, more-productive American industries 
and away from the low-wage, high-labor-content, uneconomic industries. 

The result of these two factors is a wider variety of consumer goods, at a 
lower price, purchased by people earning higher wages and making greater 
profits, all under the system of free competitive enterprise which has made the 
American economy the strongest and greatest in the world. Government inter- 
ference with this normal and beneficial economic process should be avoided, 
except upon clear justification of national defense or other vital national 
purposes. 

II. THE MEANS TO ACHIEVE MORE IMPORTS 


The initial requirement for an expanding level of imports is, of course, a 
healthy and expanding economy in the United States. But at whatever level, 
a program that permits and encourages a higher level of imports will provide 
better health and more expansion to that economy. 

Particularly in times of temporary recession, the stimulus of increased im- 
ports and exports can help in large measure to prevent a significant downturn 
in the economy. This is the time, more than any other, when the domestic 
economy demands the increased jobs, higher wages, lower costs, greater sales, 
and lower prices resulting from an expanding level of imports. 

Does this mean that the United States industries that have been hiding 
behind the protection of tariff walls for so many years should suddenly be 
exposed to the competitive onslaught of free trade? No, for this would be 
neither equitable, wise, nor practicable. A sudden elimination of all existing 
tariffs, while beneficial to the national economy in the long run, would impose 
undue hardships on several score industries and on several thousand workers 
in those industries. 
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While the loss to these few protected people would, on balance, be more 
than offset by the gain to other industries and workers, and indeed gain to the 
Nation, this minority nevertheless has rights that demand protection. These 
rights do not include freedom from competition, for this is the antithesis of 
our American economic system; nor do they include the right to continue 
marginal or uneconomic operations at the expense of the consuming public 
and the Nation; nor do they include the right to subsidize low-wage jobs at 
the expense of high-wage jobs that would benefit the worker and the Nation. 

Then what is the protection these companies are entitled to? It is a guaranty 
of gradualism—of sufficient time to adjust their operations to the changing 
competitive circumstances of the market—plus a guaranty of fair competi- 
tion—i. e., no unfair price cutting, no patent violations, etc. They have a 
right to no more, and the Nation has no interest in granting them more. 

If the protection in our foreign-trade policy were limited to this proper 
purpose, there would be a concomitant protection to America’s world traders 
that would encourage a reasonable and highly beneficial expansion in our 
foreign trade. This would be a guaranty against the persistent harassment 
that has plagued so many of our imports. It would tell the United States 
importer and his foreign supplier that, so long as they engaged in fair com- 
petition and did not seek to bankrupt the domestic industry, they could con- 
tinue and expand their sales in this market without governmental interference. 

Such a program of stability would be infinitely more important to our world 
trade goals and our economic needs than any of the projected programs for 
further tariff reductions. Except in the case of the 200 or so items still paying 
duties of moré than 50 percent, there is not much room left for further tariff 
reductions. Duties have already been reduced on approximately 90 percent 
of the products listed in the Tariff Act—most of them by 50 percent, many by 
75 percent or even more. 

Further tariff cuts would undoubtedly be beneficial by encouraging more of 
the trade that brings such beneficial results to our economy and our security. 
And sometime in the near future we may find the power to cut tariffs essential 
if we are to continue our vital trade in the face of the European Common Mar- 
ket and other regional trade arrangements. 

But for now, as so many witnesses before your subcommittee pointed out, a 
program of stability offers more prospects of a beneficial increase in trade 
levels without any drastic or sudden impact on the domestic industries facing 
import competition. The elements of a program of stability include reasonable, 
middle-of-the-road administration of the escape clause, the Antidumping Act, 
peril points, section 22, the National Security Amendment, and other restrictive 
devices whose extreme interpretation in recent years has threatened the bene- 
fits of the reciprocal trade program. Some of the detailed elements of this 
program have been spelled out in the original paper I submitted to your sub- 
committee’s compendium on foreign trade policy, and need not be repeated here. 
But their basic purpose is to end the era of fringe protection that has discour- 
aged our trade in recent years, to encourage a maximum level of world trade 
to the benefit of the American economy, while giving domestic industries the 
time to make the necessary economic adjustments to their own advantage and 
the advantage of the Nation. 


Ill. THE ROLE OF HARDWOOD PLYWOOD IMPORTS 


In the panel hearings before your subcommittee, there was no attempt to spell 
out the voluminous details involved in the problem of hardwood plywood 
imports, for two reasons: First, because your subcommittee was primarily 
interested in the general problems of foreign trade policy, rather than the 
details of any one particular case; and secondly, because this committee and 
the Congress have already established the proper forum for investigating the 
details of any particular case. 

If the domestic hardwood plywood industry is claiming to be injured by 
reason of increased imports, then the proper place for an investigation and full 
discussion of this claim is the United States Tariff Commission. 

As a matter of fact, this is the body which did investigate the claims of the 
domestic hardwood plywood industry, and did thoroughly explore the impact 
of the increasing imports of Japanese hardwood plywood, and only 2 years ago 
reached the unanimous conclusion that these increased imports were not causing 
or threatening any injury to the domestic industry. Their conclusions that the 








FOREIGN TRADE POLICY 


imports were supplementing rather than supplanting domestic production, that 
they were actually opening up new markets for hardwood plywood, and that 
they were providing the essential raw materials for several domestic manu- 
facturing industries have already been explained to this committee. If the 
domestic hardwood plywood industry believes that circumstances have changed 
since the issuance of this unanimous Tariff Commission report, then the proper 
forum for the filing of a new complaint is the Tariff Commission, rather than 
this Congress. 

It is primarily for this reason that we did not seek to burden the record 
before your subcommittee with the full facts and details of this import prob- 
lem, but instead used some of the facts as being illustrative of the general 
problems involved in the administration of our foreign trade programs. How- 
ever, in order to keep the record straight, I feel that it is imperative that some 
of the misstatements made by Mr. Hawes in his written presentation and Mr. 
Doherty in his oral presentation should be brought to the attention of your 
subcommittee members. 

In citing the levels of production for the domestic industry, the spokesmen 
for the industry persist in ignoring a substantial portion of the United States 
hardwood plywood production facilities. As the Tariff Commission pointed out 
in its report, domestic production of hardwood plywood is from 50 to 60 percent 
greater than any of the figures cited by Mr. Hawes or Mr. Doherty. By ignor- 
ing the very substantial production of hardwood plywood used in the manu- 
facturer’s flush doors, furniture, or other end products, the domestic representa- 
tives are able to point to an artificially low level of domestic production. This 
attempt at distortion was rejected by the Tariff Commission and should simi- 
larly be rejected by this committee. 

In discussing the profit position of the domestic hardwood plywood com- 
panies, the domestic spokesman failed to point out the tremendous expansion 
in hardwood plywood manufacturing facilities during the past year or more. 
The new facilities described by the Georgia-Pacific Corp. in its annual report, 
and the new $60 million plan built by the United States Plywood Corp. in 
Orangeburg, 8S. C., are both devoted to the production of hardwood plywood 
specialties. These and other actions by the domestic companies attest to their 
confidence in the future of hardwood plywood production, as a means of 
offsetting their current losses in softwood plywood, a commodity which faces 
no import competition. 

No mention is made by the domestic spokesman of the basic problem facing 
all users of timber, that is, depletion of the fine stands of hardwood lumber 
and greater reliance on remote supplies or inferior secondary growth. Com- 
pany records reveal the closing of several hardwood plywood plants in Vermont, 
Wisconsin, South Carolina, and elsewhere because of depletion and the in- 
creased costs of transporting lumber from distant hardwood stands. 

The major competitive problems facing the domestic hardwood plywood in- 
dustry do not include imports, for the Tariff Commission has pointed out that 
these imports were for the most part supplementary to, rather than in direct 
competition with, the domestic production. The competitive problems, which are 
admittedly serious ones for the hardwood plywood industry, include the tre- 
mendous expansion in the production of domestic hardboard, which is replacing 
many of the thinner plywood panels in their traditional uses; the phenomenal 
growth in the particle board industry, which is replacing the thicker hard- 
wood plywood panels at about half the plywood cost; and the development of 
chipboard, plastics, and other substitutes being produced and used in place of 
plywood. It would make as much sense for the Congress to impose a quota 
on domestic production or hardboard, in order to protect the domestic hardwood 
plywood industry, as it would to impose a quota on imports of hardwood ply- 
wood—in fact, it would make even more sense since the domestic hardboard is 
directly competitive with some of the domestic plywood, while the bulk of 
the imported plywood is not. 

At the time of the Tariff Commission hearing, about 81 percent of the 
Japanese plywood entering this country consisted of doorskins, for use in the 
production of flush doors. The extent to which these imports permitted the 
development of the United States flush-door industry, and the extent to which 
that industry is dependent upon maintenance of these imports, was described 
by the Tariff Commission and has been presented to this subcommittee. Since 
that time, there has been a gradual change in the composition of the Japanese 
plywood imports, as the imports as well as the domestic production have ad- 
justed their production schedules to meet changing demands. Currently, door- 
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skins still make up the bulk of Japanese plywood imports, constituting at the 
present time about 60 percent of all such imports. Thus, they are still the most 
important item in plywood imports, and the thorough analysis of this specifica- 
tion by the Tariff Commission is equally applicable today. A smaller portion 
of the current imports consists of hardwood plywood panels intended for use 
in kitchen cabinets, trailers, boats, and other such end uses. It is significant 
that, to the extent that the composition of plywood imports has changed, the 
increase in imports has been in exactly the same fields where the domestic hard- 
wood plywood industry has increased its sales. In the end-use categories 
where domestic sales have diminished, these markets are not being filled by im- 
ported plywood but are being taken for the most part by other domestic com- 
petitive products. For example, the very substantial market previously exist- 
ing for hardwood plywood in radio and television cabinets is now being taken 
over by hardboard, light metals, and other domestic products. Thus, the 
minor changes in the makeup of the Japanese plywood imports serve only to 
emphasize the Tariff Commission’s conclusion that these imports do not re- 
place domestic production of hardwood plywood, but actually supplement them. 

The prices cited by Mr. Hawes at page 1120 of the compendium, intending to 
illustrate the very low price of the Japanese plywood imports, are representative 
of nothing except one offering by one importer of a type of plywood constituting 
a tiny fraction of the total imports. If the point of the presentation is that 
Japanese hardwood plywood is cheaper than domestic hardwood plywood, this 
is admitted. This, in fact, was cited by the Tariff Commission as the reason 
for the importance of these imports to the domestic economy. As the Commis- 
sion noted, the domestic hardwood plywood industry cannot produce an attrac- 
tive panel at a price which makes it possible for use in low-cost and medium- 
cost housing. If the imported plywood were not available, this need could not 
be met by the domestic industry. It is for this reason that the Commission 
concluded that the imports had opened up new markets for hardwood plywood, 
and were, therefore, actually benefiting the domestic industry rather than sup- 
planting its sales. 

Both Mr. Hawes and Mr. Doherty comment on the voluntary export quota 
imposed by the Japanese Government on their plywood exports. Both fail to 
realize that, because of the substantial time lag between Japanese departures 
and American arrivals, the Japanese export figures are not always identical 
with the United States import figures. Moreover, there is nothing in their 
reports which indicate that the Japanese export quota has been violated. The 
increase that occurred in Japanese plywood shipments to North America was in 
the uncommon and limited types and species of plywood which were not subject 
to quota controls. The major types and species of plywood entering the United 
States were subject to export quota control, and the volume was in accord with 
the quota requirements. Since October 1957, all types of Japanese plywood 
exports have been subject to quota controls imposed by the Japanese Govern- 
ment. These complete controls now affect sen, birch, and other types, as well 
as the lauan (Philippine mahogany). 

The quota imposed by the Japanese Government in 1955 is a rare example of 
the unusual extremes to which Japan has gone in seeking cooperation with the 
United States. It is most unusual, we submit, that after a unanimous finding 
by the Tariff Commission that these imports were not causing, or even threaten- 
ing, any injury to the United States hardwood industry, the Japanese Govern- 
ment nevertheless took drastic steps to control its exports to this market in 
order to assure future amicable relations. It is not uncommon for such con- 
trols to be applied when competitive injury to the domestie industry has been 
found, but we submit it is most unusual to have such controls imposed where 
there has been complete vindication of the world traders’ position that no com- 
petitive injury has been caused or threatened. 

In his paper, Mr. Hawes asks four questions which summarize his view of 
the Japanese import problem and the alleged attempt of the Japanese to take 
over the United States market (p. 1131). These questions, and the obvious 
answers to them, are as follows: 

(1) “Why did they disregard the quota?’ It is obvious from the export 
figures that the quota was not disregarded, that every plywood type and species 
subject to the quota was kept within the prescribed limitations, that the rela- 
tively small increase in imports was in the unusual species not subject to quota, 
and that all types of Japanese plywood are now under quota control. 

(2) “Why is the sales price of the Japanese plywood approximately one-half 
the price from other countries?” The Japanese use a less expansive raw mate- 
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rial, which is not available to, or utilized by, other plywood producers; they con- 
centrate on the thinner and therefore less expensive plywood panels; their con- 
centration on a few varieties permits all the advantages of large-scale production 
and low unit costs; and they have an operation which is recognized as one of 
the most efficient in the world. Moreover, as pointed out previously, it is the 
low price at which these attractive panels can be imported into the United 
States that has opened the new markets within this country and developed 
new uses that the domestic industry has never been able to fill. 

(3) “Why are the quantities exported to the United States constantly in- 
creased when the injury to the domestic industry is well known?’ Mr. Hayes 
here perists in refusing to remember that only 2 years ago a unanimous Tariff 
Commission found that there was no injury to the domestic industry being 
caused or threatened by the increased imports of Japanese plywood. This 
import-caused injury is not only not well-known, it does not exist. 

(4) “Why are the Japanese increasing their shipments of thicker panels and 
specialties, such as grooved and prefinished panels which were first developed 
and first promoted by the domestic producers?” The Japanese are not shipping 
any prefinished panels to this market. As to the other specifications, which 
are increasing but still constitute only a minority of Japanese plywood imports, 
this development is a natural consequence of changes in market conditions and 
consumer tastes, and the bulk of the increase in imports has taken place in 
exactly the same fields where the domestic industry is also increasing its sales. 

Finally, Mr. Doherty in his oral presentation attempted to answer our exposé 
of “the plywood hoax,” which revealed the specious nature of the claim that 28 
plywood plants had been closed during the past 2 years because of cheap ply- 
wood imports. In listing the 28 plants by name, Mr. Doherty admits that 4 of 
the plants did not belong on the list at all, 2 having been listed in error (No. 6 
and 22), 1 was not a plywood plant at all (No. 18), and 1 was not closed but was 
still in operation (No. 19); he implicitly admits that 3 of the mills were not 
closed because of import competition but were demolished by fire (Nos. 8, 10, and 
16) ; he fails to point out that the same plant is frequently listed twice (for 
example, Nos. 10 and 14 are the same plant, and Nos. 15 and 17 are the same 
plant) ; he fails to note that some of the plants (for example, No. 24) produce 
a type of plywood which is not imported at all and which is not subject to 
import competition; he fails to note that at least 1 of the plants (for example, 
No. 4) was closed before there were any substantial imports of plywood; and 
he refuses to recognize the wide variey of reasons cited specifically in our list of 
the 28 plants showing financial difficulties, labor shortages, depletion of natural 
resources, plant consolidations, and the other listed reasons for the shutdowns. 
Our files contain specific information on each of these plants, most of it obtained 
from impartial, unbiased, disinterested investigators, and we shall be glad to 
provide specific data to the committee at any time. 

In general, imports of hardwood plywood provide a clear example of the 
benefits to the American economy and to all affected industries resulting from 
an increase of the level of imports. These imports are the basis for the existence 
of the flush-door manufacturing industry, and contribute substantially to the 
profitability and the expansion of the housing industry, the trailer industry, 
the boatbuilding industry, and to a lesser extent the furniture manufacturers 
and other end users of hardwood plywood panels. These benefits are not only 
clear from the record, but they have the unusual distinction of having been 
officially recognized by the expert factfinding body created by the Congress to 
investigate the very charges made in this cause. 

The effect of a quota or a prohibition directed against imported hardwood 
plywood would be of little or no bnefit to the domestic hardwood plywood 
industry, but would destroy the door manufacturing industry and would seriously 
injure the other industries dependent in some degree either on the imports or on 
the price competition offered by these imports. The result would inevitably be 
fewer jobs, lower production and higher costs—to the detriment of all segments of 
the economy. 

IV. CONCLUSIONS 


As we increase our imports, we are importing more jobs and better jobs for 
the American worker, lower costs and greater productivity for the American 
manufacturer, and greater sales for American industry and agriculture. This 
obvious and direct gain is in addition to our selfish interest in an expanding 
level of trade that provides strength to our free-world allies and hope to the 
uncommitted nations of the world. 
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Whether or not we import more goods should depend not on Government 


. policy but on the free choice of America’s businessmen and consumers to pur- 


chase what they want at a price they are willing to pay. 

Government intrusion into this normal market-place operation, whether by 
unreasonable tariffs or other import restrictions, is unnecessary and unwar- 
ranted unless demanded by the requirements of national defense or other 
primary national interest. 

In the immediate problem of economic recession, we face a choice between a 
return to the Smoot-Hawley philosophy which deepened the depression of the 
thirties, or an expansion in the world trade which helped keep the 1954 “economic 
adjustment” from turning into a depression. 

To encourage this increasing trade in our own self-interest, a program of trade 
stability, rather than further tariff cuts, offers the best hope for promoting trade 
while retaining the maximum protection to which competing domestic industries 
are entitled. 

True protection for the American worker lies in protection of the productive 
high-wage job, not the uneconomic low-wage job. True protection for American 
industry and agriculture lies in the protection of lower costs and rising sales, 
not in the preservation of marginal operations. True protection for the Nation 
lies in promotion of the national interest, not in the subsidization of selfish 
economic interests which cannot compete in the market place. 

The high-tariff interests have usurped the term “protectionist” for their own 
selfish ends. The true protection lies in a liberal program of trade expansion, 
in the interest of our own national prosperity and national security. 

Respectfully submitted. 

WILLIAM J. BARNHARD. 


(Hearing adjourned at 3:50 p. m., Friday, December 6, 1957.) 
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MONDAY, DECEMBER 9, 1957 


Howse or REPRESENTATIVES 
SUBCOMMITTEE OF THE COMMITTEE ON WAYS AND MrAns. 
Washington, D. €. 


The subcommittee met at 10 a. m., pursuant to adjournment, in the 
main hearing room of the Committee on Ways and Means, Hon. Burr 
Harrison (acting chairman of the subcommittee) presiding. 

Mr. Harrison. The committee will come to order. 

Today’s panel discussion of the subcommittee is: “Foreign Trade 
Policy in Relation to the National Security.” The persons on this 
panel are particularly familiar with the petroleum and heavy elee- 
trical equipment situations and no doubt much of the discussion will 
relate to these industries in relation to the national security and the 
impact of import competition. It is not the purpose of the subcom- 
mittee, however, to be especially concerned with these two cases; 
‘rather, it is recognized that these cases are ones in which national 
security considerations have been emphatically raised and that they 
provide important illustrations relating to the policy issues involved 
in the impact of national security considerations on our foreign trade 
and tariff legislation. 

IT want to thank the members of the panel for giving us the benefit 
of their experience and studies on the problems with which we are 
concerned today. The participants in the panel are: 

Russell B. Brown, general cqunsel, Independent Petroleum Associa- 
tion of America 

Cecil L. Burrill, chief economist, Standard Oil Co. only (New 
Jersey ). 

Otis H. Ellis, general counsel, National Oil Jobbers Council. 

Klaus Knorr, Center of International Studies, Princeton Uni- 
versity. 

Jerome Jacobson, International Economic Consultants of Wash- 
ington. 

William T. Phillips, professor of international economics, School 
of Advanced International Studies, Johns Hopkins University. 

Philip D. Reed, chairman of the board, General Electric Co. 

Mr. W. E. Turner, executive vice president of the Texas Inde- 
pendent Producers and Royalty Owners Association, has been in 
touch with the subcommittee with a view to participation in this 
panel and was invited to do so. He has telegraphed, however, that 
illness prevents his attendance. I understand that he is submitting a 
statement for inclusion in the record of the subcommittee. This state- 
ment will appear in the record at the end of today’s proceedings. 
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In addition to the papers included in the compendium bearing on 
the subject of today’s panel discussion, the subcommittee has received 
and distributed to participants in the panel papers from Mr. Cecil 
L. Burrill, Standard Oil Company of New Jersey, and from Inter- 
national Economic Consultants of Washington. 

I understand that Mr. Philip Reed cannot be with us this afternoon. 
Partly for this reason but also because I think it might be advan- 
tageous to deal with the more general issues before there is any ex- 
tensive discussion of the petroleum case, I suggest that Mr. Russell B. 
Brown, Mr. Cecil L. Burrill, and Mr. Otis Ellis might defer the usual 
opening statements they may wish to make until the opening of the 
afternoon session. I certainly do not mean to suggest, however, that 
they should not feel free to enter into the discussion as they find ap- - 
propriate. Also I hope that the other members of the panel will par- 
ticipate in the afternoon discussion of the petroleum case. If this 
procedure is agreeable, therefore, I would suggest that the other mem- 
bers of the panel make their opening statements in order to start the 
general discussion. I hope we can have some general discussion before 
Mr. Reed finds it necessary to leave us. 

I would call your attention to the fact that we have been able to 
provide only two microphones on the tables at which the panel is 
sitting. I think it would be well if, as each person speaks, he avails 
himself of the microphone in order that he may be heard throughout 
the room. 

If the procedure I have outlined is agreeable I will now call upon 
Mr. Knorr to make any statement that he considers appropriate to 
outline his views on the subject at hand. 

Now, Mr. Reed, do you have someone with you whom you wish to 
identify ? 

Mr. Reep. I have with me, my right arm, sir, Mr. Lawrence Wood, 
general counsel of one of our important divisions. 

Mr. Harrison. We will note that Mr. Reed’s right arm is Mr. Wood. 
We are happy to have you with us, sir. 

We will now hear from Mr. Knorr. : 


STATEMENT OF KLAUS KNORR, CENTER OF INTERNATIONAL 
STUDIES, PRINCETON UNIVERSITY 


Mr. Knorr. I will be very glad to summarize, as best I can, the 
statement which I originally presented and which is printed in the 
compendium. 

Mr. Harrison. I might say that the committee recognizes that you 
gentlemen are guests and we are very happy to have you here. I do 
not want to put any restrictions on any presentation here. I might 
say, however, we have invited you to dinner but we have only so much 
turkey to divide—just so much time. 

We would like to have you make opening statements and we hope 
that everyone of you will bear that in mind so that we will have plenty 
of time during the day to hear from everyone and to have a complete 
panel discussion in the afternoon. We will have 2 hours in the morn- 
ing and 2 hours in the afternoon which we can devote to this discussion 
today. 

Mr. Knorr. I understand that you want me to be brief and T shall 
try to do that. 
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Mr. Harrison. You might summarize your paper in the compen- 
dium, as you suggested. 

Mr. Kworr. My paper was in two parts. In the first part of the 
paper I argued "that arguments for tariff protection on defense 
grounds are all based on a concept of a mobilization protential. This 
concept was derived from the experience of the last two wars and is 
irrelevant from the viewpoint of all of the defense planning under- 
taken by the American Government at this time. No one who studies 
the defense problem confronting this country can say this country is 
trying to prepare, and commit any substantial resources to prepara- 
tions ‘for, a war of the kind that occurred during the last two world 
wars. The general expectation is that it will be either an all-out 
thermonuclear war—to deter which we must mobilize and be fully 
prepared militarily before hostilities are precipitated—or relatively 
limited military operations in the peripheral areas of conflict between 
the Soviet Union and the free world. In this case, again, the over- 
whelming need is for highly mobilized forces before hostilities break 
out. 

However, in the case that a limited war will be of somewhat larger 
proportions than a brush fire—for example, on the scale of the Korean 
conflict—some additional mobilization will be necessary. However, 
such additional mobilization will be relatively moderate. Therefore, 
to the extent that we want to prepare for such limited wars, we do not 
require a large complement of industries that we would not have with- 
out special protec tion. But we might want to make advance prepara- 
tions for increasing the output of some industries immediately pro- 
ducing weapons and of the immediate suppliers of these defense in- 
dustries. 

I also pointed out in the first part of my statement that since this 
country faces, for an indefinite period, the need to assume a very large 
burden of defense, reflecting itself in a very high defense budget— 
and since we have no expec station that the size of this effort can be 
diminished in the foreseeable future—it is obviously important that 
this country will manage the largest rate of economic growth that is 
possible because the larger our national income the easier it will be 
to bear the burden of a high defense effort. To maintain a substan- 
tial degree of competition, ‘international as well as domestic, is to pre- 
serve one of the conditions of rapid economic growth in the United 
States. 

In the second part of my statement I said that to the extent we 
still wish to search for a partic ular industry or industries requiring 
some degree of public assistance in order to be able to expand produc- 
tion in the case of a limited war effort—not the kind of war effort 
that had to be undertaken during the First and Second World Wars— 
there is a real problem of finding valid criteria for selecting these in- 
dustries; criteria that could be automatically applied. It is my be- 
lief that no such criteria exist and that each case would have to be 
studied individually. 

It is also my belief that the need for such assistance will be ex- 
tremely rare and marginal. I cannot possibly conceive of more than 
a few industries, such as aircraft and perhaps petroleum, that will 
require assistance for defense purposes. 

Now, if one wants to investigate whether a particular industry re- 
quires such assistance, it is first of all necessary to make an inquiry 
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into how much of an output might be required, not in a massive, 
lengthy war of attrition that we had during the last two wars, but 
in a limited war of the Korean type. 

Secondly, we must then inquire into the existing possibilities for 
expanding output. Now, it seems to me that in practically all cases 
the industries concerned will not be subject to competition by imports 
from the outside world and if, in a few cases, there should be such 
competition, it would have to be determined whether foreign com- 
petition causes a capacity which is not quite sufficient for preparing 
this country for a limited war. 

The question of means is the next point to be considered. Even 
if some public assistance would be required in a few defense in- 
dustries, we must not rush to the conclusion that it is import tariffs, 
or import quotas that are the best instruments for the purpose. They 
may not give us best results because we do not know how producers 
will react in response to increases in tariff protection. Producers 
might raise prices rather than expand output capacity. 

Secondly, if we consider resorting to import restrictions, we must 
also be aware of the heavy costs attached to the use of this particular 
instrument. 

Thus I pointed out that if we increase import restrictions we will 
damage the economies of our allies, and neutral countries in the out- 
side world. From a broader viewpoint of national security, we can- 
not afford at this time to do anything that will reduce the economic, 
and therefore the political, and military viability of these countries. 
It is also quite clear that if we use import restrictions and our imports 
decline, this must mean in the long run that our exports will decline 
also, and this will to some extent mean that some of our defense 
industries, which are also export industries, will be harmed. 

Finally, there is a real cost to the consumer and to the efficiency 
of the national economy involved in using import restrictions. There- 
fore, I concluded that, in the very few cases in which it is really 
reasonable to argue for some measure of public assistance to defense 
industries we should not rush to the conclusion that import restric- 
tions are the best tool. There may be other more direct forms of 
assistance which will not entail the kind of costs that will be attached 
to the use of import barriers. 

That briefly outlines the case that I presented to the committee. 
Mr. Harrison. We thank you, sir. 
We will now hear from Mr. Jacobson. 


STATEMENT OF JEROME JACOBSON, INTERNATIONAL ECONOMIC 
CONSULTANTS OF WASHINGTON 


Mr. Jacozson. In today’s testimony I should like to cover briefly 
the main points made in the papers in two parts which we were 
privileged to submit to this subcommittee. 

In the first paper we argue, as does Dr. Knorr in his excellent 
paper, that missile nuclear warfare has outmoded policies which would 
limit imports in the interest of protecting the mobilization base. 
Unlimited warfare will be fought, decisively and perhaps to mutual 
extermination with weapons in hand. It will not be won with an 
outpouring of weapons after the first atom bomb has fallen. This 
is the heart of our defense planning. Nevertheless, representatives 
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of many industries, including the electrical equipment industry, con- 
tinue to argue that import restrictions are essential to national se- 
curity. Thus Mr. Reed, representing the General Electric Co., 
agrees that imports of power equipment are insignificant, less than 
one-half of 1 percent of domestic production, yet he claims that the 
use of any foreign power equipment would be unwise because in the 
event of breakdowns vital power would be interrupted with serious 
consequences to the mobilization base. \ 

Let us examine this argument, recognizing the three possibilities 
that confront us: 

The first is a period of military buildup without war—the situation 
we are in today. Under these conditions a breakdown of foreign 
equipment would create no more interference with production than 
when domestic equipment breaks down. With facilities maintained 
here, foreign firms can make routine repairs as readily as can Ameri- 
can firms. In the rare cases of major equipment failures, repair time 
may be several months longer if the equipment must be shipped over- 
seas to the manufacturer’s plant. However, our power systems, can 
easily stand the added delay. They have reserve facilities and, 
through interconnecting grid lines, are almost always able to shunt 
surplus power from one area to meet deficiencies in others. These 
reserve facilities and interconnecting lines are planned as integral 
parts of our power system precisely because failures of equipment- 
foreign or domestic—are inevitable. In any case, major failures are 
rare, are not likely to occur simultaneously, and are geographically 
dispersed. It is therefore extremely unrealistic to imagine that vital 
production in this buildup period would be halted merely because our 
power systems have installed foreign-made equipment. 

What I have just said is just as applicable to production in lim- 
ited war—another Korea or another Indochina, the second possibility 
we face. Sea lanes would remain open and foreign facilities would 
continue producing, supplying spares, effecting repairs and so forth. 
To imagine otherwise—to imagine that the territories of our princi- 
pal Enropean allies were under attack—would mean not limited but 
unlimited war. Thus again production will be unaffected by equip- 
ment failure even during limited war. 

Finally there is the third possibility : unlimited nuclear missile war- 
fare. Russian ICBM’s will obviously not distinguish between 
American and foreign-made power equipment and Schenectady or 
Pittsburgh may be hit before Coventry or Milan. Thus the ability 
of American manufacturers to repair equipment becomes extremely 
problematical. 

Dr. Enke of the RAND Corp. has made the additional point that in 
unlimited war, we alone may be under nuclear attack while our allies 
may be spared. If so, American factories would be obliterated and 
we might find ourselves dependent on foreign sources for rehabilita- 
tion. Whether there will be an afterward is uncertain. What seems 
certain is that the devastating damage we will suffer during nuclear- 
missile warfare eliminates any possible argument for the exclusive 
use of American made power equipment on ground of more prompt 
repair. 

Thus, whatever the nature of warfare, foreign power equipment 
will not cause any loss of production. Why then should its use be 
foregone? Why should the Government not save millions of dollars 
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purchasing it? Why should we not gain all the advantages of the 
foreign trade which Dr. Knorr has spelled out so well? é 

It seems clear that the age of nuclear warfare has generally invali- 
dated the concept of a mobilization base in the traditional sense. Yet, 
section 7 is largely tied to this concept. Is there any purpose, there- 
fore, in retaining section 7? It is an open invitation to many to enter 
claims for protection from imports on security grounds where no 
such grounds exist. 

If a firm such as General Electric, which is heavily involved at 
home and abroad in the developments of the nuclear age, can seek 
such protection, other firms far less well situated than General Elec- 
tric to appreciate the broader issues will also enter such claims, in- 
deed many have. Need I mention more than the claims of the dental 
burr, wooden boat, and stencil silk industries among others ? 

I would accordingly recommend to the subcommittee that section 
7 be eliminated from new legislation or that it be surrounded by 
strict tests that would admit import relief only for those industries 
that are vital in the building up and sustaining of our military forces. 

I now come to the point made in our second paper, which is essen- 
tially this: Why not make greater use of the industrial resources of 
our allies to meet some of the needs of our defense industries and 
some of the requirements of our military forces ? 

By procuring more of these requirements overseas from our Euro- 
pean allies we could achieve substantial economies and at the same 
time make a major contribution toward further cementing the NATO 
alliance. 

We propose that the military departments and their contractors be 
encouraged to procure their requirements overseas whenever such 
action promises substantial economies or other benefits to the mutual 
defense effort. It is evident that this would require repeal of “Buy 
American” legislation as it applies to the military services. 

Traditionally, of course, we have met our military requirements al- 
most exclusively from domestic sources. There were formerly com- 
pelling reasons for so doing—the mobilization base concept which I 
have already discussed, the advantages of having sources of supply 
within the strategically secure borders of the United States and the 
fact that we were not as dependent as today on the cooperation of 
our allies. 

Now, all this has changed. The NATO alliance is a keystone in 
our defense plan. To maintain effective deterrent power against the 
U. S. S. R., we need bases in Western Europe for our bombers and 
for our IRBM’s. We have entered a period of prolonged cold war 
throughout which the NATO alliance must endure. But this will 
require popular support especially in Europe and on this score all 
signs are not encouraging. Because they are so heavily dependent 
on us for modern weapons, Europeans often resent their seeming role 
as cannon fodder. If we support production of modern weapons in 
Europe, we can help reduce their sense of overdependence on us for 
weapons and protection. 

And if we are in earnest about plans to use the best scientific brains 
within the alliance in a cooperative effort to overcome our lag in 
weapons development, we must be prepared to make this a two-way 
operation. We cannot pick European asin and run. If European 
budgets are insufficient to finance the production of modern arms, 
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we should consider joining our allies in setting up new production 
lines, not as a form of aid, but simply by procuring some of our 
requirements in Europe. 


ffshore procurement could yield some substantial economies. 
Many items can be procured more cheaply overseas than in the United 
States. But even where we can make no direct saving ourselves, by 
pooling some of our purchases with those of our allies, we may 
enable them to procure items which otherwise have been produced 
only at exorbitant costs because of the small quantities involved. 
The savings the Europeans would thereby realize may permit them 
to procure other items which would otherwise have io requested 
from us under military aid. If so, there would actually be a saving 
for the United States. 
I believe that the advantages of the approach we have proposed 
far outweigh the possible objections. These objections are examined 
in considerable detail in our second paper and I believe adequately 


answered. But I will not take the committee’s time to go into them 
at this point. 


Let me conclude with this observation: the tremendous defense 
effort facing us makes it essential that it be as little wasteful of the 
Nation’s resources as possible. If overseas procurement of a part 
of our military requirements will yield net savings, we should not 
deny ourselves this opportunity. If it can contribute to strengthen- 
ing bonds with our allies, we should seek it out. 

I therefore suggest to this committee that it endorse the procure- 
ment policies that we have advocated and, to that end, I recommend 
repeal of “Buy American” legislation. 

(The following was submitted for the record :) 


THE RELATION OF UNITED STATES TRADE AND GOVERNMENT PROCUREMENT POLICIES 
TO NATIONAL SECURITY 


Submitted by International Economic Consultants of Washington 


The attached paper is being submitted to the Subcommittee on Foreign Trade 
Policy of the Committee on Ways and Means. It has been prepared in response 
to the subcommittee’s general invitation for comments or observations on the 
papers or subject matter of the compendium. 

The paper is in two parts. Part I is a rebuttal to the statement submitted by 
Mr. Phillip Reed, chairman of the board, General Electric Co. Mr. Reed argues 
for import restrictions on electric power generating and distributing equipment 
in the interest of national security. In rebuttal, it is argued that in this nuclear- 
missile age, such restrictions would be detrimental to the national security. 

Part II proposes that the United States procure more of its military require- 
ments from NATO countries. It is argued that such greater use of the allied 
industrial potential will permit more efficient utilization of free-world resources 
and serve to cement the NATO alliance, keystone in our national security plans. 
PART I. IMPORTS OF POWER EQUIPMENT PROMOTE NATIONAL SECURITY—A REBUTTAL * 

Alleged national security considerations are all too frequently advanced as 
arguments for import restrictions which serve more to protect domestic industry 
from foreign competition than to advance the Nation’s security interests. 
Distinction between the national interest and individual interests is easily blurred 
and the latter are apt to be identified with the former. 

This criticism can be made of the paper entitled “The National Security as 
Affected by the Importing of Power Producing Equipment” which has been 
submitted to the subcommittee by Mr. Phillip D. Reed, chairman of the board 
of the General Electric Co. The case this paper makes for protection of the 


1 International Economic Consultants of Washington is consultant to Industrie Elet- 


triche di Legnano, an Italian manufacturer of power transformers which are sold to the 
U. S. Government. 
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domestic power equipment industry on grounds of national security does not 
stand up on close examination. For Mr. Reed’s major premise is that the out- 
come of any future war will be largely determined by the strength and capacity 
of our industry after war breaks out. This thesis in 1937, or even in 1947, 
might have been accepted as valid, but not in 1957. 

In striking contrast, we have the official view of the Chairman of the Joint 
Chiefs of Staff, General Twining: “If war is thrust upon us, we will have to win 
it with the weapons in hand. Time will no longer be available to marshal our 
resources.” * 

The overriding question, then, is how to become stronger now—not after- 
ward—more quickly. If the enemy is convinced of our ability to destroy him 
as he can destroy us, he may be deterred from foolhardy measures. 

If this view is accepted, there could be a valid objection to imports only if it 
could be demonstrated that they would interfere with the rapid buildup of our 
forces in being and of our capacity to sustain them. Mr. Reed has not done 
this in the case of power equipment for it cannot be done. On the contrary, as 
Dr. Knorr’s excellent presentation to the committee makes clear, national security 
is furthered by policies which encourage rather than restrict imports. Imports 
of power equipment are no exception. 

Since Mr. Reed’s entire argument is based on a premise * * * the mobiliza- 
tion base concept of war * * * which has been largely abandoned, his arguments 
for import restrictions might be dismissed out of hand as invalid. But argu- 
ments tied to the mobilization base concept have been with us for very long and 
die hard. They should not, therefore, be ignored and merit closer examination. 

This is the essence of what Mr. Reed has to say: 

1. “* * * heavy electrical equipment is demonstrably vital to the Nation’s 
security * * *.” 

2. “The design, manufacture, and installation of such equipment frequently 
involves 5- to 10-year time intervals. There can be no assurance that the 
ability of a foreign producer to make delivery will not be impaired by interna- 
tional events, or that such foreign producer will be able to service such equip- 
ment after its installation. 

3. “A major breakdown of foreign heavy electrical equipment cannot be re- 
paired as expeditiously as can domestic equipment.” 

4. “* * * current procurement policies of the Federal Government place too 
much emphasis on price and too little on the strategic significance of such 
equipment.” 

These views clearly do not take off from today’s concept of sudden, devastating 
warfare but instead rely on the outmoded concept of the mobilization base rele- 
vant in the thirties and forties. Lest there be doubt concerning his emphasis, 
let us quote Mr. Reed further : 

“In the final analysis, the single most important physical factor in national 
defense is industrial production. This production is totally dependent on an 
uninterrupted flow of vast quantities of electrical power—power which is pro- 
duced, transmitted, and distributed by heavy electrical equipment. World War 
II demonstrated the magnitude of the burden which this equipment must endure 
during an all-out mobilization of the industrial base. Failure of such equipment 
to perform up to expectations would be disastrous.” 

Now let us consider Mr. Reed’s argument as applied to the three possibilities 
that confront us. 

The first is a continuing period of military buildup but no war, the period 
we are in today. During this period, imports can claim all the advantages out- 
lined by Dr. Knorr. For example, imports may bring considerable savings to 
the Government and thus relieve the taxpayer somewhat of the considerable 
burdens of defense. On foreign purchases of over $20 million of power equip- 
ment in 1956, the Government saved at least $3 million. Moreover, on even 
larger purchases of domestic equipment the Government saved considerable 
sums because foreign competition acted to restrain domestic prices. As with 
power equipment, so with other products. The Government today pays 25 to 
30 percent less for domestic microscopes than in 1950-51 solely because of foreign 
competition. If domestic firms did not have Buy-American advantages of 6 
to 12 percent, the savings to the Government would be even more considerable. 

Though savings highlight the advantages to be derived from imports, the other 
advantages described by Dr. Knorr should not be overlooked. In today’s period 
of military buildup and support of heavy defense burdens, imports help assure 


2 Address to a NATO advisory group on aeronautical research and development, as 
reported in the Washington Post on November 27, 1957. 
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the best use of the skills, brains, and resources of the free world. In the eco- 
nomic and military competition with the Soviet bloc, waste cannot be afforded. 

Are there disadvantages in importing foreign-made equipment during the 
period of buildup and of continuing heavy defense burdens? They are virtually 
nonexistent. As we shall see later in this paper, reliance of foreign-made 
equipment will not cause interruptions to vital power supply—a point emphasized 
by Mr. Reed. 

The second possibility is that war may strike, sudden, devastating, destroying 
our powerplants and factories. The ICBM will not avoid Chief Joseph Dam 
because it houses a GE turbine but strike it because it houses an English BDlectric 
product. American-made equipment will survive no better than foreign-made 
equipment. Equally the ICBM may hit Pittsburgh or Schenectady sooner than 
Coventry or Milan. Thus American factories may be in no better position to 
deliver or repair equipment than foreign factories. The concept of unlimited 
war destroys the very need for distinguishing in any given installation between 
domestic and foreign-made equipment. 

The third possibility is limited war, such as in Korea or in Indochina but 
not war on the heartland of the United States or our principal allies. Judgments 
may differ on how far war may go before becoming unlimited, but it is generally 
accepted, indeed, is the heart of NATO planning, that a direct attack on the 
United States or on our Western allies would unleash nuclear war. If our 
enemies believe this, Western Europe and our other vital interests, such as 
Shipping lanes will remain open as they did during the Korean war. Thus, in 
limited war the factories of our allies would produce without interruption and 
sealanes would remain open. Under limited war the economies of the North 
Atlantic countries would resemble their present economies but with heavier war 
production. The advantages and disadvantages of imports would remain essen- 
tially the same as in possibility No. 1 above. Inasmuch as Mr. Reed’s statement 
dwells heavily on the disadvantages, let us reexamine them more closely. 

Consider the question of foreign-made equipment on order at the outbreak 
of war—remember—we speak of limited war. With sealanes open, shipments 
would be made on schedule. Power equipment being essential, the necessary 
shipping priorities would be granted. 

Suppose equipment fails. It is worth nothing here that Mr. Reed seems to 
impeach the capabilities of foreign-made equipment by citing several cases of 
failure in the United States. Occasional failures are of course inevitable and 
GE and other domestic firms have had their share too. Nonetheless, no one 
would seek to impeach the well-deserved reputation of GE or of other domestic 
manufacturers as capable and efficient producers of power equipment. 

Because failures are inevitable, equipment manufacturers and public-power 
authorities provide for them in their plans. Foreign firms maintain blueprints, 
production drawings, engineers, unique spart parts and other facilities here. 
Normally, these facilities will handle repairs for all but the most major of fail- 
ures. In the rare case of a major failure—which happens alike to domestic and 
foreign equipment—return of the equipment to a factory may be necessary. In 
limited war, foreign equipment could be returned to the home factory or re- 
paired in a factory here whichever seemed best.’ If returned home, the added 
delay in repair would be the difference in overseas shipping time as compared 
with the time needed to ship American equipment from, say, the west to the 
east coast. The difference may be as much as 3 months. The question is, there- 
fore, whether the power system can stand an added delay of this period. The 
evidence is overwhelming that it can. 

United States power systems are designed with built-in reserves in view of 
the inevitablity of equipment failures. When equipment fails, the reserves take 
over. As a further guaranty, power systems generally employ interconnecting 
grid lines. Thus, power can be shunted from here to there as needs arise, the 
excess here filling the deficit there. 

Just how flexible these systems are becomes clear from an experience during 
1956. Westinghouse Electric Corp., a leading producer of power equipment, was 
on strike for up to one-third of a year. Plants producing transformers, gener- 
ators, and turbines were shut down. Shipments of new equipment as well as 


_%GE stresses the difficulties in sopeiring foreign-made equipment in the United States. 
Yet, in the obverse situation, American-made equipment has been repaired abroad. Several 
foreign manufacturers maintain that there is no considerable added problem in repairing 
eo manufactured by others provided drawings and technical assistance are 
Avaliable, 
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equipment under repair were stopped. Yet power supplies went on uninter- 
rupted. Power reserves were drawn on and expansion plans temporarily set 
back. Now these delays were on a grand scale entailing large amounts of equip- 
ment for all sections of the United States. If foreign equipment should fail, it 
would be an isolated case representing a virtually infinitesmally small fraction 
of our total power supply. It seems extreme, indeed, to conjure up, as does Mr. 
Reed, the image of vital American interests being periled by isolated failures 
of foreign-made equipment. 

But let us turn the question around. Would Mr. Reed advocate to foreign 
governments that they not import foreign-made equipment? The United States 
exports annually many times the amount of power equipment that it imports; 
indeed, nearly 3 to 5 percent of our production, perhaps more, is exported. Do 
foreign countries peril their energy sources by relying en American equipment 
produced thousands of miles away? The view of most countries, of course, is 
that the probability of failure is sufficiently small and the added delays in 
repair sufficiently tolerable that where there are advantages in American equip- 
ment these should not be forgone. Should this not also be the American posi- 
tion? If there are advantages in buying abroad in terms of price and quality, 
should they be forgone because of the rare event of a major failure the incon- 
venience of which can be minimized? 

This is, after all, the argument American firms may well wish to advance in 
selling nuclear reactors abroad. Undoubtedly, it would be easier for the Dutch 
to have a British-made reactor repaired in England than to have an American 
reactor repaired in the United States—200 miles against 4,000. But if the ad- 
vantages of American equipment are clear, why should they be forgone because 
of the very slight probability of breakdown? 

In concluding this presentation, it is pleasant to strike a note of agreement 
with Mr. Reed. He acknowledges that imports of power equipment are in the 
overall insignificant. In 1956 imports of transformers, generators, turbines, and 
related equipment amounted to about $20 millions while domestic production in 
the same period was between $2 billion to $3 billion. Let us be clear then. Mr. 
Reed’s statement is addressed to imports amounting to less than 0.1 percent of 
domestic production and far less than our exports. The facts would not even 
support a classic ease for protection of the domestic industry. 

A statement such as Mr. Reed’s does serve a purpose, however. It points up 
how well-intentioned safeguards, such as section VII, may be employed for ends 
other than those intended, unless safeguards themselves are safeguarded. GE 
is, after all, a vast company noted for its industrial vision. The world has not 
left it behind. GE makes engines and equipment for aircraft capable of flying 
to Moscow in 10 to 15 hours. GE likewise contributes skill and equipment to 
the manufacture of atomic weapons. Missiles have undoubtedly benefited from 
GE talents. Nuclear plants of GE may be sold abroad. GE is indeed deeply 
embroiled in the atomic world. Commercially, GE has a considerable stake 
in the strength of our allies. It exports considerable equipment abroad including 
power equipment, it has subsidiaries and licensees abroad and derives through 
its international affiliate large profits from its overseas operations. If a company 
such as General Electric—fully abreast of the scientific developments of the 
atomic age and with worldwide commercial interests—can argue in terms of 
dated concepts that national security depends on cutting off a droplet of imports 
—if it can ignore or underappreciate the adverse implications of such a policy 
for our defense economy and for our international relations—what can we expect 
of others far less well placed than General Electric to gage the broader issues? 

This suggests the dangers inherent in section VII; unless it is surrounded by 
safeguards, by the strictest tests of where the national security interests lie, an 
intolerable burden may be placed on the Director of Mobilization through appeals 
for section VII restrictions from every domestic interest that can claim the 
remotest connection with national defense. So far, ODM has resisted being 
pressured and stampeded. But should the Congress in any way make easier the 
invoking of section VII, “security” may become synonymous with protection. 
Security does not lie in that direction. It lies in utilizing to the mutual benefit 
of ourselves and of our allies the skills and resources of the entire free world. 


PART II. FREE WORLD RESOURCES AND NATIONAL SECURITY 


Introductory remarks 


This paper presents the case for developing a trade policy which will provide 
positive support to our national-security programs. 
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In a separate paper entitled “Import Restrictions and National Security—a 
Problem in American Policy,” Dr. Klaus Knorr addresses himself to the question 
of import trade policy from the point of view of national security. Dr. Knorr 
develops the thesis that given the probably nature of any major war in which 
the United States would be involved, the probable nature of any limited engage- 
ment in which it might be involved and the strategic concepts underlying our 
present military programs, the protection of domestic defense industries from 
foreign competition would, in general, not advance the national-security effort 
but would more probably be to its detriment. He concludes that the weight of 
considerations relevant from the point of view of national defense is against the 
use of import restrictions—with a few possible exceptions. In the relatively 
limited cases where foreign competition appears to be a factor limiting the 
capacity of domestic defense industries, direct assistance to such industries. 
offers a better solution. 

The above summary does not do justice to Dr. Knorr’s carefully developed 
exposition nor, of course, does it provide his arguments. Since these are, none- 
theless, basic as a point of departure for the present discussion, we have the 
choice of repeating them in extenso or referring the reader to Dr. Knorr’s paper. 
The latter course seems preferable. Dr. Knorr’s paper should be read first and 
considered, for all practical purposes, as part I of the present paper. We hasten 
to add that Dr. Knorr has no responsibility for the arguments or conclusions 
put forth in the present paper. 


An allied supply base 


There are two principal areas in which foreign-trade and related policies are 
important to our national-security interests. They can affect the cost of our 
military and general defense programs by promoting or restricting the efficient 
use of available resources; they can affect our relations with allied countries. 

If we accept as our starting point Dr. Knorr’s proposition, that, as a general 
principle, restrictions on imports should be avoided from the point of view of 
national security, are there other elements in our traditional trade and related 
policies which should be modified to provide optimum support for our national- 
security objectives, i. e., to permit more efficient use of resources or to promote 
closer ties with our allies? 

One such would be a decision on the part of the United States to procure at 
least a part of its military requirements from other NATO nations. This would 
permit more efficient use for purposes of the common defense effort of the two 
principal industrial complexes of the free world *—the one in North America, the 
other in Western Europe—and provide at the same time a valuable means of 
further cementing the NATO alliance. 

Traditionally, of course, the United States has sought to meet its military re- 
quirements almost exclusively from domestic sources. During and before World 
Wars I and II this appeared justified. We could count on time to mobilize our 
industrial potential after the outbreak of war. There were no compelling rea- 
sons to create vast military strength-in-being before war overtook us and, there- 
fore, no great premiu u attached to achieving maximum efficiencies and economies 
in the prewar use of resources for arming the Nation. The potential battlefield 
was overseas, not at home. There were, therefore, compelling advantages in 
conventrating the sources of our military supplies within the strategically secure 
borders of the United States. Finally, the security of the Nation did not depend 
in large part on the cooperation of allied nations as it so clearly does today. 

It is in view of the radically altered situation which we face today, that we 
propose now modifying our traditional procurement policies and looking to our 
allies as possible sources of supply for some of our military requirements. From 
the point of view of national security, the possible objections to modifying our 
present procurement policies in this sense are limited and seem generally over- 
shadowed by the possible benefits. We shall return to these later. 

United States military procurement policies could presumably be modified at 
three levels with a view to making greater use of Allied resources. 

1. The military departments themselves could be given authority and encour- 
aged to place prime contracts for supplies and materiel either at home or in 
other NATO countries depending on where such supplies and materiel could be 
most economically procured. 


‘Japan is a third major industrial complex in the free world. However, the lack of 
close political ties and operating arrangements between Japan and other major Western 
Powers (such as exist between members of the NATO alliance) probably precludes any 
extensive use of Japanese industrial resources by other western powers for the supply of 
military materiel. 
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2. A degree of interallied specialization of military production could be ex- 
plored and a degree of coordination of procurement could be undertaken when- 
ever such action promised to yield substantial economies or other benefits to the 
mutual defense effort. 

3. American prime contractors could be allowed and encouraged to shop among 
approved suppliers within NATO countries for purposes of obtaining at least a 
part of their components, subassemblies, materials, and parts at the lowest pos- 
sible price. 

It is evident that in order to put such policies into effect, what is first required 
is repeal of the Buy American Act, as well as elimination of buy-American amend- 
ments to the various armed services appropriation acts. 

In the second place, maximum benefits from the proposed policy could be 
achieved only if the military departments and their contractors approach pro- 
curement problems with constructive imagination and with an awareness of the 
broader advantages to the NATO alliance of a greater willingness to consider 
procurement from overseas sources. 


Advantages of tapping Allied industrial capacity 

(a) Cementing the alliance.—The North Atlantic alliance is a keystone of 
United States defense plans. Our ability to provide effective retaliation against 
Soviet attack on the North American Continent or on Europe requires the use of 
a ring of airbases in the NATO area for SAC bomber squadrons and sites for 
the proposed deployment of IRBM units. The facts may be inconclusive as to 
whether the Russians have actually developed an operational ICBM, but the risk 
that they may have succeeded is evident. Therefore, until we develop an opera- 
tional ICBM, we need the European bases for our own protection as much as 
the Buropean NATO countries need our forces and equipment for their own 
defense. 

If the Russians could be assumed not to have developed an ICBM, a case, - 
though a poor one, for the “fortress America” concept might still be made. 
Without such assumption, the concept is sheer lunacy. Every effort on the part 
of the United States must therefore be directed toward strengthening the alliance 
and avoiding action which would threaten its cohesion. Every step which suc- 
ceeds in further cementing the alliance increases the reliability of our own 
defense. 

We must recall, in this context, that we are engaged in a prolonged period 
of cold war throughout which the NATO alliance must endure. While there can 
be little doubt that the military and political leaders in Europe appreciate 
thoroughly the importance of the alliance for the defense of their countries, 
there is much less assurance that such appreciation is shared by the general 
public. Yet, in the long run, public support will be necessary if the alliance 
is not to fray at the seams. On this score all signs are not encouraging. Euro- 
peans are too prone to believe that the United States looks upon its allies as 
satellites, as purveyors of cannon fodder in return for American equipment. 
Latent jealousy of the American “benefactor,” suspicion that Burope is being 
conned into assuming the role of sitting ducks for Russian nuclear attacks by 
agreeing to the occupation of United States bases by United States forces 
equipped with atomic weapons, doubts concerning the constancy of American 
policy and intentions, all lurk in the background ready for exploitation in 
periods of stress by unscrupulous politicians or by rabid elements of the 
extreme left or right. 

Any steps we can take to bring home to the general public in allied countries 
the values and benefits of the alliance or better still to create new benefits 
which they can understand will reduce the danger that dissident elements 
will succeed in their attempts to undermine support for the alliance. 

The policies advocated in this paper would serve that purpose. By support- 
ing the production in Europe of advanced weapons, even if not that of the 
most advanced types, we would help to restore to our allies self-esteem and 
pride in their own abilities and capabilities; we would help reduce, if we 
could not eliminate, the Huropean sense of overdependence on the United States 
for its weapons and for its protection; we would downgrade their recurring 
suspicion of being relatively helpless pawns in the struggle between the two 
colossuses of the 20th century. 

Finally, we would be taking action which, through the pocketbook, would 
speak louder to many than any possible protestation of our friendly concern 
for their survival and more understandably than appeals to general principles 
of solidarity. The placement of sizable production contracts and the support 
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of production lines which could otherwise not be justified would, in a sense, 
create vested interests among the more influential industrial elements of the 
allied countries in the permanence of the alliance; through paychecks many 
more would realize tangible benefits. 

The fact that such policies would succeed in solidifying the alliance only by 
virtue of anticipated favorable psychological reactions or by appeal to economic 
advantages in no way reduces their importance as factors contributing to our 
own national security. Furthermore, if we are in earnest in stating that we 
hope to mobilize the best scientific brains and know-how throughout the alliance 
in a cooperative effort to overcome our lag in weapons development, the 
cooperation will have to be a two-way exchange in many fields. We cannt pick 
the brains of others and run. We will have to supply some of our allies with 
a part of the information developed in our research and development programs— 
even though certain fields remain taboo—in return for sharing in theirs. But 
we can hardly expect to hog the fruits of any joint reesarch projects. This 
may well require that the path to cooperation be smoothed by a readiness to 
support indigenous European production of certain items—not in the sense 
of assistance—but in the sense of a willingness to procure a part of our require- 
ments from them. The more visible fruits of the joint effort will thus also 
be seen to be jointly shared. 

(b) Financial savings.—A major advantage which the United States could 
look for from a greater readiness to procure part of its military equipment 
from allied sources would be a reduction in the total defense bill—or an 
ability to obtain more for a given level of expenditure. 

Experience gained under the offshore procurement portion of our foreign 
military-aid programs has demonstrated that many items of military equip- 
ment can be purchased more cheaply overseas than in the United States: naval 
vessels, conventional ammunition, electronic equipment, etc. Generally speak- 
ing, items in the production of which labor is an important element can be 
produced at lower cost in Europe than in the United States. 

But we have to date no more than scratched the surface of the possibilities 
of achieving substantial economies through offshore purchases. In the first 
place such procurement was limited almost exclusively to military items in- 
tended for delivery to our NATO allies or to other foreign aid recipients. 
Secondly, behind every decision to procure an item overseas lurked preoccupa- 
tion with the spirit of Buy-American legislation, concern with possible domestic 
political and economic repercussions from not placing military contracts with 
United States firms, concern with the need to protect the United States mobiliza- 
tion base and to safeguard the security of classified items. 

Thus, experience in procuring military equipment overseas has to date been 
necessarily limited to a relatively narrow range of items. There is little doubt 
that an attempt to widen the range would yield substantial savings. 

If nothing else, the threat of competition from Overseas suppliers should 
frequently result in considerably lower quotations by domestic producers with 
consequent savings to the United States Government. When the German 
Government some time ago was interested in procuring a sizable quantity of a 
certain type army equipment and sought to buy at the best price either in Europe 
or the United States—the United States price took a remarkable downhill slide 
within a couple of months. The order eventually was placed in the United 
States at a far lower price than originally quoted. The United States Govern- 
ment should be in a position to extract similar savings wherever possible. 

The United States through selective offshore purchases can also be instru- 
mental in bringing about certain savings or benefits for the NATO countries as 
a group even though it may not itself directly realize savings on the particular 
items it so procures. For instance, the requirements of the European NATO 
countries for a particular type of weapon—let us assume that it has a relatively 
high military priority or rather the funds they can allocate for its procurement, 
may be too limited to permit its production at a cost comparable to that at 
which it can be, or is, produced in the United States. It may be, however, that 
if the United States were to throw into the kitty, so to speak, a part of its own 
requirements the combined requirements and funds would be sufficient to permit 
Setting up an economic production line in Europe. Provided the cost of the 
item procured in Europe were no more than if it had been procured in the 
United States, this accommodation or cooperation on the part of the United 
States would have occurred at no additional cost to itself other than the addi- 
tional administrative and planning effort involved. 
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Situations of this sort will occur frequently. It must be recalled that the 
military requirements and the military budgets of other NATO countries are 
relatively small compared with those of the United States. As newer weapons 
are developed (many of them far more costly than those they will be replacing) 
the problem of obtaining a minimum assured level of sales to cover tooling costs 
and yet produce at reasonable prices will arise with increasing frequency. 
One could argue, certainly, that the European NATO countries, should, if this 
is a major problem, be prepared to pool their requirements and their budgetary 
resources. Certain steps are, indeed, being taken in this direction. But in 
some cases, even their combined requirements may be inadequate. And where 
this is not the case, there are obvious political difficulties, vested interests and 
the strong inertia of traditional patterns and ways of doing defense business 
which stand in the way of extensive coordination of procurement plans. The 
leadership and cooperation of the United States is probably necessary for de- 
veloping the kind of coordination of production and procurement planning 
which could lead to appreciable economies. 

A further consideration is relevant. By placing military contracts for our 
own needs in Europe we may be able to reduce our military aid program. For 
United States military aid to NATO countries—so far at least as military hard- 
ware is concerned—trests on one or both of two premises: (@) Recipient coun- 
tries have not the budgetary resources to cover all of their military 
requirements; and/or (b) they do not have sufficient dollars to cover substantial 
purchases from the United States for items not procurable in Europe. 

Thus our military aid program tends to be in fact, if not in intent, a sort of 
residual financing program—we cover the balances others cannot afford. 

By procuring some of our requirements overseas we may through a kind of 
friendly persuasion (the lure of substantial dollar contracts) be able to induce 
some of them to eliminate the less essential elements in their military pro- 
grams—thus freeing some of their budgetary resources to cover more essential 
items which we might otherwise be called upon to supply under military aid. 
At the same time the provision of dollars through these contracts would elimi- 
nate one of the obstacles to their procuring directly in the United States when 
the lack of budgetary resources is not the decisive obstacle. In either case 
the United States would, without weakening the common-defense effort, be 
able to reduce the level of its military aid program compared with that which 
might otherwise have seemed necessary. 

Finally, procurement in Europe of military materiel destined for United States 
forces stationed there would undoubtedly permit savings by the elimination of 
overseas transportation costs which would be incurred in shipping such materiel 
from the United States. 

The volume of replacement parts consumed annually to maintain modern forces 
is substantial—the potential savings from lower transportation costs as well as 
from lower purchase prices can, therefore, also be substantial. This is equally a 
consideration in the case of new unit equipment. 

The efficient production in Europe of replacement and spare parts, as well as 
of unit equipment, implies some degree of standardization in the equipment of 
United States and Allied forces, at least if maximum economies are to be 
achieved. This goal is desirable in itself. It would yield savings in the form of 
a reduced inventory of parts needed to service the equipment of the Allied forces 
if some pooling of supplies could be arranged. Under conditions of war the logis- 
tic advantages of replacement parts common to equipment of Allied forces 
fighting side by side is evident. The probability that the fighting will be only a 
matter of weeks does not reduce the urgency of keeping such forces in a position 
to use their equipment during that period. United States funds can thus be used 
as an effective leverage to achieve these independently desirable objectives while 
they are directly used to purchase supplies at considerable savings. 


Problems and objections 


The objections that have been raised at one time or another to various pro- 
posals to procure military end items from overseas sources for delivery to other 
eountries under our military aid programs will probably also be raised to the 
present proposals. Such objections would, no doubt, be pressed even more dog- 
gedly since we are proposing that overseas procurement be extended to meet 
some of the equipment requirements of our own forces. 

There is first the obvious objection that our proposals would in most cases 
be in conflict with buy-American legislation as long as such statutes remain in 
force. This particular objection can be dismissed at the outset since the repeal 
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of such legislation is an integral part of our proposals. The remaining objections 
can be grouped in the following three categories : 

(1) Security considerations in the sense of protecting classified information as 
well as insuring protection of military supplies and production sources against 
sabotage, etc. 

(2) Considerations relating to the protection of the mobilization base. 

(3) Domestic economic and political considerations. 

1. Security considerations—(a) Protection of classified information.—The 
usual argument is that United States classified technical information would be 
in serious risk of being compromised if made available to other countries. The 
risk is allegedly far geater if blueprints, specs, and drawings are made available 
for purposes of producing a given item in a foreign facility than if the end item 
itself is delivered to foreign forces. 

There is no doubt that security considerations pose a real problem. But no 
one would propose the release of all classified information nor the indiscriminate 
release of selected classified categories of information to all countries or to all 
producers in any country. 

We have already decided to deliver to the military forces of some of our allies 
certain pieces of relatively highly classified equipment. If their security systems 
are inadequate, such equipment risks being compromised in any event. If they are 
adequate to safeguard the security of equipment placed in the hands of their 
forces, such countries can surely enforce adequate industrial security procedures 
to safeguard the technical information involved in the production of the equip- 
ment itself. If such procedures are currently deficient, we should take steps to 
assist them, where we consider this important, to develop and apply the necessary 
security measures. 

Security considerations in this narrow sense have too frequently been invoked 
to veto actions otherwise desirable from the point of view of national security in 
the broader sense. One does not abandon a desirable objective because of an 
obstacle ; one seeks, instead, to overcome it by whatever means appear necessary. 
We are gradually moving in this direction insofar as interallied problems in- 
volving classified information is concerned. 

We are, in fact, currently engaged in consultation with other NATO countries 
for this very purpose in connection with the so-called sample weapons program 
under which the Department of Defense proposes to make available to certain 
NATO countries prototypes of some of our advanced equipment together with 
production drawings, specifications, ete. They would then produce them for their 
needs. 

Thus we have already in operation a mechanism which could be used to insure 
that adequate security measures were applied in connection with the production 
of any items we might decide to procure for ourselves in Europe. 

(b) Sabotage.—Arguments against the use of foreign sources of supply in 
terms of their exposure to sabotage fall for the most part into the same category 
as the security of classified information argument. They can be rebutted by 
similar replies. There is no reason why adequate safeguards against industrial 
sabotage cannot be developed or put into force in Europe. If we were preparing 
for a prolonged shooting war of the World War II variety, the sabotage argu- 
ment might have more validity. In that case sources of supply on which we 
would depend might be wiped out by sabotage, or the equipment destroyed in 
transit, with possibly disastrous consequences to our fighting forces. But we 
are not, in fact, preparing for such a war. In any case, this facet of the sabotage 
argument is no more than a special aspect of the protection of the mobilization 
base argument and should be considered in that context. 

2. Protection of the mobilization base.—The classic argument for protecting 
the mobilization base rests on the assumption that if war comes our production 
of military materiel will have to be vastly augmented and that in order to safe- 
guard our capacity to turn out this materiel we must be independent of external 
sources of supply. Our leading military, scientific, and lay authorities are all 
agreed that this concept is no longer valid. Major wars will be fought with 
supplies on hand. 

To the extent, therefore, that objections to reliance on overseas sources of 
supply rest on the mobilization-base argument—fear of loss of such sources 
through enemy occupation or through interdiction of lines of communication 
after the outbreak of war—they are also invalid. And, as Pr. Knorr has 
argued, if we are talking of a limited war—one presumably with limited objec- 
tives and therefore almost by definition one which would not involve the terri- 
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torial integrity of Western Europe or the North American Continent—the ques- 
tion of the loss of European sources of supply does not arise. (The question of 
possible loss of access to Middle East oil resources is not germane to the present 
discussion. ) 

There is a related argument, however, which has validity and which is, in 
fact, a consideration of major importance: the need to maintain a strong, 
healthy, and versatile capacity for producing military materiel up to the out- 
break of war. 

No major power can afford to rely to any considerable extent on external 
sources of supply for its military requirements. Military authorities must have 
control over the development of their weapons. No major segment of military 
production can safely be entrusted exclusively to foreign producers for fear 
that the domestic element would atrophy. Furthermore, while such a prospect 
might in itself at any given moment appear to be no particular cause for alarm, 
national policies must be addressed to the distant future as well as to the 
present. Our allies of today may become neutrals of tomorrow. We cannot, 
therefore, risk debilitating our war-production capacity and potential by allow- 
ing ourselves to become heavily dependent on the production capabilities of our 
allies. 

No one is suggesting such a policy. The present proposals are that part of 
our requirements for given categories or types of military supplies and equip- 
ment be considered eligible for procurement overseas whenever financial savings 
or other benefits can thereby be gained and where such action does not conflict 
with other important security considerations. 

What we must insure is that the volume and nature of military production 
in the United States is adequate to preserve know-how, develop new know-how, 
and maintain adequate general capacity and capabilities so that almost any 
type of military production can be undertaken. 

What we can afford to abandon is the fetish of mobilization requirements in 
whose name costly policies have been adopted and other desirable policies have 
been forgone. 

Such statements of principle are admittedly somewhat vague. In the final 
analysis, determination as to what part of what requirement can safely be 
procured overseas must be made case by case just as the advantages of pro- 
curing some of these requirements from overseas sources can only be deter- 
mined case by case. Certain guidelines could, nevertheless, be developed within 
which such case-by-case determination could be made. Unfortunately, existing 
principles, guidelines, and policies have almost all been formulated in the 
context of the mobilization base concept and are therefore of little value for 
this purpose. What is needed is a complete rethinking of existing doctrines 
in this field. 

3. Domestic economic considerations.—It may be objected that the present 
proposals, if carried out, would lead to reduced domestic production and to 
unemployment. If any attempt were made to shift within a brief period of 
time a substantial volume of military procurement from United States to 
foreign suppliers, serious dislocations at home would no doubt result. The objec- 
tion, however, is a red herring. A rapid shift of this sort is not what we are 
talking about. In a period of rising defense production such as we are probably 
entering, some procurement orders can certainly be placed overseas without 
entailing a cut in the overall level of domestic defense production. 

We are talking of a gradual shift over time of a part of our procurement. 
As new items are developed either here or abroad and as new production orders 
are about to be placed, a decision can be made, case by case, whether or not 
to procure a part from overseas suppliers. Overseas orders may or may not be 
at the expense of existing domestic production of given items. The question is 
not whether domestic production of an item will be affected but whether it will 
be significantly affected and whether such a result is likely to have serious 
consequences from the point of view of the national interest. 

This is not to say that domestic economic considerations are irrelevant. Pro- 
viding assistance to depressed areas has long been a consideration in awarding 
Government contracts, including those of the military departments. There is 
no reason why this principle should not also apply in the case of offshore pro- 
curement. Domestic industries or firms in depressed areas could receive 
preferential treatment. 
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{ 
A new emphasis | . 
The tremendous effort that appears to be required of us over the next few 1 | 
years in order to bolster our military potential makes it extremely important | 
that the nature and direction of our effort be as little wasteful of our resources 
as possible. Few would quarrel with the proposition that a general policy of 
economic autarchy would weaken rather than strengthen the economy of the 
Nation quite apart from the havoc it would wreak throughout the free world. 
Yet this is the policy we pursue, unquestioningly, in the area of defense pro- 
duction. Over the next few years somewhere between 10 and 15 percent of our 
gross national product will probably be absorbed by defense requirements. If 
some of the recommendations for an expanded civilian defense program are ac- 
cepted, the proportion may be higher. If the exigencies of the international } 
situation dictate the need to increase our capabilities to meet limited war 
threats the proportion will be higher yet. It makes little sense in these circum- ) | 
stances to apply autarchic policies with respect to the vast area of defense ac- : 
tivity—automatically, as it were, to deprive it of the potential efficiencies and i | 
economies that might result from access to allied industrial resources. , | 
We need to reverse our emphasis. We should not have to unearth special and | 
unusual circumstances or considerations to justify the use of free-world re- 
sources for our defense needs; we should require, instead, justification for 
foregoing their use whenever limits on their use are proposed. . 
To be practicable, effective and to avoid creating serious problems of adjust- 
ment, the measures discussed in this paper presuppose long-term planning and ! 
a gradual introduction over a period of years. They presuppose also a degree of ) 
interallied planning and coordination of defense production. In practice the 
difficulties of application will be numerous. But the stakes are high and the t 
effort appears justified. 
Nor should we forget that we are currently spending huge sums on military 
aid for NATO both as a means of increasing allied military strength and as an 
important element in strengthening NATO political bonds. We can advance 
these same objectives—particularly the latter—at no additional cost by ap- 
proaching constructively the possibilities of procuring some of our military 
requirements in allied countries. 
In the looming years of prolonged cold war—total war without the shooting— 
we cannot afford to ignore any course of action which, despite the difficulties ; 
j 
; 
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that may be involved, promises on balance to further our defense efforts and 
to strengthen the NATO alliance. 


Mr. Harrison. Thank you very much. I will now ask Mr. William 
T. Phillips to make a statement. 


STATEMENT OF WILLIAM T. PHILLIPS, PROFESSOR OF INTERNA- 
TIONAL ECONOMICS, SCHOOL OF ADVANCED INTERNATIONAL 
STUDIES, JOHNS HOPKINS UNIVERSITY 


soe mk STIS 


Mr. Purirs. If one considers the national security amendment 
(sec. 7 of the Trade Agreements Extension Act of 1957) in the light 
of the probable nature of a future war one must, it seems to me, con- 
clude that the amendment has little to commend it. The discussion 
and controversy which the amendment has generated have, however, 
considerable value in that they should logically lead us to a reevalua- 
tion of other aspects of our national security posture which have a 
bearing on United States foreign economic policy. I have in mind 
specifically the two other important economic policies which are de- 
signed to enhance our national security. These are: 

1. Strategic stockpiling policy. 

2. East-West trade policy. 

If we accept the nature of a future war, as for example, set forth 
by Klaus Knorr in his compendium paper, (pp. 641-661) which seems 
to me properly to depict and reflect the grand strategy and capabili- 
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ties of the United States, then it becomes difficult to continue to ac- 
cept the strategic basis on which our stockpiling policy has rested 
during the postwar years. One wonders whether a stockpile of canned 
soup might not be more strategic following an atomic attack than 
would be the stockpile of natural rubber or tin. In any event it seems 
evident that out strategic stockpiles, if we find it necessary to con- 
tinue them, should be composed of materials as near the finished prod- 
uct as is feasible and that basic raw materials would provide a some- 
what unstable security base if much of the capacity to chew up raw 
materials should disappear in the early moments of a major war. 

The second important economic policy, resting on a national security 
base, which warrants reappraisal, is our East-West trade policy. 
Fundamentally it was, and I suppose still is, an economic warfare 
measure designed to deny access by the U. 8S. S. R. and the Soviet 
bloc to items or raw materials of strategie importance for building 
up their war potential. In light of the present ability of both sides 
to inflict—whether offensively or in retaliation—substantially com- 
plete annihilation on each other, further war potential becomes of 
limited importance. A reevaluation based’ on other factors such as, 
for deans. the possible advantage of a wider display of Western 
manufactures and techniques in Soviet bloc countries, the economic 
effects of a broadened market area for certain Western European coun- ) 
tries; the psychological reaction of Africa, the Middle East and Asia : 
to United States leadership in lessening East-West tensions. Such 
considerations might lead one to conclude that the present policy is 
the proper one but for entirely different reasons than the denial con- 
cept under which we have been operating. 

The present state of miiltary preparedness of both sides seems to 
me to argue for concerted attempts at strengthening United States 
leadership to the greatest practicable extent. The time has about 
passed when either side can influence uncommitted countries by dis- 
plays of greater military strength. Foreign countries are well aware ' 
that under conditions of modern warfare 2 does not in fact equal 1— 
that is, that multiples of total annihilation are no more to be feared 
than just simple single annihilation. any 

The United States can, in my opinion, best strengthen her position 
of leadership and prestige at this time through economic channels. 
Since this is so, decisions on such matters as the peril point, the escape 
clause, the buy-American legislation, the national security amend- : 
ment and the like, become of considerable importance in indicating 
to others the trend of United States trade policy. 

A ground swell of restrictive-trade policies is surging through the 
underdeveloped countries of the world. This is because import and 
export duties are the easiest source of revenue to collect; because 
many underdeveloped countries ascribe the phenomenal economic 
growth of the United States to our retirement behind tariff walls 
during our most active development period; and because trade con- 
trols are an essential ingredient in a planned economy. 

A retreat from a liberal trade policy by the United States would 
encourage and give impetus to this restrictive tendency in other parts 
of the world. In turn this would encourage further isolationistic 
tendencies and detract from our position internationally—both eco- 
nomically and politically. 
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In conclusion I would like to emphasize two points which I con- 
sider important but which are often forgotten. | 
1. For purposes of convenience we separate out certain issues for 
consideration in as fine a breakdown as, for example, the national- t | 
security amendment or the escape clause. While this has the advan- . 
tage of providing more manageable-sized problems it does tend to | 
obscure our broader economic and political objectives. We need con- 
stantly to remind ourselves of those objectives. 
2. Some issues or actions which seem quite ee to us may 
have enormous significance to one or more friendly foreign countries 
and to our relationships with them. I recall an irvcident which illus- 
trates this point. Several years ago I was in Burma for Johns Hop- 
kins University. During that time the United States Government, 
as part of the program for disposing of agricultural surpluses, sold 
a substantial quantity of rice in markets where Burmese rice had 
traditionally been sold. This was a minor incident so far as we were 

concerned. The impact on Burma was enormous. Without attempt- 
ing to analyze whether or not we were in fact dumping rice and did 

or did not drive the price of rice down we were accused of so doing. 
' The sequence ran as follows: the United States sold rice, the price ! 
| of rice dropped, Burmese rice sales declined, Burmese foreign- : 

exchange resources were impaired and her development program 

stopped. In an effort to get rid of her rice the Union of Burma 

Government negotiated trade agreements with nine Soviet-bloc coun- 

tries. Needless to say, United States prestige in Burma deteriorated 

considerably as a result of this incident. ‘The point I am emphasizing 

is that it is important that we consider carefully the international 

ramifications of what we do at home. 

National security in this day and age is a two-way business. We 
must not think of it only in terms of our own domestic economy. 
Strengthening of friendly neighboring economies might pay higher 
dividends in the event of an all-out atomic attack. 

Mr. Harrison. Thank you, Professor Phillips. 

We will now hear from Mr. Philip B. Reed, chairman of the board 
of the General Electric Co. 


STATEMENT OF PHILIP D. REED, CHAIRMAN OF THE BOARD, | 
GENERAL ELECTRIC 00. 


Mr. Reev. Mr. Chairman, I would like to read two short papers, 
one, the opening statement that I had in mind making to this com- 
mittee, which summarizes, but only very briefly, the basic position of 
the General Electric Co. which i8 set out in the compendium, and 
more particularly, to the question of whether or not the national 
security amendment should be retained in the law. 

The second short document I would like to read is in direct reply 
to Mr. Jaconson’s paper which was not filed until last Friday and 
which I did not see until last evening, which directs itself in part 
at least to a specific criticism of the basic assumptions and arguments 
made in support of General Electric’s position, so if I may T would 
like to present those two statements. 

I am sure that those of you before whom I have previously had 
the privilege of testifying and who are familiar with the broad 
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interest, of the General Electric Co. in foreign trade will not need to 
be reminded that my appearance on this panel in support of the na- 
tional security amendment does not spring from a_ protectionist 
philosophy. We have previously recorded our approval of the Trade 
Agreements Act and its extensions. We recognize the value of— 
and the need for—a two-way flow of commerce, not only for our own 
national economic health, but for the strengthening and protection of 
our allies. Certainly no one can quarrel with a program designed to 
supplant foreign aid with foreign trade. 

Rather the burden of my comments, as set forth in the paper 
which we submitted at the subcommittee’s invitation, is that the 
question of internal security presents a special problem in the area 
of foreign-trade policy. 

The proposition which is advanced in my memorandum is that cer- 
tain power-producing equipment—large generating equipment, power 
transformers, and high-voltage switchgear and circuit breakers— 
which is specially designed and custom built for each specific installa- 
tion, is critical to the preparedness and defense program of this 
country. From this equipment comes the power which energizes our 
entire country economy. The point which we make is that where 
critical products such as these—which upon installation become in 
effect productive facilities—are involved, the crucial question in our 
import policy is not limited to the economic health of the industry 
producing them, but must encompass such considerations as the effect 
of the articles themselves on the ability of the industrial-mobilization 
base to respond to any challenge which it may encounter, the effect 
on the mobilization base if such foreign-built articles are not and 
cannot be delivered and installed when promised, and the effect on 
the mobilization base if such articles cannot be promptly and ade- 
quately repaired or maintained by foreign suppliers due to inter- 
national conditions over which we have no control. 

Our concern, as expressed in our memorandum, is that recognition 
and appraisal of considerations such as these call for a different 
interpretation and administration of the national security amendment 
than that presently in effect, which considers only the question of 
economic impact on the domestic industry involved. Possibly correc- 
tion of this interpretation calls for a clarification of the act itself; 
more probably its rectification is solely a matter for administrative 
interpretation. 

What I should like to give emphasis to this morning is the impor- 
tance of the preservation of, and the proper interpretation of, the 
national security amendment. 

I am confident that you gentlemen have heard repeated invocations 
of national security in this area of imports, for it is true, as Professor 
Knorr has said, that this is an argument for protection which is easily 
asserted and only with difficulty carefully analyzed. Yet certainly 
the national security amendment is misunderstood to the extent that 
anyone characterizes it as just another device for the protection of 
domestic industry against foreign competition. 

If that is all the national security amendment was intended to ac- 
complish, then it is simply duplicating the purpose and the objectives 
of the escape clause of that act and serves no additional or important 
purpose. ‘T'he fact must be it was intended to and does cover addi- 
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tional areas, and not simply the protection of an industry important 
to national defense. , 

Some of the contributors to the compendium collected by your sub- 
committee have inveighed against the national security defense on 
the ground that it is outepoded—that modern concepts of war have 
changed since World War II and that the probable contingencies in 
the future will be either a brief total war of utter destruction, or a 
series of minor, nondisruptive wars or police actions. It follows, they 
contend, that in neither contingency is there any need for our Nation 
to concern itself with being militarily or economically selfsufficient. 
In the case of the ruination of a sudden thermonuclear holocaust we 
would be unable to defend ourselves, and in the case of the nondis- 
ruptive type of war, we would be free to continue to rely on material 
and assistance from abroad. 

But, as Professor Knorr recognizes, it is difficult indeed to be a seer 
in a field of science or tactics whose very fundamentals appear to be 
revised completely with the discovery of each new basic weapon. I 
am not sure that there is complete unanimity even among those trained 
in the military art with regard to the nature of all future wars. To 
a layman it appears that one must pause before assuming that it is 
irrational to consider the contingency of a war which is neither a 
thermonuclear devastation nor a limited police action. 

When one visualizes the horrors of an all-out war there is some 
reluctance to assume that it is inevitable that one of the combatants 
must trigger the holocaust. It is certainly possible that the apparent 
retaliatory power of pon major combatants may deter such 
action. Admittedly, the analogy is not perfect, but one cannot hel 
but recall that notwithstanding the tragic scope and extent of World 
War II, none of the combatants even in its most frustrated hour, ever 
resorted to chemical warfare. Some informed sources attribute this 
to the deterrent of known retaliatory power. 

However, if we assume that any major future war results in the 
extensive use of thermonuclear weapons it is still uncourageous and 
imprudent to abandon all plans for making the best of what is left. 
I am personally disappointed with an allegation that national secu- 
rity should be left out of the foreign-trade picture because in the event 
of an all-out war “the country’s population will be diminished, and 
because the standard of living of the survivors will be only a shadow 
of what it was in the prewar period.” That this type of defeatism 
is dangerous is evidenced by Dr. Edward Teller who testified last 
month before the Senate Armed Services Preparedness Subcommittee 
that 1 of the 3 vitally important things this country should do is: 

Put more stress on passive defense such as * * * steps to restore the country 
economically and physically in the event of nuclear attack. 

I for one submit that it would be a national folly for the Govern- 
ment to assume, and to proceed on the basis of the assumption, that 
a sustained position of economic-military strength will not be re- 
quired in any war emergency. I trust that our leaders will not— 
until more substantial evidence of a change in the basics of war is 
available—voluntarily forego the ability to secure and maintain a 
position of strength in time of war, and if need be a position of self- 
sufficient strength in the event of enforced isolation within our conti- 
nental limits. 
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The query which the critics of the national security amendment val- 
idly raise is not as to the need for a security proviso in the foreign- 
trade area, but rather the proper way to apply such security considera- 
tions. Their criticism of the provision assumes that the act is a tool 
for improperly protecting domestic industry from the inroads of for- 
eign competition and that Government relief can be achieved by the 
simple expedient of domestic producers alleging that their health and 
survival are essential to the national security and to the defense mobil- 
ization base. The possibility of abuse through human error is present 
throughout any system of laws, and it is obvious that with careless 
administration this act might have been thus distorted or misapplied. 
However, the record of proceedings pursuant to section 7 as reported 
to this committee by the Office of Defense Mobilization clearly refutes 
the fears expressed on this score. 

A more valid concern as to the amendment is that the Government 
cannot satisfactorily measure our defense needs simply by relying on 
each affected industry to demonstrate a pervading economic hardship 
because of foreign imports. 

In the first place, as the report of the Office of Defense Mobilization 
observes, the Government itself should be affirmatively responsible and 
accountable for evaluating security considerations, and where it ob- 
serves developments which are prejudicial or potentially prejudicial 
to our security, it is incumbent on the Government to take appropriate 
action without waiting for private solicitation. 

In the second place, the statute, properly interpreted, provides for a 
determination of the threatening or damaging effects of imports of 
specific articles as such, although independently of the question as 
to whether the whole industry is being economically jeopardized. 

In other words, it is our contention that the act is intended to and 
does apply to the security danger which may inhere in the purchase of 
and reliance upon foreign-made products of a critical nature, even 
though the economic impact of such products may be relatively slight. 

This would apply to those items which are of an obviously critical 
nature to our deters effort, where the best possible performance and 
availability and the maximum repairability are essential ingredients. 

Indeed, some items are of such critical nature that they would be 
essential in any conceivable type of military or defense effort of what- 
ever duration. It appears that even those who are critical of this 
legislation recognize that we should not rely on imports for military 
aircraft, missiles, and nuclear equipment. This is not the forum for 
conducting an inquiry into the issue as to whether the factors involved 
lead to the same conclusion—as we have suggested in our paper that 
they do—with regard to heavy electrical power-producing equipment. 

It is the time and the place to assert, however, that the heavy elec- 
trical-equipment situation is one which demonstrates the wisdom of 
having provided, through legislation, for a forum which can conduct 
an inquiry into this matter, which is at the very heart of our national 
security interests. 

That concludes the opening paper. Now I would like, if I may, 
to read a short statement in reply to Mr. Jacobsen’s paper, which is 
not, published, as I understand it, in the compendium but was sub- 
mitted last week. 

Although, as I have indicated earlier, it is my understanding that 
this panel is not the forum in which to determine the merits of the 
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situation with respect to power-producing products, I should like to 
comment briefly on the so-called rebuttal to my statement in part I of 
the paper submitted to the subcommittee by Mr. Jacobson, of Inter- 
national Economic Consultants. It is, of course, as interesting as it 
is important to have representatives of foreign electric manufactur- 
ing companies as well as of a domestic manufacturer on this panel, so 
I am delighted to share this subject with Mr. Jacobson, speaking, I 
presume, on behalf of his Italian clients, which are very worthy com- 
petitors of ours. 

I have already commented, in my opening remarks on the new- 
type-of-war thesis Pronoreten by Mr. Jacobson, Professor Knorr, 
and Mr. Phillips. I should like to add only that I am of the opinion 
that we would be very foolish were we to commit ourselves to any 
one concept as to the nature of all future wars. This is particularly 
true today when basic ideas of strategy change completely with every 
new weapon and counterweapon. The one thing certain about weap- 
ons, and strategy, and tactics based on them, is that there will be 
more change—change which could conceivably bring us around full 
circle in our concepts of war. Certainly, to ignore preparedness for 
a traditional war would but invite the very type of conflagration 
which these gentlemen say is outmoded and obsolete. Suffice it to say, 
the entire argument which they make is based on speculation in a 
field where even experts do not agree. In the circumstances I am 
confident that this subcommittee will not propose that we as a nation 
should gamble so serious a matter as our survival on any premise 
so insecurely supported, 

I might add I do not disagree with their view. All I am saying 
is that their view is not necessarily the only view, and is probably 
not the only view, and that for us to rely on it alone is to expose 
ourselves to very serious trouble. 

Mr. Jacobson has asked me whether we would support the converse 
of the proposition which we advance—namely, that foreign coun- 
tries should, for reasons of security, refuse to purchase critical ma- 
terials from us. I should like to point out by way of a very pragmatic 
reply that apparently the foreign countries who have available do- 
mestic sources of power-producing equipment have already answered 
that question for themselves. As my memorandum in the compen- 
dium points out, the British have a fixed and consistent. policy of 
excluding foreign-built heavy electrical plant, the Central Electricity 
Authority—the government agency in charge of the generation and 
transmission of electricity—regarding it as unwise for the electricity 
supply industry to be dependent upon foreign manufacturers for 
spares and maintenance. It can be said almost categorically that we 
do not sell heavy plant and equipment to countries which have an 
established industry of their own. Where we do it is only a unit of 
a type which they can copy. In other words, foreign countries who 
can obtain domestic power-producing equipment do so, and to the 
extent these policies are based on defense considerations, I for one 
cannot challenge their wisdom. 

I should like to make it extremely clear to Mr. Jacobson that I 
have in no way attempted to impeach the capabilities of foreign- 
made equipment; their engineers are indeed very fine ones. The 
only reason for my citing the failures such as those of the ten 103,000 
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kilowatt-ampere power transformers sold by English Electric to the 
Corps of Engineers for the Chief Joseph Dam was to illustrate my 
point that that company’s repair facilities in this country are not 
adequate, and that in fact all 10 are being sent back across 3,000 miles 
of continent and 5,000 miles of ocean for rebuilding or repair. That 
is precisely the sort of difficulty which causes expense, inconvenience, 
and hardship during Mr. Jacobson’s cold war; it would cause serious 
delay and danger in one of what he describes as wars of “limited 
action”—assuming that the shipping lanes across the ocean were still 
open—since it would mean the unavilability of a tremendous amount 
of critically needed power for “perhaps 3 months more,” by Mr. 
Jacobson’s own estimate. Finally, such a breakdown during an all- 
out war would mean, of course, that no repairs could be made in 
England, and that all repairs must be side domestically by men 
unfamiliar with the design and without the needed tools or parts. 
Such a breakdown at this point could well be catastrophic. 

And here we come to Mr. Jacobson’s most amazing—and I am sure 
ingenuous—reasoning: That the destruction or breakdown of one 
or several of these major production facilities would be of no great 
moment because of the reserve capacity and the interconnecting grids. 
Such an amazing assertion is directly opposed by all the facts. In 
any time of national emergency—from Korean wars to world wars— 
our power facilities are strained to capacity on a 24-hour basis, every 
day of the year. The reserve disappears to the vanishing point, so 
that even the customary overhauls of equipment cannot be made, so 
great isthe demand. Suppose that damage should occur to the instal- 
lation being made by English Electric at Priest Rapids, in Wash- 
ington. The shutdown of the one installation would eliminate 
600,000 kilowatts of electric power—enough power to supply an 
average industrial community of half a million people. Can that 
amount of power be blithely taken from reserves or from other sources, 
over an indefinite period of time during an emergency? The answer 
is that it cannot. 

One final point. Mr. Jacobson was kind enough to observe that 
we agreed that the dollar amount of foreign power-producing equip- 
ment currently being imported is indeed small. Unfortunately, I 
am afraid Mr. Jacobson did not understand the significance which 
derives from that point. The observation which I sought to make 
was that since the dollars involved are indeed small, some $22 million 
in 1956, this is a totally insignificant item insofar as the all-important 
trade policy of our Government is concerned. Mr. Jacobson pro- 
ceeds from the same point, however, in the wrong direction. He 
argues that since the dollars involved are small, therefore the im- 
pact on our defense picture cannot be a significant one. Nothing 
could illustrate more clearly the failure to understand our position 
vis-a-vis the National Security Amendment. Mr. Jacobson says in 
his paper: 


Let us be clear, then. Mr. Reed’s statement is addressed to imports amount- 
ing to less than one-tenth of 1 percent of domestic production and far less than 
our exports. The facts would not even support a classic case for protection 
of the domestic industry * * * If a company such as General Electric * * * 
ean argue in terms of dated concepts that national security depends on cutting 
off a droplet of imports * * * what can we expect of others? 
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What is truly significant insofar as our defense and security needs 
are concerned is not the sum of dollars involved, and this is precisely 
the point which we are seeking to make with respect to the current 
interpretation of the National Security Amendment. Rather, the 
crucial question is as to the importance of the items involved in our 
productive, and, if you will, restorative, ability. This importance is 
not and cannot be measured in dollars; it is measured rather in terms 
of productive power, essentiality, and time. And when we look, as 
Mr. Jacobson does not do, at the proportion which the foreign power- 
producing equipment bought by our Government bears to the total 
power-producing equipment which the Government buys, we readily 
see that we are not cotking in terms of “less than one-tenth of 1 per- 
cent.” 

Government purchases of this equipment are made primarily by 
four agencies: the TVA, the Corps of Engineers, Bonneville Power 
Administration, and the Bureau of Reclamation. Prior to 1955, the 
TVA had never bought foreign equipment, and its purchases the last 
2 years, while increasing rapidly, are still low in terms of percent—6 
percent in 1955 and 8 percent in 1956. The Corps of Engineers, how- 
ever, in 1956 bought 26 percent of its power equipment from foreign 
sources, the BPA, 39 percent, and the Bureau of Reclamation, 47 per- 
cent. It is when foreign concerns must be looked to for the respon- 
sibility for the maintenance, repair, or rebuilding of these propor- 
tions of the installations of all these groups that there arises a very 
disturbing doubt and concern as to the long-range impact on our na- 
tional welfare. We must indeed look not to picayune dollars; we must 
instead look to the ultimate question: Is this procurement policy 
gambling with the well-being of our country; are we, for the sake 
of dollar economy, risking our ability to produce and rebuild in our 
own defense ? 

Mr. Chairman, that completes my statement. 

Mr. Harrison. Thank you, Mr. Reed. I will say to you other 
gentlemen that the suggestion that your statements be deferred until 
this afternoon was made to the committee by the staff. 

Mr. Morrison, will you make a statement as to why you suggested 
that, please ? 

Mr. Morrison. In planning these discussions, we had a great deal 
of difficulty in departmentalizing somewhat the subject matter of this 
whole range of matters covered by the subcommittee’s studies. We 
decided that inevitably in the discussion of the national security con- 
siderations, petroleum would be a case that would receive a great deal 
of attention. However, it also appeared that that situation ties into 
a natural resource question more closely than do a number of other 
industries with respect to which national defense issues have been 
raised. For this reason, we thought it would be unfortunate if the 
entire morning session were taken up with opening statements with 
no opportunity this morning for an interchange of views. We were 

articular about this because we understand Mr. Reed is not able to 

here this afternoon. 

So we thought the best way we could get into some interchange 
would be to defer the usual opening statements of the people who are 
primarily interested in petroleum here, until the afternoon. 
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Mr. Harrison. Is that agreeable to you gentlemen ? 

Mr. Brown. It is satisfactory to me. 

Mr. Harrison. Suppose we proceed until 12 o’clock with panel 
discussion of the matter that has been discussed here. The Chair 
will recognize anyone who desires to make any further statement or 
to ask any question. Mr. Ikard, who is a member of the committee 
on Ways and Means, is here with us today and I am sure he will wish 
to participate in the discussions. 

Mr. Byrnes. I would like to ask Mr. Knorr or Mr. Jacobson 
something about this question of sustaining our military, which I 
understand is at least theoretically at the heart of the national secu- 
rity amendment. It is a matter of having materials and productive 
facilities and such matters in a position to sustain our military. 

Do we agree that that really is, at least from a theory standpoint, 
that that is the theory behind the national security amendment ? 

Mr. Kworr. Yes. 

Mr. Byrnes. The indication is that is apparently it. 

Mr. Knorr. Yes. 

Mr. Byrnes. That being the question, then, do we not get into the 
question of: How long do you sustain it? It is a question of the 
length of time. We have a contention made that, well, it is a push- 
button world we are living in, and it will be a push-button war and, 
therefore, there will not be any sustaining once the button is pushed. 
It is over. 

On the other hand, there is the question of where we are going to 
go, how long we have to sustain, and perhaps there is a question in- 
volved here of sustaining even leading up to the pushing of the 
button. 

I would like to hear what you gentlemen, Mr. Knorr particularly, 
and Mr. Jacobson, have to say about the point Mr. Reed makes, that 
we would be making a very serious mistake if we rely on the idea 
that from here on it is either going to be a push-button or a very small 
brush fire type of military operation that we have to sustain. 

Mr. Kworr. I shall be very glad to comment on these questions, 
Mr. Congressman. 

It has been said by Mr. Reed that when it comes to the question of 
grand national strategy, there is not complete unanimity among the 
experts. This is quite true. I think it would be perfectly proper 
for this committee to ask some people from the Pentagon to testify 
on these matters. 

Mr. Byrnes. Could I interrupt at this point? Even the military 
authorities, could they tell you with complete assurance as to what 
the continuing situation is going to be? 

Mr. Knorr. No, they obviously could not. As far as complete 
assurance is concerned, there is no such thing when we look into the 
future. It would be foolish to think so. 

However, the people who worry about the defense of the country, 
and especially our military and political leaders in charge of defense 
problems, have made numerous speeches and other statements that 
can be read. When you look over these statements, it is quite clear 
that our national defense effort is based at this time on the assump- 
tion either of limited war or all-out nuclear war. 
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When it comes to all-out nuclear war, the inference is not that we 
should not do anything to prepare this country for it, so that it can 
sustain itself after such an attack. The question rather is: What ! 
should be done? Mr. Reed imputed to me the idea that nothing . 
should be done to prepare this country for unlimited nuclear war. ! 
This is not at all the case. In fact, I have written on the subject, and 
urged that a great deal more should be done in the area of civil 
defense and otherwise preparing this country for recuperation from 
such all-out attack. 

The question at issue is whether we need protective tariffs in order 
to prepare ourselves for such a contingency. That is the point at 
issue. 

There I see no possible connection between what is required and 
the case which Mr. Reed has been presenting to us. I cannot see 
any sense in giving the power-generating manufacturing industry of 
this country protective tariffs in order to prepare the United States 
for total thermonuclear war. A great many other things may be 
needed, perhaps including the storing of power-generating equipment | 
to some extent. | 

When it comes to the other problem of limited war, admittedly 
less easily defined, it is generally assumed that such a war can be 
limited only if it is obviously limited in war objectives. It is im- 
possible to have a limited war which will take on the magnitude of 
the last two wars in terms of scale, in terms of length, in terms of 
attrition. This is logically impossible, because if the countries in- 
volved had war objectives that justified such an effort, they would | 
not—and I emphasize this again—they would not content themselves 
with using preatomic weapons or with forgoing resort to all-out war. 

Furthermore, we are not preparing ourselves militarily for waging 
a long-drawn-out war of attrition with conventional weapons. Then 
why should we have a trade policy based on this obsolete concept ? 

Either this concept is obsolete or our military planners and the 
executive wing of the Government have been wrong for a decade in 
pouring billions and billions of dollars, a after year, into the wrong 
defense effort. If we want to prepare for the war Mr. Reed wants us 
to be prepared for economically, we should not have done what our 
military planners have been doing for a decade. 

I am sure that all the military experts you could get would agree 
on one point, namely, that there is no future for World War II. 
They may differ very much on the kind of limited war you may have, 
on its size, on its duration, on the kinds of weapons involved. They 
would differ also on the number of allies, on the territories in which 
such wars might take place, but looking over hundreds of statements 
made by experts, I have not seen one assuming a future for World 
War II. 

It seems to me that the entire defense concept upon which Mr. 
Reed’s case is based is outmoded. 

Mr. Harrison. The Office of Defense Mobilization has filed a state- 
ment which is supplementary to their earlier paper which appeared 
in the compendium and I will ask that it be put in the record at this 
point. 
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(The statement referred to follows :) 


ODM STATEMENT ON THE NATIONAL SECURITY AMENDMENTS OF THE TRADE 
AGREEMENTS EXTENSION ACTS 


On October 2, 1956, Arthur S. Flemming, then Director of the Office of Defense 
Mobilization, testified at the hearings before a subcommittee of the House Com- 
mittee on Ways and Means on the administration and operations of customs and 
tariff laws and the trade agreements program with reference to the National Se- 
eurity Amendments of the Trade Agreements Extension Acts of 1954 and 1955. 
His testimony described the duties and responsibilities of the Office of Defense 
Mobilization and the procedures followed in discharging those responsibilities. 
The following comments represent a current revision of Mr. Flemming’s pre- 
pared statement. 

The Director of the Office of Defense Mobilization has been charged with the 
responsibility for the coordination of all mobilization activities of the Gov- 
ernment and for the direction and control of operations under certain mobiliza- 
tion statutes. That responsibility includes the determination of a mobilization 
base adequate and adaptable to varieties of emergency conditions ranging from 
mobilization without an attack upon the continental United States to mobiliza- 
tion accompanied by damaging attacks upon the continental United States. By 
mobilization base, we mean that combination of people, materials, facilities, 
and equipment that would be available to deal with an emergency situation. 

It is apparent that mobilization base requirements for an emergency involving 
an attack upon the continental United States would be drastically different from 
those for an emergency not involving such an attack. The development of such 
requirements represents a difficult and largely unprecedented job. In any event, 
the Office of Defense Mobilization is authorized to use various forms of Govern- 
ment assistance to encourage private industry to install additional capacity 
necessary to complete and to maintain the mobilization base. 

While it can hardly be questioned that the development and maintenance of a 
well-rounded and flexible mobilization base is an important national objective, no 
one would seriously argue that efforts to achieve any single national objective 
ean be made without due regard for the requirements of other basic national 
programs. That mobilization programs should be considered in the light of other 
executive programs was recognized by the President in the Executive order out- 
lining the responsibilities of the Director of the Office of Defense Mobilization. 
This order created a Defense Mobilization Board to advise the Director con- 
sisting of the heads of the Departments of State, Treasury, Defense, Interior, 
Agriculture, Commerce, Labor, and Health, Education, and Welfare, the Fed- 
eral Reserve Board, and the Federal Civil Defense Administration. All mobil- 
ization programs having national impact are discussed and reviewed by that 
Board, assisted, when appropriate, by heads of other affected agencies, As 
with other national considerations the effect of mobilization programs on our 
foreign economic policies has always been considered carefully in this forum. 

Because foreign-trade policies and practices strongly affect our total national- 
security position and have a bearing upon the development and maintenance of 
our mobilization base, the Office of Defense Mobilization engages in a number 
of activities in which this subcommittee has an interest. These arise generally 
from our efforts to maintain the mobilization base or from defense responsibili- 
ties that have been placed upon the executive branch by a foreign-trade law. 

In our efforts to increase or protect productive capacity and supply, the Office 
of Defense Mobilization engages in several activities which affect foreign trade 
in one way or another. For example, a stockpile of strategic and critical mate- 
rials has been built up to avoid dependence on foreign sources of supply in 
time of war. Many of these materials are purchased from foreign sources and 
are brought into the United States duty free in accordance with an express 
provision of law. Because of defense requirements, the Office of Defense Mobili- 
zation has found it appropriate from time to time to sponsor or support legisla- 
tion to suspend duties on imports of materials which were scarce in the United 
States. The President has also assigned the Office of Defense Mobilization the 
task of advising the Department of Agriculture in connection with the barter 
of surplus agricultural commodities for strategic and critical materials under 
the Agricultural Trade Development and Assistance Act. This advice is given 
after receiving recommendations from appropriate interagency groups. 
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In general, therefore, the Office of Defense Mobilization becomes involved in 
issues regarding imports of commodities because of the relationship of those 
issues to the maintenance of the mobilization base. 

Under the Buy-American Act, the Office of Defense Mobilization has been 
directed by the President to provide advice to procuring agencies upon their 
request whenever they propose to reject a foreign bid in order to protect essen- 
tial national-security interests. While that national-security determination is 
made by the head of the procuring agency, the Office of Defense Mobilization 
provides information on the effect of the particular foreign purchase on the 
pertinent portion of the mobilization base. The various departments and agen- 
cies having an interest in the subject matter are always consulted. 

Under the 1954 national-security amendment to the Trade Agreements Act, 
the President is required to avoid tariff reductions which he finds would 
threaten domestic production needed for projected national-defense requirements. 
To assist the Interdepartmental Committee on Trade Agreements in carrying 
out its responsibility to advise the President on proposed agreements, the Office 
of Defense Mobilization, while not a member of the committee, provides infor- 
mation on the mobilization-base status of items for which tariff reductions are 
proposed for negotiation under a reciprocal trade agreement. 

It is against this preceding frame of reference that there follows a brief 
discussion of our responsibilities under the Trade Agreements Extension Act 
of 1955. The Congress made a specific assignment to the Director of the Office 
of Defense Mobilization under that Act. It reads as follows: 

“In order to further the policy and purpose of this section, whenever the 
Director of the Office of Defense Mobilization has reason to believe that any 
article is being imported into the United States in such quantities as to threaten 
to impair the national security, he shall so advise the President and, if the 
President agrees that there is reason for such belief, the President shall cause 
an immediate investigation to be made to determine the facts. If, on the basis 
of such investigation, and the report to him of the findings and recommenda- 
tions made in connection therewith, the President finds that the article is being 
imported into the United States in such quantities as to threaten to impair the 
national security, he shall take such actions as he deems necessary to adjust the 
imports of such article to a level that will not threaten to impair the national 
security.” 

The elements of that statute important for the purpose of this report are 
(1) that the Director of the Office of Defense Mobilization has a duty to exam- 
ine the effects of imports on the mobilization base and to advise the President 
if he has reason to believe there is a threat, and (2) that only the President 
is authorized to determine that there is a threat and what means should be 
employed to meet it. 

In the examination of alleged import threats, the Office of Defense Mobiliza- 
tion utilizes to the maximum extent the facilities of other agencies and seeks 
their advice on what the mobilization base for the item concerned should be in 
order to deal with the problems that would follow in the wake of mobilization 
without an enemy attack upon the United States and also when accompanied by 
attack. 

Once these defense requirements have been measured against the present con- 
dition of the mobilization base in light of other programs for expansion of 
capacity, the Office of Defense Mobilization then has the specific assignment of 
determining whether or not a threat to impair that base and our overall security 
position exists by reason of imports. 

By December 1, 1957, the Office of Defense Mobilization had received 14 peti- 
tions for investigation of import threats under section 7 of Public Law 86, 84th 
Congress. Of these, 3 have been withdrawn by the petitioners; 2 have been 
canceled temporarily pending the outcome of their escape-clause action before 
the United States Tariff Commission; and 4 have been postponed awaiting the 
collection and submission of additional data by the petitioners. 

Public hearings have been held by the Office of Defense Mobilization in con- 
nection with petitions on jeweled watches; clocks, pin-level watches, and 
timers; hard-fiber cordage and twine; oil, and wool textiles. 

The Office of Defense Mobilization denied the petition on hard-fiber cordage 
and twine on March 7, 1957. Recently, the petitioners have asked for a recon- 
sideration of that decision and a further study of cordage imports is being made. 

After study of the oil-import situation, the Director of the Office of Defense 
Mobilization on April 23, 1957, certified to the President that he had reason to 
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believe that imports of crude oil were threatening to impair the national 
security within the meaning of section 7 of Public Law 86, 84th Congress. 

The question of watch imports, covering jeweled watches, clocks, pin-lever 
watches, and timers has been under almost continuous review since 1953. The 
Office of Defense Mobilization Advisory Committee on the Watch Industry con- 
sists of officials of the Departments of State, Defense, Treasury, Commerce, and 
Labor, and its studies and recommendations have been based on careful and 
comprehensive reports of these agencies and with due regard to the various 
national objectives involved. A decision on the most recent petitions by this in- 
dustry is expected in the near future. 

The information submitted in connection with the petition on imports of wool 
textiles is under current study, and the agency’s decision should be made known 
in the near future. 

Mr. Jacozson. I subscribe to all that Dr. Knorr has said, and | 
would like to add a few remarks specifically with reference to the 
electrical-equipment industry. 

I do not think I can be properly charged with saying that I recog- 
nized only the one type of warfare, thermonucle: ar warfare. I did 
recognize there are 3 possibilities which confront us. The situation 
we are in today where we are devoting more than 10 percent of our 
national resources to defense, a period of very active buildup, tre- 
mendous change in the nature of weapons, and so forth. I recognized 
the further possibility that we might engage in limited war. “I did 
not define that, but I subscribe to the view that at the point where 
limited war becomes massiv e, in terms of conventional weapons, it is 
unlikely it would stop there. 

I then go on to argue that in either of these 2 circumstances, the 
situation we are in today, or in the situation of a limited war, that in 
either of these circumstances reliance on foreign-made power equip- 
ment cannot hurt us, because I argue that in these circumstances, 
foreign-made equipment can be repaired i in the United States, and to 
the extent it does require deliveries of spare parts or to the extent we 
are relying on new orders placed abroad for delivery in the current 

eriod, that such deliveries and such repairs can be made because 
limited war, we must assume, would permit our sea lanes to remain 
open. 

If indeed it should ensue, however, that our sealanes are closed, 
our vital interests would have been affected ; and if our vital interests 
have been affected, it is unlikely we could stop at the use of conven- 
tional arms alone. We would presumably under that situation be 
projected into thermonuclear warfare. 

I am trying to answer Mr. Reed’s allegation, as I took it, that I have 
recognized only one possibility ; namely, thermonuclear warfare. I 
do not think that is correct. 

Mr. Byrnes. Do we not get back to a question of perhaps quibbling 
about what is limited? Ina sense the Korean conflict was limited, and 
yet the impact of it was pretty sustained, and it was a far-reaching 
operation. 

In this country we had to go to wage controls, production controls, 
rent controls, in many areas the whole « operation that we went through 
in World War II. 

Certainly a limited warfare, even in the view of you gentlemen, must 
include a Korean operation or even operations a little bit broader than 
that; would it not? 

Mr. Jacopson. Quite. 
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Mr. Byrnes. Which I would think would certainly have some dis- 
ruption as far as shipping. Even though they are not sinking ships, 
the availability of ships becomes a question. 

Mr. Jacozson. In that circumstance, Congressman, presumably we 
would establish a system of priorities; and certainly, if power equip- 
ment is vital, we would bring that over before we would bring over 
V olkswagens or other less essential commodities. I quite agree the 
problem is how to define the point at which unlimited warfare, or 

rather the point at which limited warfare, becomes unlimited, but we 
are arguing that within—at least I am and I think Dr. Knorr is say- 
ing much the same—within the logical limits of limited warfare, we 
can anticipate no interruption to vital production here simply because 
we have relied on foreign-made equipment. 

Take the case of Korea or Indochina. Certainly, we had a huge 
amount of our resources devoted to defense effort. In that period of 
time, we were bringing over foreign-made power equipment. We 
were bringing over far fie vital equipment, too; bringing over luxury 
goods. At the point where warfare remains limited, the massive 
strength of the American economy is capable both of sustaining vital 
production ‘and less vital production; so long as the sealanes remain 
open, we can rely on foreign-made equipment. 

I would like to say this entire discussion so far has not raised an- 
other fundamental point, which I admit is a general one, which is: So 
long as warfare remains even in the so-called limited scale, our funda- 
mental ability to sustain it depends on the general strength of our 
economy. If imports contribute to the strength of that economy, 
then it seems to me imports are essential, and anyone claiming that 
they should be excluded from the United States carries the burden 
of proving that this is necessary to some vital security interest. 

Mr. Harrison, Do any of you gentlemen from whom we have not 
heard have anything to say ? 

Mr. Brown. May I ask a question, particularly of Dr. Knorr and 
Mr. Phillips? I know you, Dr. Knorr, have given consideration to 
this in your paper. There is a distinction in trade between bombs 
and bobbypins. You made it clear. 

Would you care to elaborate on that theory? I have in mind, of 
course, the petroleum industry, which you did mention. I take it, it 
would be helpful at this point to have that elaborated a bit. 

Mr. Kworr. I understand we should defer the discussion of the 
question of the petroleum industry until this afternoon. 

Mr. Morrison. I do not think we should get into the details of the 
petroleum situation, but I think this is a general question relating to 
the character of the legislation. 

Mr. Knorr. Then I would like to say this much: that I am by no 
means a doctrinaire freetrader when it comes to questions of defense. 
On problems of defense I am inclined to prudence. This is not an 
area in which one should take great risk. 

Therefore, I would not at all be opposed to public assistance, even 
if necessary import restrictions for industries that can be indubitably 
demonstrated to be in need of it, a need based on the concepts of 
modern types of war. 

I have not come to the conclusion that the national security amend- 
ment should be stricken from the law. I think a case, even if it is 
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a relatively slight case, for its retention can be made. But I would 
argue for a better administration of the act. 

myself feel that the initiative, the authority to initiate action, be 
given entirely to the Office of Defense Mobilization. They are the 
people who have the resources or could acquire the resources to study 
the full complexity of each case, whenever a national industry is in 
question of perhaps being of insufficient size for purposes of a fairly 
large-sized limited war. 

What I feel is wrong in the act is that the initiative may come from 
the industries that seek such protection. They are in no position, 
it seems to me, to understand the full complexities of the issue in- 
volved. At least, I have not seen that they have done so on the basis 
of the record of their testimony over the last years. 

Of course, it is quite true that when the Korean war occurred, a 
limited war on a fairly large scale and of fairly lengthy duration, 
some amount of mobilization had to take place in this country, and 
scarcities did appear. There is no question that this must be expected 
to happen again in the future. But we are still speaking of a limited 
war, which calls for only a very limited degree of mobilization. It 
is not the kind of effort which will fully tax the economic strength of 
this country. I do not think that farfetched measures, such as the 
ones that are often proposed for the tariff protection of a large array 
of relatively minor industries, are called for in order to prepare this 
country for such contengencies. 

Mr. Puixies. I would like to make one minor comment here, Mr. 
Chairman. 

Part of the issue here seems to revolve around one of intent and 
ability. It seems to me that the powers of the executive branch are 
sufficient to protect an industry or to assist or do whatever is necessary 
for a particular company, in order to see that it is, if necessary for 
reasons of national security, protected from foreign competition and 
that there is not necessarily any merit—in fact, I see some disadvan- 
tages—in relying on the tariff as a device for achieving this end. I 
get the impression that there is a feeling that there is a need for specific 

egislation because the executive branch would otherwise fail in its 
duty. Certainly, the executive branch is vitally interested in national 
defense and national security. This is the major job these days. It 
certainly is not a field where you have to nudge them, periodically, at 
least in my opinion, particularly along the lines oF this national 
security legislation. 

Perhaps someone here could tell me this. Is this legislation intended 
to be a nudge or because you feel that there is a lack of authority on 
See of the executive branch to do the things that are needed to 

e done? 

Mr. Reep. Mr. Chairman, Dr. Knorr rather implied, I thought, 
that what I was recommending was a higher tariff on heavy electrical 
equipment. I made no such statement. Nor am I sure precisely what 
should be done to correct the situation. I am not advocating an em- 
bargo on all heavy electrical apparatus; I am not at this moment ad- 
vocating a higher tariff. I am saying we have a serious situation 
confronting us, and one that is getting worse in terms of percentage 
of heavy electrical equipment purchased from abroad that is finding 
its way into highly strategic locations for the production of power 
for this country. 
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I am saying, therefore, section 7, the national security amendment, 
should be retained in the law, No. 1, and No. 2, that a careful and 
thorough and exhaustive study should be made as provided for by 
that section in order to determine esentially the extent of the problem 
and what might be done to correct it. 

It may well be that some limited regulation or control would be the 
best way, involving the Office of Defense Mobilization being advised 
before substantial installations are committeed for. So that both as 
to geographical location in this country and as to size of unit, they 
would have an opportunity to take a look and to say, this is all right, 
it is small, it is not going into an area which is already heavily bur- 
dened with electrical equipment from abroad, or that this one, being 
a very large and critical item, and going into a territory where there 
is already, we think, too much for national security, that this one must 
not come in, 

I do not know the answer. All I am sure is we are confronted with 
a problem that, if we continue, will someday seriously concern us. 
I just hope that this section will be retained, and that the whole sub- 
ject will be more carefully studied, and that the Office of Defense 
Mobilization will come up with and the President will approve some 
kind of regulated control of the importation of this critically im- 
portant heavy equipment which is going to go into spots that are 
already overloaded and that are strategically of the utmost importance 
to the maintenance of not only the defense of this country but of our 
basic economic base. 

We were speaking a moment ago of the petroleum. I am not going 
to inject it, because you have been good enough to limit it this morning 
to these other aspects, and are going to deal with petroleum this 
afternoon. However, if as Dr. Knorr has suggested, perhaps petro- 
leum and petroleum products do represent an exception, something 
that the national security amendment could well be and should be 
retained to deal with, I say to you this: that a very substantial part 
of our petroleum production and consumption in this country goes to 
fueling of heavy electrical generating equipment. 

In other words, it is not petroleum products by and large used 
directly in the production of goods, but it is electricity that is used 
for that purpose. What good to have an adequate supply of fuel oil 
or petroleum products if the equipment which those products are used 
to energize and motivate are out of service? 

Mr. Harrison. Mr. Morrison. 

Mr. Morrison. There are two points I would like to raise for panel 
discussion. One has to do with what I understand to be Mr. Reed’s 
statement to the effect that his interest was primarily concerned with 
the purchases of heavy electrical equipment by Government agencies, 
Tennessee Valley, Bonneville, et cetera. If that is so, would it be 
appropriate in his view to implement the national security considera- 
tions through the Buy American Act, rather than by a provision in 
the trade agreements legislation ? 

Mr. Reep. The Buy American Act, as I understand it, is intended 
to and does provide a differential—originally I believe it was 25 
percent, now it is 6 and 12 percent, which shall not be exceeded by 
the Government in terms of going to a higher price for domestic 
products, more than the 6 or 12 percent, unless there is some essential 
and controlling element of national defense involved. 
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The language of the Buy American Act and of the exception, the 
national security exception, is very much more rigid, very much 
more stringent, than is the language of section 7, the national security 
amendment of the Trade Agreements Extension Act. 

In theory, what you say I think might well deal with the situation. 
In fact, the degree of proof which is required, the cogency of the 
evidence with reference to that specific piece of equipment being itself 
eritical and vital, I think would make it from the administrative 
standpoint very much more difficult to deal with and very much more 
clifficult to reach a decision on. 

Our view is, this cannot be done on a case-by-case basis. Who is to 
say that any particular additional unit, a 50,000-kilowatt generator, 
for example, that this one crosses the line and that none before that 
did ¢ 

We think this needs an overall look. We think it needs an exam- 
mation as to what has already been done and how much foreign- 
built electrical equipment is already in the particular area that is 
involved with interconnection before a decision can be made as to 
whether particular bits and pieces which come along one by one shall 
or shall not be regarded as falling in the critical area. 

No. My answer is that I believe section 7 must be retained and 
that the Buy American Act, as such, although it goes part way, does 
not deal with the whole situation. 

Also, it should be pointed out that the so-called public utility dis- 
tricts, of which there are many, as you know, is the Middle West, 
far West, and Northwest, are not subject to the Buy American Act. 
In other words, they are not within its jurisdiction. The thing I am 
talking about would most definitely include the PUD’s and they can 
be reached only by the national security amendment of the law. 

Mr. Jacozsson. I would like to try and draw the issue as sharply 
as Ican. It may add a new dimension to this discussion. 

Mr. Reed quite properly has identified foreign-made equipment 
with installations in certain strategic areas. He is right to point 
that out. 

What can we foresee? First of all, foreign-made equipment is 
located at Chief Joe or some other installation. If the foreign-made 
equipment functions and functions satisfactorily, obviously we have 
not impaired the American interests, national security interest, by 
employing foreign-made equipment. 

The question then is whether foreign-made equipment will function 
any less satisfactorily than American-made equipment. Mr. Reed 
generously acknowledges that foreign manufactures are of high qual- 
ity, and there is no reason to distinguish at the outset between the 
quality of an American-made and a foreign-made piece of equipment. 
Therefore, if we admit that foreign-made equipment may fail in a 
strategic location, we have to recognize equally that American-made 
equipment may fail in the same situation. mire 

Now we go on to argue that in anything short of unlimited war- 
fare the foreign-made equipment can be satisfactorily repaired at 
the very worst with a slight delay. I said a delay of 3 months. I 
might admit it could be somewhat greater, but in a situation short 
of unlimited warfare or short of limited warfare on an absolutely 
massive scale, which logically I think we cannot accept, we go on to 
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say that a supply of vital power will go on uninterrupted either be- 
ause We repair the equipment or because we draw on reserves. 

If we come to the possibility of thermonuclear warfare with an 
ICBM dropping on a dam, it could drop on a dam housing an Ameri- 
can generator or housing a foreign-made generator. If it hits an 
American-made generator, which has to be repaired, don’t forget we 
have to ship it back to Schenectady or Pittsburgh. Will Schenectady 
or Pittsburgh be in a position to repair that equipment? Every as- 
sumption we can make which is reasonable in regard to thermonuclear 
warfare is that it may be assumed that the Russians may go for Pitts- 
burgh or Schenectady before they go for Conventry. 

So long as foreign equipment functions satisfactorily the arguments 
of Mr. Reed are not valid. If it does not, we face only a period of 
limited delay at the very worst. If we are in anything short of all- 
out war, that delay can be tolerated. If we are in a period of all-out 
war, there is absolutely no assurance that American-made equipment 
can be repaired any more rapidly than foreign-made equipment. 

As Mr. Enke pointed out before this committee in his statement 
the other day, it is entirely possible that in unlimited warfare we 
may be hit while the Russians may spare Western Europe. If some- 
how or other there is an afterwards in an unlimited war, and assuming 
we win it, we may want to turn to Europe to help refurnish our domes- 
tic equipment. 

I have tried to draw the issue sharply here for all of us to see. I 
do not know that I have succeeded. 

Mr. Reep. If I understand Mr. Jacobson, Mr. Chairman, he sug- 
gested that only in case of unlimited warfare would we be troubled 
in this front. This I cannot accept. Limited warfare, as I suggested 
in my paper, has in the past strained our capacity to produce electric 
power to the very limit. Again and again, even under a so-called 
limited war situation, the demand for electricity rises rapidly, pretty 
well across the country, and such reserves as there are, fade away and 
we are operating on a very delicate 24-hour basis, so that it is not 
only in these tremendous short-term horrible warfares that we must 
contemplate and must prepare for, and I am talking about types of 
warfare far short of that in terms of their severity or intensity. 

So I do not think we must confuse and lead ourselves into the 
view that it is only in that type of situation that we are in trouble. 
Then, in that kind of period, something less than. all-out war, if a 
large unit goes out, what is the difference in the situation? It just 
happens GE has 3,000 service engineers located all over the country 
and some 5,000 service technicians. Bis x 

We have 50 what we call service shops quite in addition to the 
plants where these things were made, again located strategically and 
carefully around the country with the specific purpose of rebuilding 
equipment that has failed, so that it is very difficult for me to imagine 
any foreign manufacturer being in a position to even remotely ap- 
proach comparability in terms of their capacity, not only to get onto 


this indispensable service. 
It is not that they are not willing to. It is not that they are not 
| competent. I am not prepared to say that I think foreign-made 


| 
the job within a matter of hours, to analyze the difficulty, to talk with | 
| the factory, to get things moving at once toward the restoration of | 
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equipment is as good as American-made. I do not think so, but I 
say they have darned good engineers, they are capable people. It is 
not on that ground that I rest my case. 

It is that I just do not think they are in a position to, any more 
than we could, maintain the same kind of service facilities in Britain 
or Germany or Switzerland that they maintain there. It is just 
that it is the nature of the beast. As I said a moment ago, these coun- 
tries have made the decisions for themselves. They do not import 
where they have an industrial capacity to product heavy generating 
equipment. They do not import it. They say frankly they are not 
going to be dependent on offshore manufacturers, either for service 
or for replacement parts. Why are we an exception to that? 

Mr. Harrison. Professor Knorr ? 

Mr. Kworr. I am really not sure it is worth spending so much 
time on the particular problems of the power-generation industry, 
but I would like to ask Mr. Reed one question. 

Suppose you have a limited war on the scale of Korea, and I have 
no doubt that this would mean partial mobilization. Some military 
equipment would have to be produced at a larger rate than we are 
normally producing it. No doubt this requires power. But also, no 
doubt, in such a situation we will have to face the fact that some uses 
of power will be curtailed. 

I would like to ask Mr. Reed this specific question, on the basis of 
what has been happening during the last 2 or 3 decades in the 
American economy: What percentage of power generated in the 
United States could possibly be affected by the kind of equipment 
failures which he is speaking about? 

Mr. Reep. Thank you, Dr. Knorr. 

The normal peacetime objective, generally speaking, of the private 
utility companies of this country is to shoot at a reserve of some- 
where between 12 and 15 percent. It has been our experience that 
when an emergency comes along—even a limited emergency situ- 
ation, and this is the optimum I speak of; the average is not there 
by a long way—we come to a period of the kind I am talking about 
when the growth and demand skyrocket. 

Dr. Knorr is quite right. It may be presumed that something 
would be done at some point at least in order to limit the production 
of less essential goods and release the energy for that purpose. This 
we must contemplate. We did it in World War IT and surely we 
would do it again. The question of the location of that energy is 
also important. 

Energy generated in New York City is just not available on the 
west coast, and this applies, while there are interconnections among 
— to deal with specific emergencies. We are too large a country 
to have a national grid in the sense that Britain has it—a small, tight 
little island where they can be and pretty well are completely inter- 
connected, so that it could be very easy for me to visualize in direct 
response to Dr. Knorr’s question a failure, either a normal failure, if 
there can be such a thing—and there are; we all have equipment fail- 
ures from time to time, a sabotage failure or an attack failure, of com- 
oe minor proportions, two, three, four hundred thousand 

ilowatts, which could seriously and at once present a problem in the 
particular region or area where it occurs. 
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Now, this is one of the things and this is why I plead so for the 
kind of study I mentioned a while ago. This is the sort of thing 
that our Government should interest itself in, should make a study 
of, and should determine what the critical loss might be that would 
really raise Cain with that area and with its productive capacity, 
because it will vary in different parts of the country, and that is why 
I say there should be no blanket answer to this thing. There should 
be no flat embargo on all imports of heavy electrical goods. J 

What I am concerned about is the national security, not at this 
moment at least the health of any particular industry, including the 
electrical manufacturing industry. 

Mr. Ixarp. Mr. Chairman, to get back to the broader aspects of this 
problem that Mr. Byrnes suggested jn the first question he asked, is 
it really of too great importance, gentlemen, to raise this question of 
whether we are going to have any war of an unlimited nature, that 
lasts 5 minutes or one of a limited nature that lasts 5 years? 

I say that because of the fact that if we do have a thermonuclear 
war, where somebody pushes a button and this country goes up in 
ashes, then the matter of our defense just moves back a notch. We 
have got to be ready in advance, and try to prepare ourselves so that 
we can anticipate that kind of warfare. 

If it is a limited war, I do not think anyone here is mystic enough 
or seer enough to tell what might happen around the world. I think 
we all know what happened last year when we had a limited war or 
limited emergency in the Near East, when we saw the petroleum re- 
sources of that great area shut off almost overnight and from a matter 
of days this country go from where we were importing vast quantities 
of oil to where we were obliged to meet the demands of Western 
Europe to the tune of about 400,000 barrels a day, and that happened 
because of the local war and not because of a large one. 

Do we not come back to this question, regardless of how the con- 
flict might occur: Do we not basically come back to the question of 
what is good for the general defense of this country and what our 
economy needs—as Mr. Jacobson pointed out, and as several of you 
also have—to provide the growth and the ability to sustain the de- 
mands on our economy that will arise? Are we not a little off the 
point when we try to say we do not know whether or where a war 
might occur ¢ 

Conceivably, since we have been talking about generating equip- 
ment, it might occur right where such equipment is made, just as 
in the case of the oil situation. Those are things we do not know 
the answer to, but we must, it seems to me, conduct our affairs in 
such a way whereby we can to the best of our ability anticipate 
those contingencies. 

I would like to have your comments on that. 

Mr. Harrison. Professor Knorr? 

Mr. Knorr. I would like to make one brief comment on that. I 
have previously stated that there may be particular types of defense 
output which are so important that we should look into these cases 
very carefully. There may be a few cases in which some kind of 
public assistance is required in order to prepare this country as best 
as possible for the kind of military emergencies which we are facing, 
although not for the kind of emergencies that belonged to the past. 
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Perhaps the essential thing is to apply a sense of proportion to 
the problem. There may be a few important cases, and for all 1 
know, oil may be one of them. But if you go all the way down the 
line and try to provide for 100 percent security on hundreds and 
thousands of items of production which cannot possibly, under the 
strategic assumptions that one must nowadays make, have very much 
significance, we will be wasting our time and resources, legislative 
and executive resources as well as industry resources. 

There has to be a point at which the really important cases, and 
I submit they are very few, have to be isolated. There ought to be 
no fooling around with the hundreds of thousands of little things 
that somebody no doubt can make a protective argument for. 

Mr. Resp. I quite agree. 

Mr. Harrison. Mr. Morrison ? 

Mr. Morrison. The second point to which I referred a while back 
relates to the administration of the National Security Amendment. 
The Director of Defense Mobilization appeared before this subcom- 
mittee last year, and he was questioned extensively about the ad- 
ministrative procedures, and, among other things, he said that the 
initiation of procedures looking toward restriction of imports under 
the National Security Amendment was on the basis of complaints 
from interested domestic concerns; that the Office did not. itself 
undertake to initiate surveys in order to identify the domestic in- 
dustries that should be appropriately given additional protection 
of any sort. 

Now I take it from the statements so far made here in this panel 
by both those who think the national security considerations should 
not have broad application, or that it is impossible to give it specific 
application, and others who think it should be repealed—that both 
sides of that argument agree that the proceedings by the Office of 
Defense Mobilization should be on the basis of the Office’s own 
initiative rather than on the basis of the initiative of the interested 
domestic concerns. Am I right? 

Mr. Reep. I think it could be on both, but it surely must be with 
the Government. 

Mr. Puiures. Mr. Chairman, I would certainly agree that the 
initiative should come from the ODM, since they are the people to do 
it. I suggest that perhaps the reluctance on their part to initiate 
action under the national security amendment is that the tech- 
niques available, which seem to resolve down to tariffs or emhargoes, 
are not the ones they think are the best to treat with this problem. 

We have other techniques available to see to it that the mobilization 
base, however defined, is sufficient and I hope that the ODM people 
are not just sitting around waiting for particular industries to come 
in and make a claim under section 7. It seems to me the whole job 
of the ODM is just this. It is to analyze the industrial base of the 
United States and the necessary raw material resources and make 
day-by-day determinations of what is needed and what they could do 
to see that they are available. 

Mr. Byrnes. May I ask a question ? 

Mr. Harrison. Mr. Byrnes? 

Mr. Byrnes. You mentioned before there were other methods of 
Government action in this area that might be preferable to the reli- 
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ance on trade restrictions of some kind, but could you give me an 
example? 

You mentioned it again in saying that the ODM could act in 
another way to take corrective action. We do it today in ship- 
building. We maintain a base of production by giving Government 
orders, but the amount of Government orders as I understand from 
Mr. Reed’s testimony is very limited anyway, generally through the 
Corps of Engineers. 

We have all the other orders from private utilities, from these 
special operations like TVA, et cetera. What would the Government 

o? What area of approach could they take? 

Mr. Puturrs. There are several alternatives. One way to maintain 
a firm or industry would be through Government orders to the extent 
this is feasible. Another way is through tax advantages of various 
kinds, designed to stimulate the domestic industry, as opposed to 
foreign production and import. 

Mr. Byrnes. You mean make up a price differential, so GE could 
bid on a generator, by giving them a tax advantage to enable the do- 
mestic producer to bid competitively with Italy ? 

Mr. Pues. I was thinking particiularly of the rapid writeoff 
provisions so you could write off your investment over a shorter period 
of time. Another possibility would be a direct subsidy. 

Mr. Bynes. I would like Mr. Reed to comment. What is the basis 
for your competitive situation with foreign producers of heavy elec- 
tric equipment? Is it price? 

Mr. Reep. Yes, sir. 

Mr. Byrnes. What is the fundamental basis for that? 

Mr. Reep. The fundamental basis is, I am sure we all now, that 
the labor rate or cost of labor in all of the European countries, as 
well as Japan, is a small fraction. 

Japan is down to perhaps 10 or 12 percent of ours. In Britain 
maybe it is 25 percent, and other countries rising slightly above that, 
but none as high as 35 percent. I think today of our own. Let us 
assume that they may not use their labor quite as efficiently as we do, 
and I am not sure this is a safe assumption in every case, but let us 
discount that and say that we get more productivity out of our peaple. 

Even so, that differential is far greater than can be absorbed in 
ari increase in the output per man-hour so that you have an inherent 
differential in cost which, with normal profit, permits the foreign 
manufacturer to quote substantially under the American manufac- 
turer. 

Mr. Byrnes. Let me follow this through: Take the subsidy ap- 
proach, which is also what you are talking about when you are talking 
about a tax advantage of some kind. Instead of taking it from them, 
you let them keep it. In the other case you take it from them and 
give it back to them, but what is the advantage of that technique in 
putting a company in a position to meet competition from a foreign 
manufacturer of heavy electrical equipment, over the technique of 
putting some kind of a restriction on the foreign equipment that 
comes in? The effect is the same. 

Mr. Put.urrs. I do not think the effect is the same. The import 
restriction technique is a very blunt tool. It is awfully difficult to be 
precise about it. 
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In a subsidy you can subsidize only to the extent necessary and on 
a ee cee basis, as compared to the broad protection 
provided by a tariff or a quota which provides protection for the most 
efficient firms and the most inefficient firms alike. 

In effect, it gives windfall profits to the efficient firm in order to 
maintain in being the inefficient sector of the business. I have just 
suggested the subsidy method as a more precise technique or the 
government-order method as a more precise way of achieving this 
objective. These do not do as much violence to international rela- 
tions that you have with other countries who, in turn, are likely to 
retaliate. 

If we embargo the importation of heavy electric equipment cer- 
tainly we must expect some kind of retaliation. 

Mr. Byrnes. As of today, as I understand the situation, they al- 
ready have restrictions on it.so there won’t be much retaliatory effect 
in this particular category. 

Mr. Pumps. I was not thinking of retaliation only in the same 
commodities. It could be on other commodities or even outside of 
the trade field. 

Dr. Knorr wants to comment on the labor-cost point raised by Mr. 
Reed. 

Mr. Harrison. Dr. Knorr? 

Mr. Knorr. I would like to make one very brief comment on Mr. 
Reed’s last statement. I have a feeling, Mr. Reed, that you made a 
little too much of this low-wage argument. I know that General Elec- 
tric is also a heavy exporter of all kinds of equipment. Am I to 
assume that you are paying your workers working on export products 
less than you are paying those workers making power-generating 


one ¢ ee 
r. Reep. As usual, you are always _ to oversimplify these things. 
Dr. Knorr is correct. e do export substantial quantities of a variety 


of products, and you must distinguish at once, of course, between those 
roducts which adapt themselves to past production, where you have a 
arge demand, a large market, and can spend huge sums in order to 
put in tools, dies, jigs, which will permit you to make a run contin- 
uously of the same product in very large quantities. 

This cuts down the labor content per unit to a point where we can 
offset this differential that you are speaking of. 

Now, if we are talking about refrigerators, if we are talking about 
steam irons that are sold in this country, if we are talking about a 
variety of our product lines that are made in huge quantities, we are 
in no serious problem. We can deal with the competitive situation 
because we have mass production techniques and the advantage of a 
large market which permit us to offset that. 

You deal with heavy electrical apparatus and as you know, it is 
custom built to order for each specification. You, therefore, are not 
able to set up a production line in which you have a lot of special tools, 
which will reduce the labor content of that product. You are usin 
general ~— tools of the same general type that they use abroa 
in making these same things, so that while, as I say, even giving us a 
little edge and assuming we are doing a little better job of operating 


our factories, because of the very high labor rate we cannot offset them. 
Our exports of heavy electrical apparatus are always sold at a 
premium. As I have said, we cannot sell them to the industrialized 
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countries except on the theory of ECA, when we are rebuilding a 
broken economy and when American dollars are being used for it, But 
in normal times we sell our electrical apparatus to the extent that we 
do to countries who do not have those industries, who are prepared to 
pay a substantial premium and who do because they think the quality 
of the service is better. 

Mr. Harrison. Mr. Jacobson ? 

Mr. Jacosson. I would not want the impression left that foreign 
manufacturers consistently or always can undersell domestic firms. 
Mr. Reed’s own statistics for procurement in the latest year, procure- 
ments by the Government alone, show that the Government bought 
substantially more domestic-made equipment than they did foreign. 
Now, all these procurements were made against open, competitive 
tender. The fact is that the Americans beat the foreigners on price 
for a substantial range of procurement. That isa fact. 

Now, the second point f want to make, Mr. Reed just alluded to 
indirectly. General Electric and other American companies com- 
pete equally with foreigners for sales in third markets. In these 
third markets it is very often that the Americans beat the foreigners. 
I do not know whether they beat them solely because of better quality, 
which is the implication of Mr. Reed’s statement, or perhaps they 
also beat them on occasion on grounds of price just as they beat them 
in the United States on grounds of price. 

I am trying to clear up the impression that has been created here 
that because of lower wages abroad they can always beat the pants 
off of us. It is just not so. 

If I may return to a point made a half hour or so ago on this ques- 
tion of strategic location, which, it seems to me, is a critical question, 
and the question of whether reserves exist and how we would meet 
any failure. 

pointed out that foreign-made equipment constitutes a very minor, 
extremely minor, fraction of installed capacity and that failures of 
this foreign-made equipment are extremely rare. Now we are talking 
therefore about rare failures and very small amounts of equipment. 
Can these failures affect the national interest? Let me refer to the 
Westinghouse strike of 1956. Westinghouse produces roughly speak- 
ing 25 percent—I may be wrong, give or take a few percentage 
points—roughly 25 percent of the total amount of power equipment 
produced in the United States. 

Westinghouse was on strike for periods up to 4 months. In other 
words, no repairs were made on broken-down equipment during that 
period and shipments that would have gone on were delayed for 4 
months. There is not a single recorded case to my knowledge of any 
vital power production being interfered with simply because a mass 
of equipment was delayed for a period of 4 months, and yet the picture 
we are trying to answer here, the picture that has been conjured up, 
is a case of vital production being interfered with because of a rare case 
of failure in very small amounts of equipment. I cannot quite visual- 
ize this. I am having trouble with it. 

Mr. Reep. I do not want to belabor this point but let me just say 
this: That the Westinghouse strike occurred during a peacetime 
period when there were reserves, generally, across the country on 





99921—58——_27 











412 FOREIGN. TRADE. POLICY 


the part of the utilities, No. 1. Therefore, there was an opportunity 
to use those reserves to tide over that short period. 

No. 2, there was a repair and service available on Westinghouse 
products, products in the field, during that period. Mr. Jacobson 
is speaking only of those products which were in process of manu- 
facture in the factory, but repair and replacement parts were avail- 
able around the country, and by and large the industries who had 
equipment in being and in service and had trouble with it had no 
difficulty getting it repaired during that period, so that this is not, 
I think, a really rational or fair comparison to make because the 
situation was entirely different. 

Mr. Harrison. Mr. Phillips? 

Mr. Puuutires. This is really a rather short question addressed to 
Mr. Reed. One of the points here that seems to me to be looming 
larger and larger is this question of repair and maintenance. This is 
a question of fact: Could your service and repair people repair, let 
us say, Westinghouse equipment in times of an emergency and, sec- 
ondly, could they also repair foreign-made equipment in time of a 
serious national emergency ? 

Mr. Reep. This question is rather thoroughly dealt with in the 
paper which is published in the compendium. The answer is that 
any American manufacturer could in time repair a piece of foreign- 
built equipment but we are talking about time. Time is the essential 
element that I have in mind. The foreign equipment is different that 
the American equipment. As I say, this is custom-built stuff, and 
the engineers design it differently, the parts are different. They may 
not be basically or importantly different in terms of the function 
they perform but they are basically and importantly different in 
terms of trying to fit another part in there, unless you make it custom- 
made here in this country, if it fails; and the element of time, if we 
are without the drawings and specifications, and without parts or 
tools and without the special equipment that they use to build these 
things abroad, is very substantial. That would differ, depending on 
the unit, size of it, character of it, but there is a very significant, a very 
meaningful addition to the time that would have to be made. During 
the last war it ran up over a year on a number of different items foreign 
built. It could not be repaired by American manufacturers. This is 
not always so. I do not want to exaggerate this thing, but there is 
a very important element of time involving, according to the best 
estimate, from months to a year or more differential in getting back 
into service a foreign-built equipment which failed here as compared 
with the same kind of equipment built here, and which failed and 
could be put back into operation in a very much shorter time. The 
essence here is the time involved. 

Mr. Byrnes. Could I ask one question on price directed to Mr. 
Reed? Mr. Jacobson mentioned that you are able to compete in third 
country markets and the fact is you are able to compete here judging 
from the percentage of sales of this heavy equipment made in this 
country by your company and other domestic producers in the last 
number of years. 

Mr. Reep. Iam not sure that I got that question, Mr. Byrnes. 

Mr. Byrnes. I understood Mr. Jacobson to say that you cited 


figures showing, that approximately 75 percent of the purchases that . 
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were made in this country of heavy electrical equipment, were made 
from domestic producers which shows you are able to compete. 

Mr. Reep. Foreign manufacturers are very selective in their 
bidding. On a great deal of that they did not even tender a bid so 
if you go through and analyze that business you will find the amount 
they bid on and did not get is a much smaller percentage than the 
balance between the 47 percent that the Government agencies bought 
and the 53 percent bought here from abroad. I would venture a wild 

yuess but I would say if 10 percent over that 47 was actually bid on 
y foreign manufacturers I would be surprised. 

Mr. JAconson. I do not have the facts available here. I know there 
was a number of procurements participated in that we won and there 
was a larger number of procurements participated in that we obviously 
lost. I cannot speak for all foreign manufacturers but if my recollec- 
tions are correct I think they are reasonably accurate in the state- 
ment I made. This isa fact I would be happly to explore. 

Mr. Reep. You may have lost them to foreign manufacturers. 

Mr. Jaconson. I am talking about domestic. 

Mr. Reep. I may be wrong about the figure. I am taking it right 
out of the air. I know by and large—this is a self-serving state- 
ment—by and large the engineers, the operating people in this coun- 
try, prefer American equipment and such foreign equipment as is 
bought is purchased on some policy, not on the preference of the engi- 
neers and operating people who have to run this equipment. 

Mr. Jacosson. We ought to make clear the percentages we are talk- 
ing about do refer only to Government purchases. In the private 
sector of the economy which represents about 95 percent of all pur- 
chases the foreign manufacturers are virtually excluded. I should 
not say virtually are excluded ; they are excluded. 

Mr. Byrnes. Why ? 

Mr. Jacosson. That is a very interesting question. 

Mr. Byrnes. Does that not come back to the question of mainte- 
nance ¢ 

Mr. Jacosson. It turns on the point just mentioned. A good ma- 
jority of the engineers found in utilities are more familiar with Amer- 
ican systems. All other things being equal, they have this prefer- 
ence. Naturally they decide to buy American under those circum- 
stances. There is a book here by Mr. Bidwell, Council on Foreign 
Relations, in which he explores the reasons why foreigners have been 
kept out of the foreign sectors. He says these reasons tie up with 
long term financial ties between utility companies and the manufac- 
turers. There are a large number of American engineers who ac- 
knowledge foreign-made equipment is good but they do not want to 
stick their necks out. That is the long and short of it. They have 
been doing this for a long time. They go on doing it the same way. 
The Corps of Engineers and other engineers in the Government have 
had this question of security put up to them 10 times and they answer 
that “We have studied the whole thing and we think we are not 
placing the security of the United States in peril.” I do not think we 
should leave the impression this is an unexplored matter. This has 
ork pm into thoroughly by the agencies of Government, including 

Mr. Reep. Simply as an aside, Mr. Chairman and Mr. Byrnes, I 
might observe that the privately financed utilities of this country, 
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which are operated on the profit motive basis, have to earn on every 
dollar that they invest, om their prices as you know are regulated 
by utility commissions all across the country. They have almost ex- 
clusively decided to buy American products. You can form your own 
conclusion as to why that is. I assure you that it has nothing to do 
with any friendship or any financial and sentimental relationships 
between the utility company and the private manufacturer. 

Mr. Harrison. Dr. Knorr? 

Mr. Knorr. If it is true, as Mr. Reed has said, that it is the general 
inclination of most consumers of power-generating equipment to buy 
American equipment in any case, what are we talking about?’ Why 
do we need an additional degree of protection, in order to make sure 
that, in 1 or 2 locations, consumers will not buy a foreign plant? I 
mentioned previously that we must apply a sense of proportion to 
the problem under discussion. We are talking about wartime emer- 
gencies, which will not involve large-scale mobilization. We know 
there is a considerable reserve of public power available in this coun- 
try. We know there is an additional large reserve in terms of non- 
essential uses of power which could be suspended for a time if there 
is an equipment failure. I still have not received a reply from Mr. 
Reed to the question of how much power has been lost by past equip- 
ment failures. I suspect—I do not know—I suspect if we got the 
full record of the breakdown of foreign-made equipment that the 
amount of power lost would probably be infinestisimal as a proportion 
of American power generation. 

Mr. Harrison. We will permit this answer before lunch. 

Mr. Resp. May I reply ¢ 

Mr. Harrison. Yes. 

Mr. Reep. On that latter point, the question of how much, I do not 
have the figures as to how much foreign-made equipment has broken 
down. We have given a number of examples in our published state- 
ment in the compendium, not to indicate that foreign equipment is 
badly made or that it cannot be relied upon canaeally speaking, but 
simply to show that when this does break down, even under normal 
circumstances, without any sabotage or attack or the pressures of war 
involved, that it is a serious thing and it takes a long, long time to fix. 
What would happen in the event of a wartime condition with a grow- 
ing percentage of our capacity in this country being foreign made is 
what concerns us, It is not the record of the past that in and of itself 
must be dealt with here. I think we must look forward to where the 
trend is taking us and what might happen under the conditions that 
we have assumed. 

Mr. Harrison. We will recess now for lunch. Would it be agree- 
able to everyone to come back at quarter of 2 and adjourn today at 
quarter of 4? If so, we will recess until 1: 45. 

(Whereupon, at 12: 09 p. m., the subcommittee recessed to reconvene 
at 1:45 p.m. the same day.) 


AFTERNOON SESSION 


Mr. Harrison. The committee will be in order. We have several 
gentlemen here connected with the petroleum mdustry. I would like 
at this time to call on Mr. Russell Brown, general counsel of the In- 
dependent Petroleum Association of America. 
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STATEMENT OF RUSSELL B. BROWN, GENERAL COUNSEL, 
INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. My name is Russell B. Brown. In am general counsel 
of the Independent Petroleum Association of America, a national 
trade association representing producers of crude petroleum and nat- 
ural gas, including royalty owners. Every oil and gas producing area 
in the United States is represented in the membership. 

The association was organized in 1929. Since that time we have 
been faced, almost continuously, with the import problem. Govern- 
mental policies and laws pertaining to this problem have been of par- 
ticular concern to the association. As a result, since the Trade Agree- 
ments Act was originally adopted in 1934, our association has en- 
deavored to closely follow its operation, particularly insofar as it has 
been applied to petroleum. 

We are not equipped, through direct experience, to authoritatively 
speak with respect to the application of the law in general or to seg- 
ments of the economy other than oil production. It has always been 
our position, therefore, that any views we express should be confined 
to the application of the law to petroleum. It is our further feeling 
that we have a definite responsibility to the Con to present our 
conclusions as to the effect of the operation of the act upon the do- 
mestic petroleum industry. If each segment of the domestic economy 
informs the Congress as to the effect of the act upon it, then the 
Congress will be enabled to evaluate the overall effects of the law. 

With this approach to the foreign-trade laws, we have not opposed 
the basic Trade Agreements Act. In other words, we have never 

resumed to pass judgment on the act as to whether it is good or bad 

or other elements of our economy. We have, however, on many 
occasions urged amendments to the act which in our opinion were 
necessary to rectify the administrative defects of the act as applied 
to petroleum, and have opposed extension of the law in the absence 
of such remedial amendments. 

We also, on many occasions, have criticized and opposed adminis- 
trative actions under the Trade Agreements Act, in the belief that 
such actions were not in the best interest of the Nation from the 
standpoint of either the peacetime economy or the national security. 


DEFINITE POLICY ESTABLISHED 


The indispensable role which petroleum plays in the national se- 
curity as well as the peacetime economy is established and universally 
recognized. In view of this position it deserves the closest attention 
of the Congress because today’s national policies as to petroleum will 
contribute materially to the degree of security that we may enjoy in 
the future. 

Oil’s place in the national security makes the policy of our Govern- 
ment on oil imports of paramount importance. 

Through the years Congress repeatedly has reviewed the oil import 
problem. I believe it can be said that Congress without exception 
on every occasion it has considered this matter has taken action to 
encourage the domestic petroleum industry. Unfortunately, some of 
the laws provided by Congress have not been effectively administered 
so as to carry out the intent of Congress. In our opinion, it is be- 
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cause of this deficiency in carrying out the purposes of Congress that 
the problem of oil imports See an almost continuous one. 

Recently, the executive branch of Government has taken action 
which shows that it has now joined with Congress in establishing a 
firm policy as to oil imports which is designed to encourage domestic 
development and expansion. I refer to the recent action taken by 
the President under the defense amendment (sec. 7) of the Trade 
Agreements Extensions Act of 1955. In this law Congress expressed 
a policy that imports of a commodity should not be permitted to 
threaten national security. This congressional policy has now been 
recognized by the executive branch and positive action taken to im- 

lement it. On July 29, 1957, in a unanimous report of the Presi- 

ent’s Special Cabinet Committee To Investigate Crude Oil Imports, 
it is stated: 

* * * If we are to have enough oil to meet our national security needs, there 
must be a limitation on imports that will insure a proper balance between im- 
ports and domestic production. 

Subsequently, the President approved this report and has directed 
that action be taken to implement the recommendations therein. This 
action currently is in the process of being effectuated. 

We feel that this action constitutes a national policy determination 
on the part of the executive branch of extreme importance. It has 
been long in maturing into definite policy of the executive branch. 

Through the action of Congress in the enactment of the defense 
amendment and the recent action of the President in implementing 
that law, our Government now has a clear policy as to petroleum 
imports, namely, that national security requires that there must be a 
limitation on imports that will insure a proper balance between im- 
ports and domestic production. 

Section 7 (defense amendment) of the Trade Agreements Exten- 
sion Act of 1955 has served a most vital purpose in leading to this end. 


DEFENSE AMENDMENT AND THE CONSUMER 


If we are to limit imports in the interest of national security the 
uestion immediately is presented as to the effects of such action upon 
the peacetime economy. Particularly important is the effect upon 
assured availability and the prices of petroleum products to the con- 
suming public. 

At first glance it might be thought that any restriction on petro- 
leum imports would lead to higher consumer prices. Perhaps in any 
event all would agree that security is worth the price. But does the 
restriction of imports mean increased prices to the consumer? Over 
the short term, and disregarding indirect costs such as foreign aid, 
maintenance of naval and military facilities to guarantee availability, 
and so forth—perhaps so. In the long run, however, experience has 
shown clearly that the consumer will have the best assurance of an 
ever-ready supply at reasonable prices through the maintenance of a 
strong, healthy, domestic industry. 

First, the undependability of foreign supplies is patent and has been 
demonstrated recently by the Suez incident. 

Second, foreign sources of petroleum are substantially all controlled 
by seven large international oil companies. 
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The President’s Special Cabinet Committee To Investigate Crude 
Oil Imports very aptly evaluated the consumer’s interest as follows: 

Domestic consumers are utilizing an increasing amount of petroleum products 
for transportation, fuel, heating, and many other aspects of consumer life. In 
the event of a national emergency, it is essential to these consumers that there 
be adequate supplies at reasonable cost, both now and in the future. The low 
cost of imported oil is attractive, but excessive reliance upon it in the short run 
may put the Nation in a long-term vulnerable position. Imported supplies could 
be cut off in an emergency and might well be diminished by events beyond our 
eontrol. This vulnerability could easily result in a much higher cost, or even 
in the unavailability of oil to consumers. It is therefore believed that the best 
security will be served if a reasonable belance is maintained between domestic 
and foreign supplies. 

The question as to an assured supply of oil, if imports are limited, 
is an important one. 

Experience persuasively demonstrates the undependability of im- 
ports as compared with the domestic industry. Here the record of 
performance of the domestic industry provides the strongest reassur- 
ance as to its dependability. In contrast, experience as to dependa- 
bility of foreign sources is not reassuring. 

The United States is the greaest oil country, without parallel, not 
because our country is blessed with an abundance of oil compared 
with other countries of the world but because we are blessed with a 
form of government that provides the incentive for a multiplicity of 
individual initiative to explore for and develop what we do have. 

It would seem self-evident, therefore, that Government’s role is to 
make sure that national policies are such that this individual initiative 
is not dampened or limited. 

Evidence of the dependability of the domestic industry for an 
assured expanding supply at reasonable prices, are manifold. 

Proved crude oi] and natural gas liquids reserves at the end of 1956 
total 36.3 billion barrels—an alltime high. Proved reserves are de- 
fined as those recoverable by methods currently in use and under 
current economic conditions. Improved technology continues to in- 
crease our known reserves. 

Even though our production of crude oil has increased from 1.9 
billion barrels in 1947 to 2.6 billion in 1956, our ratio of reserves to 
production in each of those years was identical—11.6. This does not 
mean we will run out of oil in 11.6 years. It means that the economics 
of the industry is such that an inventory (goods on the shelf) of this 
order is all that is justified. The United tSates has, on the year’s 
supply basis, maintained a ratio of from 11 to 16 years’ supply for over 
35 years. 

The inventory of proved reserves is not the fundamental source of 
supply. This is shown by the fact that at the end of 1925 proved 
reserves totaled only 8.5 billion barrels, however, in the intervening 
years through 1956, we have produced 47 billion barrels and at year 
end 1956 had proved reserves of 36.3 billion barrels. 

The Nation’s fundamental oil resources, rather than proved re- 
serves, are (1) man’s unrestricted imagination and initiative, (2) the 
vast undiscovered oil resources still to be found, (3) the advancing 
technology for discovering and producing oil, and (4) the free eco- 
nomic system that stimulates the continuing search for oil. 

Beyond our present known reserves the outlook is encouraging. 
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Mr. Wallace E. Pratt, one of our leading geologists, has stated that 
the more oil we have found the larger our estimates of our remaining 
resources have become. In 1948, Lewis Weeks published an estimate 
of 110 billion barrels ultimate recovery of oil in the United States, 
excluding the Continental Shelves. In 1952, P. R. Schultz estimated 
ultimate oil recovery from the United States including the Continental 
Shelves at 200 billion barrels (Peaceful Uses of Atomic Energy— 
The Impact of the Peaceful Uses of Atomic Energy on the Petroleum 
Industry, by Wallace E. Pratt, January 7, 1956). 

The United States Department of the Interior, in January 1956, 
estimated the ultimate recoverable reserves at 300 billion barrels 
including the Continental Shelves. 

The historic average discovery rate of oil resources is about 1.5 
barrels for each barrel produced. In spite of sizable increases in 
production year after year this ratio has held fairly constant. Pro- 
fecting this relationship, estimates covering the future period can 

e made and compared with anticipated rate of increase in the demand 
for petroleum. On this basis, the most conservative of several esti- 
mates received by Mr. Wallace Pratt concluded that by 1975 the 
United States will have discovered a total of 160 billion barrels of 
hydrocarbon liquids. This estimate presupposes an average finding 
rate of only 1.1 barrels for each barrel produced. At this conservative 
rate, all oil produced would be replaced and an additional amount of 
about 6 billion barrels would be added to our proved reserves. A 
more optimistic estimate received by Mr. Pratt estimated discoveries 
during the 20-year period 1955-75 at more than 100 billion barrels of 
liquid hydrocarbons, replacing all the oil produced and bringing the 
proved reserves in 1975 up to about 60 billion barrels, or about 12 
times the anticipated annual production in 1975. 

The above evaluates the outlook in terms of natural petroleum 
liquids only. 

In addition to our crude oil and natural gas liquids resource, there 
are huge supplies of oil shale in the United States which are recog- 
nized as a wholly feasible source of liquid fuel. More than 100 billion 
barrels of oil is contained in shale in the State of Colorado alone, 
according to a recent estimate furnished by the United States Geo- 
logical Survey. This is severalfold larger than estimated Middle East 
oil reserves. This alternate supply of liquid fuel from shale repre- 
sents over 300 years’ supply when related to our consumption of oil 
in 1956. Its reliability should be considered in evaluating future 
availability of domestic petroleum products. 


DEFENSE AMENDMENT AND FOREIGN POLICY 


The current governmental policy of limiting imports is not only 
consistent with our national security, but also with our overall foreign 
policy. 

Our present foreign a is keyed to the maintenance of proper 
relationships with friendly foreign countries of the free world, The 


important and vital role that the domestic petroleum industry might 
play in this respect was likewise clearly and dramatically demon- 
strated during the Suez crisis. At that time friendly nations in West- 
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ern Europe would have severely suffered and encountered serious 
economic disruption if it had not been for domestic petroleum. For- 
tunately, when Middle East oil was cut off from arog we had a 
strong domestic industry in the United States capable of supplying, 
over and above our own needs, a very substantial quantity of petroleum 
for Western Europe. This excess supply is now in the order of 
3 million barrels daily. Had it not been for this ability of the domestic 
petroleum industry, I think it might safely be said that our foreign 
relations would have been in serious jeopardy. Western European 
countries would have been faced with a possibility of going to war 
in order to acquire a source of essential oil. This was not necessary 
because of the availability of United States oil. 

The President’s Special Cabinet Committee specifically considered 
the impact on foreign policy of action to limit oil imports. In its 
report the Committee said: 

Your Committee recognizes that there are important foreign policy aspects to 
the problem of limiting petroleum imports. The oil reserve and production 
capacities of other free nations, as well as our own, are important to our national 
security. A number of countries are inevitably dependent in varying degree upon 
access to our domestic market for their petroleum exports and it must be recog- 
nized that it is also in the interests of our national security that our allies 
and friends have healthy and expanding economies. It is believed, however, 
that taking all factors into consideration, our national security requires the 
maintenance of some reasonable balance between imports and domestic produc- 
tion at this time. In light of the foregoing considerations, our recommendations 
are framed with the objective of limiting imports in order to maintain such a 
balance and yet to allow other nations to participate in the growth of our domes- 
tic demand to a degree consistent with our national security. 

A question which it seems appropriate for Congress to consider is 
the magnitude of the contribution individual segments of our economy 
should be expected to make toward the objective of expanding foreign 
trade and cultivation of foreign relations. 

In 1934, the year the trade agreements program was enacted, oil 
imports constituted 2 percent of total imports. In 1956, it was about 
10 percent. 

etroleum has contributed more than its share toward balancin 
total overall United States exports and imports. Petroleum an 
products have accounted for a steadily declining percentage of our 
total exports and a steadily increasing share of our total imports. 
The following table shows these contrasting trends: 


Exports of | Imports of 
petroleum petroleum 
and products | and products 
as percent of | as percent of 
value of total | total value of 

exports of |United States 
United States} imports for 
merchandise | consumption 
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It is submitted that this history shows that oil has more than done 
its part in encouraging trade and maintaining foreign relations. 
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THE VOLUNTARY IMPORT PROGRAM 


Under the defense amendment the President is seeking to limit 
imports on a voluntary basis, whereby each importer is allocated a 
specified quota. 

The present program applies only to crude oil imports. Product 
imports could be just as Shanta: if not more so, as crude imports. 
There have been definite indications that the Executive is maintain- 
ing surveillance of product imports and will take action in this area 
if necessary. 

Our association has had occasion to recently evaluate the current 
program. We have said: 

We commend the action by President Eisenhower and his Cabinet Committee 
as a long and important step toward a sound and lasting solution to the oil 
import problem. We pledge our continuing cooperation, our vigilance and our 
full efforts to that end. 

We commend and enthusiastically support the Government for its firm and 
constructive administration of the import and control plan to date. 

Only time will tell whether the current voluntary plan will be ef- 
fective. We do have some concrete evidence of accomplishment. 

The success of the program will, of course, depend upon the effec- 
tiveness of the particular plan involved. More important to us, 
however, is the encouragement we find in the fact that the Congress 
and the Executive now are united in a definite policy as to oil imports. 

We are confident that this policy will serve well, not only the na- 
pee oo security but also the best interests of the peacetime consuming 
public. 

Mr. Harrison. Thank you very much, Mr. Brown. 

We will now hear from Mr. Burrill, chief economist of the Standard 
Oil Co. of New Jersey. 


STATEMENT OF MR. CECIL L. BURRILL, CHIEF ECONOMIST, 
STANDARD OIL COMPANY OF NEW JERSEY 


Mr. Burr. I did not prepare a supplementary statement, as you 
will recall. I have some notes from which I would like to summarize 
the longer statement that was submitted last week. 

I appreciate the opportunity to give my views on the relation of 
imports of petroleum to the national security, for I believe this is 
a question of great importance to the United States and to all the 
nations of the free world. I should like to begin by stating that the 
health of our domestic petroleum industry is paramount. I think 
every decision in connection with oil imports should be made with 
due regard for the fact that the domestic industry should maintain 
its strength. 

Next, I should like to say that to me the whole question of oil 
imports seems basically one of balance. It is a matter of balance 
between domestic oil production and oil imports that will preserve 
the vigor of the domestic industry and at the same time encourage 
in friendly nations the development of an oil industry able to back 
us up with its production in an emergency. 

It is also a matter of balance between the broad economic interests 
of the United States and the other free nations that will enable us 
to win their good will and to retain it. 
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I am confident that balance in both these respects is possible. This 
present discussion is evidence, however, that there are considerable 
differences of opinion as to the impact of a given import policy upon 
our national security. It might be easier to resolve those differences 
if we keep in mind the fact that our national security, as Congress 
has interpreted it, involves more than military operations alone. It 
also involves our entire foreign trade policy as that policy affects our 
own economy and that of friendly foreign nations, and it covers such 
basic programs as foreign aid. 

Now, out of the many facts about the petroleum industry in general 
which I believe have a very significant bearing upon petroleum im- 
ports in relation to security, 1 should like to mention just three at 
this time. 

First is the much more intensive development of our ultimate 
petroleum resources compared to that in other countries. We have 
11 percent of the sedimentary area of the world but produce 50 per- 
cent of the free world’s oil. As a result it is becoming increasingly 
more difficult to find and more costly to produce oil in the United 
States. Therefore, to attempt to meet future domestic requirements 
by relying only upon the present proportion of crude oil imports 
would involve the probability of higher real costs to the consumer. It 
would also mean a growing penalty to the economy in relation to the 
real costs of foreign oil. 

Second is the fact that substantially more prolific oil fields are 
found in Venezuela and the Middle East and these are major sources 
of supply for other free nations. Among these are the Western 
European countries whose economies contribute to our own military 
strength, and which countries also contribute notably to the foreign 
trade of the free world. 

Finally, about the petroleum industry is the matter of American 
investment in oil abroad. This investment is the greatest by any 
single industry. It is responsible in large measure for the benefits, 
both at home and abroad, which our foreign policy seeks. These 
include, for example, the development of so-called underdeveloped 
countries. They also include the stimulating of world trade in all 
commodities, not in oil alone, with the result that the United States 
is benefited both directly and indirectly. 

While re Som such general facts in mind, let us consider oil im- 
ports themselves and their relationship to national security. In doing 
so it is necessary to consider separately the two main categories of 
imports; namely, crude oil and heavy fuel oil. 

The circumstances surrounding each of these are quite different. 

In the case of heavy fuel oil there is a persistent shortage in the 
domestic supply and imports are necessary to supplement it for a 
balance in total supply and demand. Such imports are desirable as 
contributors to our national security because they bear significantly 
on foreign trade and upon the well -Aeivny of friendly nations. Vene- 
zuela is a prime case in point. But in addition there is the nar- 
rower concept of military needs. We could not shut out heavy fuel 
oil imports in normal times without drying up the source which in 
an emergency would be critical. 

Where crude oil is concerned, limitation of import implies higher 
prices to the American consumer than would prevail in the absence 
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of limitations just as would be the case with respect to any industry. 
If it is to be argued that crude oil imports should be restricted in 
the interests of national security, a decision to do so should only be 
justified on the ground that the benefit derived from thus stimu- 
lating domestic exploration and development more than outweigh the 
adverse results which include higher prices to the consumer and 
weakened relations with foreign nations. 

. It might be possible, of course, as some people contend, for emer- 
gencies to arise that would interrupt the flow of foreign oil. Those 
might make the consumer do without supplies during such periods 
me perhaps pay a higher price until normal trade can be resumed. ! 
However, that possibility hardly seems a reason for concluding that 
the consumer benefits from restricting crude oil imports. Based on 
the long-run prospect of finding crude oil in this country, as time 
goes on we will have to rely more on foreign sources whether we 
like it orn ot. Our only alternative is to be willing to pay ultimately 
higher real costs involved in finding harder to discover domestic 
crude oil sources, or in producing liquid fuels from oil shale or coal. 
Therefore, if serious interruptions of foreign supplies are a reasonable 
possibility, it would seem more logical to seek greater flexibility of 
supplies of oil abroad so that local interruptions can be more easily 
ofiset from foreign sources not affected by the particular emergency. 
This, of course, would call for greater encouragement of foreign 
exploration activities. 

Proponents of oil imports argue that foreign sources of petroleum 
are not likely to be available in wartime. This, however, hard] 
seems the case. The advantages in having large quantities of oil 
available in widely separated Seakitios are, of course, obvious. In 
World War II, oil from foreign sources provided more than one- 

third of the total allied military and ocean bunker demand and the 

entire foreign essential civilian demand as well. 

As to whether foreign oil could be delivered, the use of tankers is 
unavoidable and sea lanes would have to be protected for other stra- 
tegic reasons at all costs. In fact, in case of another war on a world- 
wide scale, foreign oils probably will be even more important than 
in the last one. ‘The practical assurance that supplies will be avail- 
able lies in the orderly production and marketing of the free world’s 
reserves, so that they can be readly diverted to use in defense. 

I should like to stress that the Nation’s ae icy with respect to foreign 
petroleum affects both our diplomatic relations and our trade policies 
as a whole as well as military policies. 

Venezuela, as I have mentioned, is a striking example. In that 
country, which is our principal source of crude oil imports, more than 
one-half of Government revenue comes directly from petroleum com- 
panies. More than 90 percent of the foreign exchange earnings on 
trade accounts comes from petroleum exports. 

Some Middle East countries depend in even greater degree upon 
local petroleum operations for their economic welfare. erefore, 
reducing development of important petroleum sources and curtailing 
international trade by restricting United States crude oil imports can 
be a very serious matter age countries, with the consequent 


weakening of our relations with them and damage to our security. 
With respect to heavy fuel oil, it seems to me to be clearly in the 
interest of national security to allow imports without restrictions. 
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Regarding crude oil, I believe that we should try to maintain a 
reasonable balance between domestic production and imports. It 
seems further regarding crude oil that a reasonable balance in the 
interest of national security requires on the one hand sufficient do- 
mestic exploration and development to maintain a reserve producing 
capacity to meet emergencies on the scale of the Korean action, or the 
Suez situation, and, on the other hand, crude oil imports should be 
sufficient to insure continuance of favorable relations with producing 
countries and our trade relations generally while keeping the con- 
sumers’ interests in mind. 6 

I believe, moreover that the level of crude oil imports recommended 
under the present voluntary plan should not be fixed at a constant 
percentage, but should be subject to periodic review in the interest of 
conforming to changing conditions and of meeting unforeseen events. 

That concludes my summary. t 

(The following statement was filed by Mr. Burrill :) 


STATEMENT oF Ceci, L. Burra, Cuier Economist, STANDARD Ort Co. (NEw 
JERSEY) ON IMPORTS OF PETROLEUM IN RELATION TO NATIONAL SECURITY 


The vital importance of petroleum to the national security is accepted by all 
citizens. Oil is indispensable as a fuel in military equipment, and as a fuel 
and a source of chemical raw materials in supporting civilian industry and 
transportation. 

While the essentiality of petroleum is universally accepted, there is consider- 
able difference of opinion regarding the role that imports of oil play in our 
national security. Basically, it is the very necessity of oil which gives rise to 
the dispute about oil imports. Both the proponents of higher imports and those 
who would restrict them vigorously claim that their respective programs will 
promote the national security. The vigor of the arguments and the obvious 
competence and integrity of the people expressing them on either side of the 
question indicate the importance of the problem and the difficulties involved 
in resolving the issue. 

Like many issues having to do with national policy, the question of petroleum 
imports can hardly be resolved to the complete satisfaction of all concerned. 
There is one factor, however, which is vital to the consideration of the question 
and upon which, I believe, there is complete agreement. That factor is the 
strength of the domestic petroleum industry. 

Since domestic petroleum represents the backbone of this Nation’s oil supply, 
the domestic industry which finds and produces it must be kept in vigorous con- 
dition. It is essential that the industry be continuously able to cope with sizable 
current demands, to be prepared to meet still larger requirements in the future, 
and to make its important contribution to employment, trade, and public 
revenues. 

Specifically with respect to national security, it seems obvious that any injury 
to our domestic industry would be injury to our security. This is not simply a 
matter of security of the continental United States. It is a matter of worldwide 
defense, of the security of our way of life. 

Basically, as I see it, the objective of all parties interested in the question 
of oil imports should be balance. 

Such balance is needed, first, between domestic oil production and oil im- 
ports, both to maintain the virility of the domestic oil industry and at the same 
time to encourage in friendly countries the development of an oil industry 
eapable of giving assistance in time of emergency. Balance is needed in the 
second place between the broad economic interests of the United States and 
those of the free nations whose good will we need and which all of us seek. 

It is difficult to measure how much of an impact a given import policy might 
have upon the domestic economy. In the United States the results of changes 
in imports of oil are very complex, and the effects may not be clear until some 
time after a change has taken place. Moreover, there is considerable difference 
of view regarding the direction of the impact upon the economy that might take 
place. For example, proponents of lower imports of petroleum argue that the 
national security will be increased because domestic exploration and development 
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of oil is thereby stimulated. Proponents of higher imports agree, with equal 
vehemence, that. national security will be increased because domestic supplies 
of an essential and exhaustible national resource are conserved for future use. 

Perhaps some of the differences of view regarding the impact of a given import 
policy upon our national security arise, from the fact that different people 
have different things in mind when discussing the national security. It seems 
to me, therefore, that it would be useful to discuss first what we mean by the 
ie security as related to petroleum before discussing petroleum imports 
as such. 

THE MEANING OF NATIONAL SECURITY 


It would seem that, even from a strictly military point of view, the national 
security as Congress interprets it is a broad concept. We are definitely com- 
mitted to a strategy and organization of global defense. We have been instru- 
mental in organizing and supporting such alliances as NATO and SEATO, We 
are an important member of the United Nations and are affected by the security 
aspects of that organization. We have bases on foreign soil, the acquisition 
of which required commitments of various kinds arrived at through negotiations 
with foreign governments. 

But it seems clear that the national security involves more than just military 
operations. In the final analysis, it involves the general well-being of our own 
economy and those of friendly foreign nations. In this sense it embraces our 
entire foreign-trade policy. For we have found that the interchange among 
nations coming from trade is one of the most effective means of lessening con- 
flict and promoting the understanding we desire. The encouragement of foreign 
trade is also important to the United States because of the value of the exports 
involved, and because of the essential character of some imports. Foreign trade 
is even more important to friendly foreign nations since they depend more 
heavily upon trade to make them viable than does the United States. National 
security also embraces our general diplomacy with other ntaions including, be- 
sides our foreign-trade negotiations, such basic programs as foreign aid. 

Our national security, therefore, goes far beyond the policies primarily re- 
lated to domestic matters. Furthermore, it must be reevaluated periodically 
so that new conditions may be taken into account. The world is becoming more 
complex both technically and from an economic point of view. Considered in 
this light, how should we look upon petroleum imports in relation to the national 
security? It seems to me that in considering this question there are a few 
important facts about, first, the petroleum industry in general and, second, 
imports of petroleum into this country, that should be kept clearly in mind. 


SOME IMPORTANT FACTS ABOUT THE PETROLEUM INDUSTRY 


1. We have within our borders about 11 percent of the sedimentary areas of 
the free world. It is in sedimentary areas where oil is found. 

2. We have about 15 percent of the proved reserves of petroleum in the free 
world. 

8. We produce about 50 percent and consume about 55 percent of the free 
world’s output and consumption, respectively. 

4. The Middle East conuntries have about 70 percent of the proved reserves 
and now produce about one-quarter of the free world’s total output. 

5. Venezuela has approximately 7 percent of the reserves and produces around 
18 percent. Next to the United States it is the largest producing country, and 
is a chief exporter of oil. 

6. Important reserves are also located in Canada and in the Far Dast. 

7. Outside the United States, Western Europe is the largest consuming area— 
accounting for more than 2.9 million barrels daily compared with 9 million bar- 
rels daily in this country. Western Europe is supplied largely from the Mid- 
dle East with 55 percent of its oil supplies coming from that area, 32 percent 
from the Western Hemisphere, 8 percent from local production, and about 5 
percent from other sources. 

8. American companies operating outside the United States account for about 
three-quarters of the proved reserves in Venezuela and about half of those in 
the Middle East. 

9. The investments of American oil companies in foreign countries are very 
large, amounting to about $7 billion, and representing the largest portion of 
total American foreign investment accounted for by any single industry. 
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10. The number of American oil companies searching for oil in foreign coun- 
tries is large and is growing rapidly. There have been many recent new en- 
trants in Iran, the Kuwait Neutral Zone, Turkey, the Near East, Libya, Vene- 
zuela, Guatemala, and, of course, in Canada where many American companies, 
both large and small, carry on exploration and development activities. More 
recently the French Sahara regions have attracted the interest of American in- 
vestors. 

These facts suggest a few important conclusions regarding oil and our na- 
tional security. The fact that we produce and consume more than half of the 
free world’s oil, yet have only 15 percent of the proved reserves and only 11 
percent of the sedimentary area, is vital to an objective consideration of the 
problem we are discussing. Obviously, this high relative proportion of do- 
mestic production to our resources required much more intensive development 
of our ultimate petroleum resources than has taken place in any other area of 
the world, and we have already discovered most of the more easily found and 
prolific oilfields. Our wells are deeper than they were and, therefore, more 
costly, and we discover less oil per well drilled than we used to find. 

Improvements constantly are being made in the technology of finding and 
producing oil, and those offer some hope of controlling costs. 

However, we must bear in mind that these improvements will be applicable 
to oil finding and producing in other countries and, furthermore, must recog- 
nize that our necessity to drill deeper and search more extensively in the United 
States will be a factor in future costs. 

This does not necessarily imply that we cannot meet our domestic require- 
ments in the future by relying only on the present proportion of crude oil im- 
ports. Perhaps we can, but probably at higher real costs to consumers, at a 
growing penalty to the economy in relation to the real costs of foreign oil plus 
the long-term aspects of our national security. 

A related fact is that oil found in the two most important foreign produc- 
tion area—the Middle Bast and Venezuela—is discovered in more abundance 
than in this country. Whereas in all our domestic oil history we found only 
one field—East Texas—having as much as 5 billion barrels of proved reserves, 
several Middle East oilfields have proved reserves many times as large as the 
Nast Texas field and, in fact, larger than those of whole producing regions in 
the United States. While the oilfields found in Venezuela are not so prolific as 
those in the Middle Hast, they are, on the average, substantially more prolific 
than those found in the United States. 

The conclusion seems inescapable that the United States has not been blessed 
by nature with an abundance of oil as compared to other parts of the world. 
Our success in finding, developing, and producing oil in quantities greatly in 
excess of our share of the probable productive areas of the world resulted from 
the greater intensity of our effort, and not from the original abundance of the 
deposits. 

No doubt the recent new American entrants into foreign areas, whose ranks 
include companies of all sizes, were aware of the lessening possibilities for dis- 
covery in the United States relative to those abroad when they decided to in- 
vest large sums in foreign exploration and development. 

Another important fact about oil bearing upon our national security, has to 
do with Western Europe. Only small amounts of oil have been found there. 
The Scandinavian countries have none and the United Kingdom virtually none. 
There is some, but relatively small, production in France, The Netherlands, 
Germany, Austria, and Italy. As a whole only about 8 percent of the total 
needs of the area are locally produced. Western European countries are rap- 
idly becoming self-sufficient in refining, however, so that the bulk of European 
petroleum imports are in the form of crude oil. While the imports of crude oil 
from the Caribbean area are significant (235,000 barrels daily in 1956) the 
bulk of crude-oil imports into Europe comes from the Middle East. At present 
this movement amounts to about 1,620,000 barrels per day. The Middle East 
is the logical source of supply for Europe, not only because it is the source of 
the cheapest crude oil, but also because this source requires fewer United States 
dollars. 

Even during the Suez emergency, Europe had to rely upon Middle East sources 
for the bulk of her supplies, as shown by the table below estimating movements 
during that time. 
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Imports of crude oil and products into Europe (OREC area), 5 months ended 
Mar. 81, 1957 






The Western European countries are clearly important to us in relation to 
national security because of the strength that their economies contribute to our 
military strength. They are major contributors to the foreign trade of the free 
world and, in this respect, the dependence of Western Europe upon Middle 
East supplies of oil must be taken into account when considering our national 
security. From this point of view Middle Kast oil is very important in terms 
of national security. 

A final fact about petroleum that deserves consideration in reference to our 
security is the size of the American investment in oil abroad. Constituting as 
it does the greatest investment by any single industry, it provides in large 
measure the benefits of such investment counted on and encouraged by our 
foreign policy. Oil investment probably has done more to develop the so-called 
underdeveloped areas than any other kind of American foreign investment. 
Not only is it large and continuous, but it is expanding. Also, the oil supplies 
created by this investment enter into foreign trade, thereby stimulating world 
trade not only in oil but with regard to all commodities. This benefits the 
United States directly through the expansion of our own trade with other coun- 
tries, and indirectly through the expansion of trade generally throughout the 
world. 

Having examined some of the important facts about the petroleum industry, 
let us now look at other facts which are particularly important with respect 
to petroleum imports. 


SOME IMPORTANT FACTS ABOUT IMPORTS OF PETROLEUM INTO THE UNITED STATES 






1. Imports of petroleum into this country consist chiefly of crude oil and 
heavy fuel oil. Imports of other petroleum products are relatively minor, and 
are accounted for largely by asphalt and imports of products by the United 
States armed services. 

Crude oil imports are run for the most part in east coast and west coast 
refineries, but relatively small amounts of foreign crude oils are run in gulf 
— refineries and in those near the Canadian border in the North Central 

tates. 

Imports ‘of crude oil originate in Venezuela, the Middle East, Canada, and 
the Far East in this order of volume, and from other areas in minor quantities. 

Imports of heavy fuel oil enter the east coast area of the country and con- 
stitute more than 50 percent of the consumption in that area. This product is 
used for ships’ bunkers, and as fuel for electric powerplants, industrial plants, 
and large heating installations. A summary of petroleum imports since World 
War II is shown in exhibits IA and IB attached. 

2. The important current excise taxes on imports of petroleum and products 
are as follows: 














Excise tan in cents 












Product: per 42 gallon barrel 
ce eunieeiueenrciteaietemurmnkearabimaaitenl 10.5 : 
eo Se aap dadbiamtenutiiasatibenmaneead techie 5. 25 
eee mapeviemuivaenueeotbiactasdeenaniasdeashtos 5. 25 
Neen ee eth a ee TS 52.5 


These duties were established as a result of the renegotiation of the 
Venezuelan Trade Agreement in 1952 and have been in effect since that time. 

3. According to a recent report prepared by the National Petroleum Council 
there is a considerable amount of spare crude oil productive capacity in the 
United States at the present time. Based upon the estimate as of January 1, 
1957, the average spare capacity during the current year may be as much as . 
2,800,000 barrels daily, or 28 percent of total crude oil producing capacity. All 
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of these figures involve capacity at the wellhead, based upon the maximum 
efficient rate, and do not take into account any lack of transportation facilities 
required to move the oil to refineries. Undoubtedly, the amount of the spare 
capacity that could be moved to market is far less than the total available, 
and much additional pipeline construction would be required in order to trans- 
port it. With the exception of the year 1951, when demands were stimulated 
by the Korean. war, spare crude oil producing capacity has increased steadily 
from zero in 1948 to the present level. 

4. The situation with respect to heavy fuel oil production in the United 
States is quite different from the one just outlined for crude oil. The output 
of heavy fuel oil from domestic refineries has been less than the consumption 
for many years, and imports from Caribbean refineries have made up the differ- 
ence. The reason for this is purely an economic one. Heavy fuel oil, except 
during a few brief periods, has sold for prices considerably less than the price 
of the domestic crude oil from which it is made. Today, for example, the price 
of fuel oil in the gulf is $2.55 per barrel whereas the average price of crude oil 
to a gulf coast refinery is about $3.25 per barrel. 

This adverse-price relationship has persisted over the years because heavy 
fuel had to be priced in competition with coal and more recently also with 
natural gas. Domestic refiners, therefore, have installed equipment over the 
years to minimize heavy fuel oil output and, as a result, the percentage yield 
of that product has declined steadily to a point where some refineries produce 
virtually no heavy fuel oil. In recent years the actual volumetric output of this 
product has declined despite higher runs of crude oil in domestic refineries. As 
a result of these circumstances, imports of heavy fuel oil have increased over 
the years even though, because of competition with coal and natural gas, the 
growth in demand for this product here has been considerably less than the 
rates of growth of other petroleum products. 

The byproduct nature of output of heavy fuel oil in the United States does 
not apply to Caribbean refineries where the imports originate. In those re- 
fineries heavy fuel oil is a prime product, deliberately manufactured for sale 
in the United States and other consuming areas of the world, including Canada, 
South America, and Europe. The operation is profitable at prices competitive 
with alternate fuels and, as a result, refinery yields in Caribbean refineries are 
more nearly 45 percent compared with the 14 percent yield on crude oil runs 
found on the average in this country. 

5. The national security amendment, section 7 of the Trade Agreement Ex- 
tension Act of 1955, is probably the single most important factor affecting im- 
ports of oil today. So far as petroleum is concerned there has been one action 
involving section 7. This action had to do with crude-oil imports, and resulted 
from an investigation by the President through a committee appointed by him 
known as the Special Committee to Investigate Crude Oil Imports. The report 
and recommendations of this Committee were approved by the President on 
July 29, 1957, and a voluntary oil imports program was established soon there- 
after to carry out the recommendations. The report of the Special Committee 
is reproduced completely in the paper by Mr. Russell Brown on United States 
Imports of Petroleum and the Domestic Industry which has been included in 
the compendium published by this subcommittee. 

The above-mentioned facts suggest certain conclusions regarding oil imports 
and the national security. 

The bulk of petroleum imports consist of crude oil and heavy fuel oil. The 
circumstances surrounding each of these two categories of imports are different, 
and they should, therefore, be considered separately. In the case of crude oil 
there are adequate domestic supplies at the present time to offset reduced 
imports if that were desired in the interest of national security. But domestic 
supplies of heavy fuel oil are not available in adequate quantities, nor have 
they been available for many years. It is one thing to tell a domestic refiner 
that he must rely more heavily on domestic sources of supply of crude oil, but 
quite another kind of decision to tell a consumer of heavy fuel oil that he must 
use some other form of energy such as natural gas, or coal, or even atomic energy. 
Even the parties involved in the dispute are different for crude oil and heavy 
fuel oil. Imports of crude oil are opposed generally by the domestic producers 
of crude oil, whereas the opposition to imports of heavy fuel comes from the 
domestic coal industry. 
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IMPORTS OF HEAVY FUEL OIL 


Let us first consider heavy fuel oil imports. It is clearly in the interest of 
national security to allow imports of this product in amounts needed to supple- 
ment a persistent shortage in domestic supply, and thereby to achieve a balance 
in total supply and demand. Not only are imports of heavy fuel oil desirable 
in the broad sense involving foreign trade and the well-being of friendly nations, 
but in the narrower concept of military need as well. It would be impossible 
to shut out heavy fuel oil without drying up the source which we would sorely 
need in an emergency. 

There is appended as exhibit II a discussion entitled “Heavy Fuel Oil Imports 
and the Coal Industry” which covers this subject in some detail. 


IMPORTS OF CRUDE OIL IN RELATION TO NATIONAL SECURITY 


The issue having to do with crude oil is much more complex and debatable 
than the one between heavy fuel oil and coal. There is probably general agree- 
ment among students of the imports controversy that the excise taxes on crude oil 
imports, amounting to 1014 cents per barrel for light erudes and 5% cents for 
heavy grades do not constitute protective tariffs. Different analysts would un- 
doubtedly arrive at different figures representing the savings obtained by using 
foreign crude oil instead of domestic crude oil in an east coast refinery because of 
variations in tanker rates and quality corrections assumed in such a calculation. 
It is likely, however, that the savings under any reasonable set of assumptions 
would be greater than the excise tax. Even in those areas where the savings 
would be relatively small, such as in the North Central States and perhaps the 
Pacific Northwest, the excise tax is small enough as to be absorbed in the price 
of foreign oil with relative ease. 

This conclusion must be valid, otherwise the growth in crude-oil imports about 
which the domestic producers complain would not have taken place. The in- 
crease in imports is not explainable on the ground that it is the result of greater 
quantities brought in by owners of foreign supplies, as there are many importers 
who purchase foreign oil. 

The discussion above suggests that protection to the domestic petroleum indus- — 
try through limitation of imports of crude oil results in higher prices to the 
American consumer than would prevail in the absence of protection. This would 
be true, of course, for any industry, and is not peculiar to petroleum. A decision 
to restrict crude-oil imports in the interest of national security, therefore, should 
be made on the ground that the benefits derived from stimulating domestic ex- 
ploration and development more than outweigh the adverse results, including 
higher prices to the consumer, and weakened relations with foreign nations. 

Apparently, there are some who feel that a policy of restriction benefits the 
consumer at least in the long run. One assumption in this connection appears 
to be that, in the absence of restriction, foreign producing companies or perhaps 
foreign governmens may capture a sufficient share of the United States market 
to be in position to drive prices upwards. Though this is perhaps theoretically 
possible, it would seem that the keen competition among foreign producing com- 
panies, and their vying for the favor of the consumer, gives assurance to the 
United States citizen that he will continue to have a direct stake in foreign 
crude oil. 

The other assumption involves a possibility that emergencies may arise which 
will interrupt the flow of foreign oil to our refineries forcing the consumer to do 
without supplies during such periods, and perhaps pay a higher price until nor- 
mal channels of trade are reopened. This assumption, while more possible than 
the first one, is not much better as a reason for concluding that the consumer 
benefits from restriction of crude oil imports. Based upon our long-run pros- 
pects of finding crude oil in this country, we will have to rely more on foreign 
sources whether we like it or not, unless we are willing to pay ultimately the 
higher real costs involved in producing liquid fuels from oil shale or coal. If 
serious interruption of foreign oil supplies is a reasonable possibility, therefore, 
it would seem more logical to concern ourselves with providing more flexibility 
of supplies abroad, so that local interruptions can be more easily offset from 
foreign sources not affected by the particular emergency. This would call for 
greater encouragement of foreign exploration activity. 

The most probable occurrence of inadequate consumer supplies of petroleum 
would be during the period of full-scale war, whether one of attrition or a nu- 
clear debacle. During such a period we shall undoubtedly marshal all our 
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strength, and the consumer will be restricted in his use of oil and a host of 
other things. fi 
AVAILABILITY OF FOREIGN OIL DURING WARTIME 


Opponents of imports argue that foreign sources of petroleum are not likely 
to be available during wartime, but this hardly seems the case. Aside from the 
fact that there are large quantities of oil available abroad, foreign oil is par- 
ticularly important during war periods because of its location. Transportation is 
critical during a worldwide conflict and availability of oil in widely separated 
locations saves large amounts of ocean transportation. While tankers are vul- 
nerable to attack, their use is unavoidable and sealanes would have to be pro- 
tected in any event. A tanker coming from abroad to the United States is no 
more vulnerable than one leaving domestic ports for foreign destinations or, for 
that matter, one solely engaged in domestic coastwise trade. 

During World War II, petroleum from foreign sources provided over one- 
third of the total allied military and ocean bunker demand, and the entire for- 
eign essential civilian demand as well. 

While, as expressed in one comment, “past experience would be a treacherous 
guide for the future,” it is clear that even in the unlikely event that the next 
war is one of attrition like the last one, foreign oil supplies will be equally as 
important and probably more so because of the much greater reliance of the 
world upon foreign oil today. The only practical assurance that such supplies 
will be available lies in the orderly production and marketing of the reserves, so 
that they can be readily diverted to use in defense. Our regular imports from 
Venezuela, Canada, the Middle Hast, and the Far Hast provide some reasonable 
basis for expecting supplies from those countries to be available to us when 
security is threatened. We should not import less than sufficient foreign oil to 
keep our foreign supply readily accessible. 

Regardless of the type of war that might be encountered, it seems accepted 
that our strategy is to prevent having one at all or, if that fails, to contain the 
scope of military conflict to relatively small affairs, such as Korea, which can 
be absorbed, so far as petroleum is concerned, with relative ease. This being 
so, national security takes on the aspects required by a cold war or limited en- 
gagement situation. Under these strategic assumptions, our policies with re- 
spect to foreign petroleum necessarily affect our diplomatic relations with 
foreign nations and our trade policy as a whole. The impact upon foreign 
nations of a domestic policy restricting imports of crude oil should, therefore, 
be considered in determining whether restriction is desirable in the interest of 
national security. 


EFFECT UPON FOREIGN COUNTRIES RESTRICTING UNITED STATES CRUDE-OIL IMPORTS 


In Venezuela, the principal source of our crude-oil imports, more than one- 
half of Government revenue comes directly from petroleum companies, and 
more than 90 percent of foreign exchange earnings on trade account stems from 
exports of petroleum. Some Middle East countries depend in even greater de- 
gree for their economic welfare upon petroleum operations within them. In 
these areas, the impact of our policy to restrict crude-oil imports is direct and 
important. Government revenues and foreign exchange will decline, thereby 
retarding development of these countries and reducing their ability to purchase 
goods from other countries. Venezuela is our most important market in South 
America and accounted for United States exports of about $650 million in 1956. 
When services and profit remittances are added, the trade with that country 
exceeded $1 billion. 

Therefore, the reduction in development and trade brought about by restriction 
of United States crude-oil imports can be very important in some countries. 
Under a broad definition of national security, an adverse impact upon foreign 
trade and a retarding of development abroad damages our security. This is 
true not only because of the results directly related to a domestic restriction of 
imports, but also because of the general weakening of our relations with foreign 
countries, which may bring with it retaliatory measures of all kinds. Clearly, 
when we are considering protection of a domestic industry we must weigh the 
damage to our security through weakened relations abroad against the benefits 
accruing to domestic industry. And, of course, that was considered by the 
Cabinet Committee and the President in arriving at their recent recommendations 
regarding crude-oil imports. 
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Exurzsir II 


HeAvy Fver Or IMPorRTS AND THE CoaL INDUSTRY 


Imports of petroleum and its products should always be considered in relation 
to their effect upon the long-range preservation of the national security, the 
welfare of the American consumer and the domestic industry, and the sound 
growth of international trade. No action should be taken which would un- 
necessarily burden American consumers simply to shield one segment of the fuel 
industry from competition or normal economic evolution. Heavy fuel-oil imports 
have had only a minor effect on the demand for coal. These imports are neces- 
Sary in order to supplement decreasing supplies of domestic fuel oil. No re- 
strictions should be placed on the importation of heavy fuel oil in order that the 
industry may continue to supplement domestic supplies as needed. To do other- 
wise would be to the detriment of American consumers and friendly nations 
with whom the United States trades. 

This memorandum will develop the following principal arguments leading to 
the conclusions stated above. 

1. The domestic supply of heavy fuel oil has gradually declined over the 
postwar period, despite the fact that overall domestic refinery operations have 
been greatly expanded. 

2. Heavy fuel oil has been imported in volumes to balance demand in the 
face of a declining domestic supply. 

8. Overall, the supply and demand for heavy fuel oil has grown at a very 
modest rate as compared with the consumption of energy. 

4. During the period in which the coal industry sustained its most severe 
losses, the net addition to fuel-oil supply in the United States was insignificant 
in relation to the losses sustained by coal. 

5. Developments in the coal industry during the recent past indicate that 
the industry, far from declining to a level which would threaten the national 
security, has entered a period of expansion. 

6. In analying the ‘real causes for coal’s decline it will be found that they 
ean be attributed to dieselization of the railroads, which has also had a severe 
impact on heavy fuel-oil demand, and conversion of a substantial part of the 
home heating market, where domestically produced petroleum products and 
natural gas were the beneficiaries. 

7. Competition between coal and heavy fuel oil cannot be said to be unfair. 
In the major consuming centers heavy fuel oil had sold at higher prices than coal 
during most of the postwar period. 

8. Restrictive action on fuel imports would limit the right of the buyer to 
buy and the seller to sell, thereby striking a blow at free enterprise. 

9. Unless taken under the “escape clause,” which would be difficult to support, 
restrictive action would be in violation of existing international agreements, 
especially with Venezuela with whom the United States has extensive trade 
and whose economy is heavily dependent upon oil exports. 

10. Restriction of heavy fuel-oil imports could well jeopardize the national 
security and defense of the United States. 

The graphs and statistical tables attached to this memorandum will be re- 
ferred to in developing these points. 

Over the past 10 years, the domestic supply of heavy fuel oil, as indicated in 
chart I and table I has declined from a total of 1,245,000 barrels daily to 1,- 
183,000 barrels daily, although a peak was reached in 1948 during a period of 
shortage. During this same period refining operations as a whole in the United 
States were expanded by some 65 percent. The yield of heavy fuel oil from do- 
mestic refineries, therefore, has declined from 25 to 15 percent of the crude oil 
run. This development has been the result of refinery modernization leading 
to minimum production of heavy fuel oil in favor of more valuable lighter 
products. The quantity of heavy fuel oil which would be required to meet de- 
mands, were imports restricted, could not economically be produced from do- 
mestic sources. For domestic refiners to attempt to meet the total demand for 
heavy fuel oil, they would either have to process much larger volumes of crude 
(with the result that output of lighter products would greatly exceed demand 
for them) or would have to deliberately downgrade crude oil into fuel. To do 
the latter is basically uneconomical so long as the price of fuel oil remains below 
the price of crude oil. Over this 10-year period, therefore, heavy fuel oil has been 
imported in the volumes required to meet consumer demand. In total, imports 
have grown from a level of 122,000 barrels daily to 442,000 barrels daily. 





FOREIGN TRADE POLICY 431 


Taking into consideration the declining production of domestic heavy fuel oil 
and increasing imports postwar, the overall supply of heavy fuel oil has expanded 
by 258,000 barrels daily, at an average rate of less than 1.8 percent per year. 
Stated in coal equivalent, the overall increase amounts to less than 23 million 
tons of coal. Meanwhile, the overall demand for petroleum has expanded at an 
average annual rate of 6.0 percent, natural gas at 9.2 percent, and total energy 
consumption at a rate of 3.4 percent per year. 

It will be profitable to relate the shifts in heavy fuel oil supply to the period 
during which the coal industry sustained its most severe losses. As shown on 
chart 3 and table 3 overall coal demand, including exports, reached a peak of 
671 million tons in 1947 while the low point for coal occurred in 1954, at a level 
of 424 million tons. This decline amounted to 247 million tons. During the 
same period heavy fuel oil imports increased by only 18 million tons, coal 
equivalent, and supplies of domestically produced fuel oil declined by the equiva- 
lent of close to 18 million tons of coal. The overall change in fuel oil supplies, 
therefore, was a net increase equivalent to 5 million tons of coal or 2 percent 
of the loss suffered by coal. 

As opposed to the contention that the coal industry is in a state of decline of 
such a magnitude as to constitute a threat to the national security, the industry 
has experienced substantial increases in demand during the past 2 years. Total 
demand for coal reached a level of 530 million tons in 1956, an increase of 106 
million tons or 25 percent over the low point of 1954. The longer term growth 
prospects for energy consumption in the United States support the general con- 
clusion that coal, while continuing to be subject to the impact of cyclical business 
effects along with all fuels, is a growth industry. 

Behind the picture of coal’s decline through 1954 and subsequent recovery 
is a case of changing markets. As can be seen in chart II, certain major coal 
customers back in 1946, such as the railroads and the retail heating market 
have since been reduced to minor roles, and the use of coal for electric power 
generation and for industrial uses such as steel manufacturing are the major 
factors tending to support and expand coal consumption. During the period 
from 1946 to 1954 railroad use of coal was reduced by 96 millions tons and retail 
deliveries for heating purposes declined by another 81 million tons. The losses 
can be traced to technological progress in other domestic industries and to con- 
sumer preferences. The combined drop of 177 million tons accounts for essen- 
tially the total drop in coal demand from 602 million tons in 1946 to 424 million 
tons in 1954. By 1954 these two uses had approached minimum levels and only 
minor declines have occurred since then. However, the expansion of electric 
utility and industrial uses and of exports have combined to raise coal demand 
by more than 100 million tons in the past 2 years. This represents a substantial 
gain in markets where heavy fuel oil and coal are in strong competition. 

Dieselization of the railroads is an excellent example of how other factors such 
as technology, rather than heavy fuel-oil imports, have been responsible for 
coal’s decline. This is largely a post World War II development, and many of 
the Nation’s principal railroads are today entirely dieselized, including some 
whose freight traffic consists mainly of hauling coal. The extent of this shift 
in motive power is indicated by the fact that over the past 10 years United States 
railroads have put 22,582 new diesel units in service, compared with 384 steam 
locomotives and 48 electric units. Since steam locomotives also burn heavy 
fuel oil, that product has shared the loss in railroad business along with coal. 
As shown on chart 2, railroad use of heavy fuel oil declined 245,000 barrels daily 
from 1946 to 1956, or the equivalent of 21 million tons of coal. This combined 
loss by coal and heavy fuel oil was accompanied by a gain of only 15.4 million 
tons of coal equivalent in the form of domestic diesel fuel oil due to the much 
greater efficiency of diesel propulsion. 

Automatic heating fueled by natural gas, light heating oil, and to a smaller 
extent by heavy heating oil, has made inroads into what was formerly a sig- 
nificant coal market. Here consumer preference for a clean, smokeless, auto- 
matic fueling system has contributed to the reduced use of coal. Both in the case 
of space heating and in railroad use it has been the superior qualities and 
performance of other domestic fuels that has gained them an increased share of 
former coal markets. 

On the other hand, coal has fared quite well in the field of electric power 
generation. Since 1946 the use of coal by electric utilities has grown by 86 
million tons, a gain of 119 percent. In the industrial field, coal has essentially 
held it own over the period, despite growing competition from domestic supplies 
of natural gas. 
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In chart 2 showing the trends in the uses of heavy fuel oil, vessel bunkers, 
military, and oil company uses have been combined, since they represent that 
portion of demand in which coal does not compete. In the competitive areas 
of public utility and industrial use coal consumption (chart 3) has grown by 30 
percent over the past 10 years and in 1956 these markets used 381 million tons 
of coal. For comparison the total 1956 imports of heavy fuel oil into the United 
States were equivalent to only 36 million tons of coal. 

Furthermore it by no means follows that banning oil imports would give this 
relatively minor amount of additional business to coal. In the first place, of 
the total fuel-oil imports 7 million tons coal equivalent went to vessel bunkers, 
and these users would not be expected to convert to coal. 

Furthermore, because of ease in handling, storing, and lessening of smoke 
problems, heavy fuel is preferred in many utilities, industrial plants, schools, 
hospitals, and large buildings. This is especially true of facilities located in 
populous areas and where lower cost natural gas is not available. In the period 
of rapid expansion since the war, new plants have been designed for use of 
heavy fuel oil only. In view of the fact that heavy fuel oil prices have been 
above coal parity along the east coast for several years, it has become evident 
that most of those facilities readily convertible to coal probably have already 
undergone conversion. 

A detailed study of east coast electric utility plants shows that in 1956 81 
percent of their fuel was supplied by coal. A large number of these installations 
are equipped to burn two or more fuels. In this group coal was 71 percent of 
total fuel burned and oil amounted to only 5.7 million tons coal equivalent. 
The additional outlet in the east coast utility market which would accrue to 
coal by cutting off oil imports is obviously quite small. 

Another extremely healthy sector of demand for coal has been the export 
market. Coal exports in 1956 were 74 million tons, about double the equivalent 
volume of United States oil imports. 

Chart 4 indicates that heavy fuel oil cargo prices at New York have seldom 
been below prices of bituminous coal during the postwar period. From early 
1949 to the summer of 1950, and from the summer of 1952 to midyear 1953, oil 
sold at a varying competitive advantage versus coal. For the remainder of the 
postwar period fuel oil prices were either at approximate coal parity or well 
above. Since the fall of 1954 heavy fuel oil prices have been consistently above 
coal parity, and by substantial margins. Early this year, disparity in favor of 
coal had risen to 82 cents per equivalent barrel of fuel oil. This reflected to 
some degree the bidding for Western Hemisphere fuel oil supplies by European 
purchasers and higher freight rates, conditions brought on by the closure of 
Suez. Recent reductions in heavy fuel prices, with a concurrent increase in 
coal, still leaves coal at 40 cents competitive advantage versus oil in terms of 
an equivalent barrel of heavy fuel oil. In the 4 months prior to the Suez 
closure the disparity averaged about 40 cents in favor of coal. Certainly there 
is no indication in this record of dumping imported fuel into the United States 
to depress prices below coal. Instead it appears that the problems of the coal 
industry have developed from a changing pattern of the overall energy market 
as served by coal, oil, and natural gas, in competition with each other, and not 
from added imports of heavy fuel oil. 

Carrying these thoughts one step further, we must question whether, in a 
very real sense, the American principle of free competition, and its benefits, is 
not at stake in the issue of heavy fuel oil import restrictions. Heavy fuel oil 
is only one of a number of competing sources of energy serving the economy 
of this country. It competes not only against other fuels which, like it, are 
burned directly under boilers, but also against fuels suitable for use in internal 
combustion engines. The pattern of heavy fuel oil use which has evolved is one 
that reflects its advantages and disadvantages relative to other fuels for each 
particular use and location. This pattern is not static but is steadily changing 
to reflect changes in supply sources, economics, transportation and new develop- 
ments in mechanical design. 

The shifts which have occurred, and which have been described above, have 
been tremendous in scope and have resulted in the broad benefits to our national 
welfare which are characteristic of the American system of free enterprise and 
competition. ‘ 

Serious restriction of heavy fuel oil imports would result in a diminution of 
available supplies and higher fuel prices to consumers generally, working harm 
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to thousands of businesses, large and small, and to other establishments that 
now use this fuel directly and indirectly for heat and power. Such an action, 
along with restricting the consumer’s freedom of choice, would not serve the 
best interests of our national economy and would do disservice to consumers of 
many types of goods. 

Aside from the implication of restricted imports for our national economy 
and the consumer’s freedom of choice, the impact upon our relations with 
others as well as upon the economies of others must be considered. In the first 
place, in recognition of the fact that expanding international trade increases the 
prosperity and security of the free world, our Government policy has quite 
properly been directed toward relaxation of trade barriers. Our highly pro- 
ductive nation requires export markets as outlet for its products—and a nation 
cannot export without importing. To the extent we impose barriers against the 
sale of goods from other lands we impose barriers against our ability to sell to 
other lands. 

Secondly, imports of heavy fuel oil, while representing a small part of the 
total fuel supplies of the United States, produce a large part of the dollar- 
earnings of other countries, notably Venezuela. That country is a leading 
customer for United States goods and restriction of heavy fuel imports would 
have drastic repercussions on the Venezuelan economy. Moreover, unless the 
escape clause were used, which would be difficult to support, such action would 
be in direct violation of a treaty signed by our country with Venezuela in 1952 
and could lead to retaliatory action on the part of that country. 

Broadly speaking, any retreat on the part of the United States from its 
stated position with respect to freedom of trade would also represent a retreat 
from our position of world leadership in this field, invite widespread departures 
from broad international agreements such as the GATT and lead to a weakening 
of the economies of the non-Communist world. 

With respect to national security and defense, strong domestic fuel industries 
are indeed the first line of defense in case of emergency. Nevertheless, the 
existence of strong fuel industries in friendly foreign nations is second in im- 
portance only to virile industries at home and a balance must be struck between 
these two concepts. Restriction of heavy fuel oil imports, while providing but 
negligible assistance to the domestic coal industry, might seriously affect our 
Nation’s security in its broadest sense. Heavy fuel oil is the main fuel of our 
Navy and, if the widespread operations visualized in an emergency are to be 
earried out, heavy fuel oil must be available at key points outside our own 
borders. At the peak of World War II one-third of all heavy fuel oil used by 
the allied military and merchant shipping was made from Venezuelan crude 
and was supplied by Caribbean refineries. The continued availability of these 
sources is dependent upon keeping markets open to them, and the largest and 
most important single market is the United States. 
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TABLE No. 1.—Total United States supply of heavy fuel oil 
[Thousands of barrels daily] 





Supply 1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 





























Refinery production..| 1,245 | 1,301 | 1,329 | 1,177 | 1,180 | 1,303 | 1,258 | 1,248 | 1,158 | 1,167 | 1,183 
Pep errensenene «tee 149 146 206 329 326 351 360 354 416 442 


Total supply. .-| 1,367 | 1,450 | 1,475 | 1,383 | 1,509 | 1,629 | 1,609 | 1,608 | 1,512 | 1,583 | 1,625 
Percent yield on re- 
finery cruderums...| 24.9 | 24.2] 23.4; 21.9] 20.3] 19.8] 186) 17.6] 16.4] 15.4 14.7 





























ct ie RE ARORA 





ee 


FOREIGN TRADE POLICY 485 


DEMAND FOR HEAVY FUEL OIL 
BY MAJOR USES 
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INDUSTRIAL USE 


THOUSANDS OF BARRELS / DAY 





Taste No. 2.—United States demand for heavy fuel oil—by major uses 





























[Thousands of barrels daily} 
1946 | 1947 | 1048 | 1949 | 1950 | 1951 1954 
Gas and electric pub- 
lic utility plants....| 140 167 155 219 255 193 194 
Industrial use. -_..-.-- 271 315 322 336 406 431 439 
Space heating - -.----- 136 155 160 166 199 209 216 
i isinawccrce 275 267 245 174 167 151 44 
Subtotal of uses 
primarily 
competitive..| 822 904 882 895 | 1,027 984 893 
—=—=—=—_—{~=> —<$< _=———== 
Vessel bunkers. .....- 242 279 262 245 255 293 298 
Military deccsscccsccus 98 66 67 62 77 105 74 
Oil company use... 159 172 155 142 146 148 143 
Subtotal........ 499 517 484 449 478 546 515 
—_—SS.) _ SSS OOS OOS OOS eee eS eS ee eee 
Unaccounted for.....- mh Be isan 2 15 12 16 23 
BRE Gicausccncasceas 25 29 35 35 45 80 73 
Exports, ete... 19 29 37 50 57 96 96 





Total demand..| 1,340 | 1,450 | 1,403 | 1,394 | 1,562 | 1,626 
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TABLE No. 2-A.—United States demand for heavy fuel oil—by major uses 


[In equivalent million net tons of coal per year] 





1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 


DN ile 65 nncabinbercoanne 12 15 14 19 20 17 18 18 
DURE ID... oasis vecwenske 24 28 28 30 36 38 38 40 39 41 43 
Space heating. .......-...-...... 12 13 14 15 20 
BO hntenes chdintdtesnonins 24 23 21 15 7 


19 21 21 


Subtotal of uses primarily 
competitive............. 72 79 





Vessel bunkers. ...-.---.- St aes 21 24 
OG 2 erred bak ates eats 9 6 





Oil company use. ............-.. 14 15 











Unaccounted for_......-......... —1 
i iiittre nc i aceutiasnte 2 | 





























Gas and electric public utility 
i 
i 
| | 
; 


7. 
DaNOG ...... -npderinencases 44 45 | 43 39 42 | 48 48 47 45 47 
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TABLE 3.—Demand for United States coal—by major uses 


{Million net tons] 
| 
Use | 1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 
Electrie¢e utilities........-........ | 72 90 100 84 92 106 107 116 118 144 158 
EMR 8) dab sic ka ntiingooabe |. 221 250 238 205 217 236 209 226 188 221 223 
Retail deliv jeries—heating... ee 140 132 122 120 107 98 84 66 67 62 
Railroads.- 3 .---------| 114] 114] 101 72 65 57 40 30 18 16 13 
TAEMOUERS,, dy bikinis sade at omidcvene 48 77 53 33 29 63 52 37 34 55 74 


— |_| ——_ | — | — | SS | SS EE S| S| 


Total demand______.__-_-- | go2| 671 | 624 | #16 | 523 | 569} 506] 493 | 424] 503 | 530 

Production. oor 7777] 504] 688} 657 | 481 

Heavy fuel oil Amports—in 

equivalent coal (million net | 

Cons) 5625 lke maser 11 | 13 13 18 
\ 





PARITY PRICES 
HEAVY FUEL OIL AND BITUMINOUS COAL 
NEW YORK HARBOR 
1946-1957 




















DOLLARS PER BARREL 
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THE VOLUNTARY OIL IMPORTS PROGRAM 


It is appropriate that this discussion conclude with a review of the voluntury 
oil import program as this plan was the result of the first use concerning 
petroleum of section 7 of the Trade Agreements Extension Act of 1955. 

The report of the Special Committee To Investigate Crude Oil Imports dated 
July 29, 1957, recommended a voluntary program involving a reduction of crude 
oil imports. A careful reading of this report indicates that, in arriving at its 
recommendation to reduce crude oil imports, the Committee considered the 
various factors bearing on national security discussed above. 

On the one hand the Committee emphasized the importance to the national 
security of a vigorous exploratory and development effort in this country. On 
the other side of the issue it recognized that the oil reserves and production 
capacities of other free nations, as well as our own, are important to our 
national security. While recognizing that the low cost of imported oil is 
attractive, the Committee pointed out that excessive reliance on it in the short 
run may put the Nation in a long-term vulnerable position. 

The Committee also recommended that unless the importing companies comply 


voluntarily with the import limitation plan, a finding that there is a threat’ 


to the national security be made under section 7. 
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Another important recommendation was that the plan should be reviewed at 
least once a year, and some measures of imports in relation to domestic demand 
to use in such reviews were suggested. 


CONCLUSIONS 


My own analysis of the question of petroleum imports in relation to the 
national security leads me to the following conclusions : 

1. Regarding imports of heavy fuel oil, I believe it is clearly in the interest of 
national security to allow imports without restriction, so that domestic demand 
for that product as determined in the market place through competition with 
alternative fuels can be satisfied. 

2. Regarding imports of crude oil my general conclusion is that, considering 
all the factors involved in this complex problem, we should try to maintain a 
reasonable balance between domestic production and imports. 

A reasonable balance in the interests of national security, I believe, requires 
sufficient exploration and development in this country to maintain reserve 
producing capacity in order to meet emergencies of the order and magnitude 
of Korea or Suez. But it is not reasonable to provide a reserve in this country 
sufficient to provide all of our allies with petroleum in the event of another 
world war such as the last. A reasonable balance involves imports from 
producing countries in quantities sufficient to insure continuance of our favor- 
able relations with those countries and our trade relations generally, as well as 
keeping the American consumers’ interest in mind. 

I believe that, in view of the present productive capacity in the United States, 
the rcommended level of crude oil imports under the voluntary plan appears to 
be reasonable. I feel, however, that this recommended level should not be fixed 
at a constant percentage, but would wisely be held subject to periodic review 
to the end that adjustments may be made when necessary to conform to chang- 
ing conditions and to meet unforeseen events. 
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Mr. Harrison. Thank you very much, Mr. Burrill. 


We will now hear from Mr. Otis H. Ellis, general counsel, Na- 
tional Oil Jobbers Council. 


STATEMENT OF OTIS H. ELLIS, GENERAL COUNSEL, 
NATIONAL OIL JOBBERS COUNCIL 


Mr. Enis. At the outset, I wish to acknowledge my appreciation 
for the invitation to appear before your subcommittee for the purpose 
of participating in a panel discussion on the topic: Foreign Trade 
Policy in Relation to National Security; the Petroleum and Heavy 
Electrical Equipment Cases. My remarks will deal primarily with 
petroleum. 

When the Trade Agreements Act again comes before the Congress 
for renewal next year, the principal issue, in my judgment, will not 
be whether or not to extend the act. Instead the issue will be 
whether the act should be extended “as is” or whether the act should 
be extended with amendments which would either (1) emasculate the 
intent, purpose, and effectiveness of the act; or (2) permit or require 
those sharyed with the administration of the act to take action on 
various commodities which would result in a nullification of the in- 
tent and purposes of the act. 

There appears to be little dispute over the proposition that highly 
expanding export markets are advantageous to the economy and gen- 
eral welfare of the people of the United States, and that such mar- 
kets can be uidhileved. with economic feasibility, only if we purchase 
from foreign markets. Disputes arise, however, when the manufac- 
turers or producers of certain commodities seek to have their respec- 
tive commodities made the subject of high tariffs or other restrictive 
measures as an exception to the general rule. Each time the Trade 
Agreements Act comes up for renewal by the Congress substantially 
the same groups appear, either seeking to destroy the act or obtain 
preferential bonikidaPativih for themselves. Few, if any, of these 
groups state the real, basic reasons for their protectionist views, but, 
to the contrary, they usually camouflage their requests by attempting 
to show that restrictions on foreign goods with which they must 
compete are in the interest of the national security, the national 
economy, domestic labor, the consumer, or a combination thereof. Ob- 
viously these camouflage arguments have more public and political 
sex appeal than the real reason which is that those who seek restric- 
tions do so in order that they may sell more commodities or products 
at higher prices to the American consumer. If restrictions are im- 
posed on any given commodity resulting in a significant advantage 
to our national security, the national economy, the consumer, or do- 
mestic labor, such advantage is but a coincidental byproduct of the 
primary objective. 

As we approach the time when the Congress will again consider 
renewing the Trade Agreements Act we will do so in a general business 
and economic atmosphere which is not as rosy as that which has 
existed for the past several years. Producers and manufacturers of 
substantially all products and commodities are facing and in all 
probability will continue to face, for the next year or so, more compe- 
tition in the market place. History has demonstrated that under 
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such circumstances many producers and manufacturers point to the 
cause of their static condition or decline in business activity as being 
due to competition of excessive imports. In brief, “excessive imports” 
becomes a favorite whipping boy and as a result the political pressures 
for import restrictions become greater; 1958 will be such a year. This 
being the case, it will be necessary for the Ways and Means Committee 
and the Congress to look through the selfish arguments to find the cold 
hard facts in order to determine what action should be taken consistent 
with the best interests of the most people rather than what is to the best 
monetary interest of any special group or combination of groups. 
This will require a brand of legislative fortitude much greater than 
that which has been demonstrated by the executive branch on the 
issue of oil import restrictions, particularly in an election year. 


THE INDEPENDENT CRUDE OIL PRODUCER 


Among those groups who will attack the Trade Agreements Act 
and possibly seek additional, self-serving restrictions will be the so- 
called independent producers of crude oil in the United States. This 
group began its battle to achieve restrictions on imports of crude oil 
and its products in 1929 and their efforts and position on this issue 
have been persistent and continuing since that time. No hearing on 
foreign trade policy or the Trade Agreements Act would be complete 
without the appearance of representatives from this group who 
perennially have predicted doom and destruction for the domestic 
petroleum industry and the Nation at large if oil imports were not 
restricted. It is hoped that when this subcommittee and the parent 
committee again review the situation as related to oil imports, that 
they will look through the current conclusions and assertions made 
by this group and see the actual facts as they have existed in the past 
and as they can be foreseeably predicted for the future. Since the dire 
predictions of this group, as made to this and other congressional 
committees, consistently failed to materialize it would be difficult to 
place too much premium or reliance on their current predictions. 

If all the verbiage uttered or published by independent producers 
on the oil imports issue were digested into prayer form, the resuit 
would in substance be about as follows: 

Please, dear Lord, prevail upon the Congress, or any group in authority, to 
impose stringent restrictions on oil imports in order that we may produce more 
from our own wells and sell it at a higher price in the American market. All of 
this we ask, not in Christ’s name, but in the name of national security. 

The most prominent national advocate of the independent crude 
producer’s viewpoint has been the Independent Petroleum Associa- 
tion of America. Throughout the years representatives of this group 
have each year predicted that a failure to restrict oil imports would 
result in abandonment of our stripper wells, “the complete annihila- 
tion of the independent producer,” “centralization of ownership and 
control of the entire petroleum industry in the hands of the same few 
companies causing demoralization by imports of foreign crude,” and 
a severe decrease in the search for and finding of new oil-producing 
areas in the United States, thus decreasing our national reserves and 
leaving us at the mercy of our enemies. 
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On May 10, 1945, the general counsel of IPAA, appearing before 
the House Ways and Means Committee, asking for curtailment of 
powers in the Trade Agreements Act testified : 

Let us consider for a moment the effect of a program of substantial depend- 
ence upon low-cost imports. As I have said, the producing industry would be 
affected to the extent that search for new fields would be curtailed and perhaps 
almost ended. 

Subsequently, on May 30, this same representative, appearing 
before the Senate Finance Committee, testified as follows: 

The industry has already been injured by reciprocal trade agreements. We 
now face a far greater menace from abroad than at any time in our history. 
Producing eapacity already established in foreign countries is great enough 
when added to normal domestic production to wreck the domestic producing 
industry. 

Foreign oil is produced through wells of greater volume and at less expense 
than our own. Our domestic oil-producing industry cannot long survive such 
competition; cannot further continue the conservation program in the United 
States and cannot maintain American wage standards. 

By way of answer to these predictions the domestic industry in 
1946 proceeded to drill 30,230 wells. For some peculiar reason the 
excessive producing capacity in the foreign countries referred to did 
not annihilate the domestic oil producing industry nor did it destroy 
our domestic conservation programs. 

On February 17, 1949, another attorney for IPAA, appearing be- 
fore the Senate Foreign Relations Committee, for the purpose of 
asking Congress to decrease the amount of money earmarked for the 
purchase of foreign petroleum by the Economic Cooperation Admin- 
istration, stated: 

This world surplus is now seeking an outlet in the domestic oil market, thereby 
depressing and discouraging the oil producers in this country in their efforts to 
assure adequate supplies to meet any national emergency. 

On February 2, 1949, the general counsel for IPAA in an appear- 
ance before the Senate Banking and Currency Committee, testified : 

Our welfare and safety are in jeopardy from unreasonable imports and a 
curtailed market for the domestic oil industry. 

On February 21, 1949, the same general counsel, appearing before 
the Senate Finance Committee in hearings on the Trade Agreements 
Act, asked for quotas on imports of crude oil and products and in 
support of his argument testified : 

Plans for expansion of foreign oil facilities show that more and more foreign 
oil will be seeking a market outlet in this country at the expense of the domestic 
industry. 

On the same date the president of IPAA, testifying before the 
same committee, stated as follows: 


I tell you, gentlemen, if imports of oil are allowed to increase so as to shut 
back our production in this country, and destroy the market demand for oil 
produced by these men who have gone out over the country and explored and 
discovered oil, and developed it, that work will stop, and in a few years we 
will be dependent upon foreign oil. 


On June 1, 1950, the executive vice president of IPAA, appearing 
before the House Labor and Education Subcommittee, recommended 
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a tax of $1.05 per barrel on crude oil and products and testified as 
follows: 

If imports continue at an excessive rate, we can look for a decline in explora- 
tory and development work in the States and in leasing for oil and gas. This 
decline would be detrimental to the national economy and security. 

On June 2, 1950, the general counsel of IPAA, appearing before 
the same committee, stated : 

Evidence shows that geophysical and core-drilling activity has been steadily 
declining since the third quarter of 1948. * * * This is a grave warning of what 
is sure to follow in drilling of wells, in building up new reserves, in increasing 
productive capacity, and in employment throughout the industry. 

Each succeeding year there were more dire predictions of a similar 
vein. Now let us examine what happened between the years 1948 to 
1957. I cite no other authority than the same general counsel for 
IPAA, who has stated on page 1070 of the Compendium of Papers 
on United States Foreign Trade Policy recently collected and pub- 
lished by the staff of this committee. His statement is as follows: 

For example, during the period from 1948 to 1957, the domestic oil-producing 
industry found and developed more than 35 billion barrels of oil in the United 
States, or 50 percent more than the amount produced during that period. The 
capacity to produce oil in the United States was extended from less than 6 
million barrels daily in 1948 to an estimated 10,150,000 barrels daily in 1957, 
an increase of about 70 percent. This expansion of capacity exceeded the in- 
crease of 60 percent in consumption of oil in the United States. 

All of these astounding results were accomplished by the domestic 
industry despite dire warnings that exactly the opposite would hap- 
pen if imports of oil continued unrestricted. 

More recently IPAA has directed its activities for restrictions 
toward the Office of Defense Mobilization (ODM) and have sought 
action through ODM to achieve restrictions under the national secu- 
rity amendment of the Trade Agreements Act enacted in 1955. As 
a result of their activities imports of crude oil on the eastern seaboard 
have been curtailed under what is popularly called a program for 
voluntary restrictions. This program could be more accurately 
called restrictions by threat. Those companies who import or seek to 
import crude oil into the eastern seaboard area must either adhere 
to quota formulas imposed on each of them or run the risk of manda- 
tory controls. Under this program domestic producers are receiving 
the advantages of restrictions on foreign competition and as soon as 
our current surplus of crude and products is worked off to lower 
levels there will undoubtedly be an increase in domestic production 
of crude and quite probably an increase in price. As to why the 
President utilized the method of coercing restrictions by threat rather 
than exercising the authority granted him in the national security 
amendment is a matter of conjecture. Apparently the Chief Execu- 
tive needs no statutory authority to restrict imports; all that is needed 
is sufficient gall to achieve restrictions by threat. Such being the 
case, we can hardly see why it is now necessary to impose further 
restrictive language in the Trade Agreements Act. 





: 
; 
; 
; 


THE INDEPENDENT OIL JOBBER 


Since the beginning of the National Oil Jobbers Council in the 
early 1940’s, this organization has consistently opposed mandatory 
restrictions on crude oil or products. I would like to interpolate 
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and say that we do not oppose a true voluntary plan engaged in by 
the various importers to restrict their own imports, 

From the standpoint of an independent marketer the premise of 
this position is simple, the independent marketer wants access to 
adequate supplies of petroleum products for sale to the American 
consumer at reasonable prices. Further, mandatory restrictions 
were opposed because it was felt that if the Federal Government 
once moved in to the regulation of oil imports it would only be the 
beginning and the ultimate end would be regulation of domestic oil 
production, transportation, refining, and marketing. Such regula- 
tion is inconsistent with the basic philosophies of any truly independ- 
ent businessman. As a citizen the oil jobber feels that the Trade 
Agreements Act has fostered the development of foreign oil re- 
serves by American companies and the nationals of our friendly 
allies, and that subsequent importation of a portion of such produc- 
tion under the provisions of the act has bolstered, not jeopardized, 
our national security as well as our national economy. The council 
would not endorse a program resulting in flooding this country with 
oil imports to the serious detriment of our economic structure, or 
any part thereof, or our national security. We have never found the 
conditions to exist which required that mandatory restrictions be 
imposed. We believe the record of the domestic industry under an 
unrestricted program reflects conclusively that a lack of restrictions 
has not impaired our economic structure or our national securit 
and we do not foresee any future conditions which would change this 
situation unless the current program of voluntary restrictions is 
continued and in such event our national and economic security may 
be seriously jeopardized. 

It is therefore our recommendation that the national security 
amendment to the Trade Agreements Act either be eliminated or 
modified in such a way as to insure that the discretionary authority 
granted thereunder be used only to preserve our national security 
and that findings in regard to national security are not in reality a 
camouflage for yielding to pressure groups who have for year sought 
to have import restrictions imposed on competing commodities or 
products. 


THE CONSUMER—THE FORGOTTEN MAN 


The general counsel for IPAA has recently stated (see p. 1071), 
Compendium of Papers on United States Foreign-Trade Policy) : 

The welfare of the consumer requires an assured supply of oil at reasonable 
price. It is a fact—and not a theory—that an abundance of domestic oil, pro- 
duced by a expanding competitive oil industry in the United States, is the best 
safeguard for the consumer in peace or in time of emergency. 

We agree that the welfare of the consumer requires an assured 
supply of oil at reasonable prices, but we do not agree that restrictions 
on oil imports will produce this end. As a matter of fact, we con- 
tend that exactly the opposite will result. It is our belief that re- 
strictions on oil imports will vest in the hands of the regulatory 
authorities of the various oil-producing States the ability to limit pro- 
duction to demand and thus create artificial supports for the price of 
crude oil and the products made therefrom. 

We further believe that increasing domestic demands for petroleum 
products will outpace the ability of the domestic industry to find and 
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produce crude oil unless by artificial restrictions we increase the price 
of crude oil, thus enabling domestic producers to spend excessive 
amounts to locate and develop our rapidly diminishing crude-oil po- 
tentials. If restrictions on crude oil continue or are subsequently 
imposed on products, the ultimate result can only mean higher prices 
to the American consumer. The question posed is: Shall we ask the 
American consumer to subsidize the desires and unsupported views 
of the independent producer or should we permit crude-oil imports 
to come in, unrestricted, with the hope and belief that the domestic 
industry will continue to grow in the future as it has in the past 
without any restrictions of consequence on oil imports. 

If the American consumer could be assured that true competition 
would exist in the sale of domestically produced crude oil it might 
be worth the economic risk to restrict oil imports. There can be no 
such assurances, however, so long as many of the producing States 
have proration laws, conservation laws which permit restriction of 
crude oil production below the maximum efficient rate and other reg- 
ulatory measures which artificially impair the normal application of 
the principle of supply and demand setting the price—an elementary 
principle of economics. The fact that there is no true competition 
in the sale of crude oil in this country—other than the competition 
of imported crudes—is evidenced by the fact that despite chaotic 
price wars in petroleum product markets for the past 2 years, the 
domestic price of crude has not only remained stable but has in- 
creased in the face of a surplus of supply as related to demand. 


CONCLUSION 


It is the opinion of the independent oil jobber that the inde- 
pendent producer already has adequate advantages by way of 
proration laws, conservation laws, and special tax privileges by way 
of intangible drilling cost and depletion allowances to more than 
offset the competition of imported oil. If in addition to these advan- 
tages it is deemed further necessary to promulgate mandatory re- 
strictions on oil imports or continue the “voluntary” program now 
in existence, then possibly we should give the independent producers 
the key to Fort Knox and be done with it. The National Oil Job- 
bers Council has taken the position that if the situation as to pro- 
ductive capacity and reserves in this country has achieved such high 
levels as to require restrictions on oil imports then we no longer need 
the added Federal tax inducements to add to the problem of over- 
supply. In brief, if this committee favors or condones restrictions 
on crude oil or products, it is recommended that a new appraisal be 
made as to the equity of granting special tax privileges to producers 
of crude oil and gas. 

Mr. Harrison. Thank you, Mr. Ellis. 

Mr. Ikard. 

Mr. Ixarp. Mr. Burrill, I understood from your statement that 
you thought there should be some balance between imports and do- 
mestic production. I wish you would elaborate on that a little. As 
I think I understood it, you said you thought it should be a flexible 
thing that could be changed from time to time, and necessarily 
would not remain constant. 
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Mr. Burriwu. I take it that you are generally familiar with the 
recommendations of the Cabinet Committee from which the volun- 
tary crude oil program came. 

Mr. Ixarp. Yes. 

Mr. Burritt. That recommendation established a level of imports, 
erude oil imports, in districts 1 to 4. 

Mr. Ixarv. I am more interested in the mechanics that you have in 
mind rather than the Cabinet Committee report. 

Mr. Burritt. We have the mechanics set up now to obtain some 
kind of a balance between imports and domestic production that was 
established under this voluntary program. That program is now 
working reasonably well. 

I could not tell you what I think that balance should be exactly in 
terms of a percentage of domestic production. At the moment it 
is approximately 12 percent in districts 1 to4. My point on flexibility 
is really a disagreement with one of the recommendations of the 
Cabinet Committee, which says the program should be reviewed from 
time to time, at least once a year, without quoting it exactly, and that 
such reviews should consider a figure in the order of 12 percent, which 
seemed to me not to give very much flexibility. 

From what I have said in my longer draft, I think I could con- 
clude—and anyone would fairly from it—that as time went on you 
would need to have a growing proportion of imports of crude oil. 
So that the flexibility | have in mind is flexibility upward on the 
percentage of imports. 

Does that answer your question ? 

Mr. Ixarp. Regardless of whether it would be upward or down- 
ward, what I was interested in knowing is this: How would you attain 
that flexibility? Would it be through an annual consideration by the 
ODM or would it be under the present procedures of section 7, or do 
you have some other procedure in mind? 

Mr. Burritt. The procedure I would stick with at the moment is 
the one we have, as being a reasonably practical way of working out 
the problem. I think so far it has worked pretty well. There has 
been a reasonable amount of cooperation, you might even say it has 
been pretty good. I do not think we ought to decide upon a different 
mechanism from the one we have now until we try this thing out. 

Mr. Ixarp. I did not know whether you had in mind some different 
procedure or whether a continuation of the present one would be 
your recommendation. 

Mr. Harrison. Is there any further comment ? 

Mr. Morrison. I would like to call attention to Mr. Burrill’s view 
as to the difference in the situation between crude and fuel oil. 

As I understand it, this is the view of those who assert the need 
for restrictions on imports in the interest of national security. Is 
there any basic difference between being dependent on imports of 
crude and being dependent on imports of fuel oil ? 

Mr. Burritt. Mr. Morrison, 1 do not think there is any basic dif- 
ference in the matter of dependence. In my paper I tried to bring out 
that the so-called dependence is not a dire thing. It is important for 
us to have these foreign sources of crude oil in order to have proper 
national security in this country. 
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Now, the difference between crude oil and fuel oil is that you have 
no choice in the case of fuel oil; whereas, you do have some choice as 
to the balance you wish to achieve with respect to crude oil. 

To elaborate that point a little more, we have some spare capacity. 
Mr. Brown mentioned a figure, I mentioned a reasonably close figure 
in my own paper, on crude oil. It would be possible, at least in the 
short run, to change the import figure downward and still maintain 
enough crude oil in the refineries in the United States. It would be 
utterly impossible, however, to restrict heavy fuel oil imports and 
obtain those supplies from domestic sources at prices which anybody 
would be willing to pay. 

So, in effect, we are saying to a fellow who imports fuel oil, if he 
is asked to restrict his supplies, you are saying to a consumer, many 
of them, you no longer can use this particular kind of fuel, you will 
have to find yourself another one. 

I think the basic difference is that we are already, and have been 
for years, in the situation where the domestic supply is not sufficient 
and has not been sufficient for a long time in major degree to take care 
of the consumers of fuel oil; whereas, you can argue as a matter of 
degree how much dependence you need upon foreign crude oil, and 

ou could restrict, if you wanted to, the imports of crude oil for a lim- 
ited time at least, and still meet the consumers’ needs. 

I think that is the basic difference in those two things. 

Does that answer your question ? 

Mr. Morrison. It would seem to me that under the price system, 
alternatives are a question of using less satisfactory substitutes or 
getting some revision of your production schedules. I suppose if the 
price of fuel oil were raised through restrictions on imports, you 
would have less conversion from coal to the use of fuel oil, and you 
might have a higher percentage of recovery of fuel oils than you now 
do. Is that not possible? 

Mr. Burruw. There are two parts to my answer to that question. 
The first part would be that the price increase on fuel oil would have 
to be substantial in order to obtain the equivalent domestic supply 
now being met by imports. 

The second part of the answer is that the fellow does not really 
have any choice at all in some cases. Let us take bunkers for a ship. 
A shipowner cannot go to an alternative fuel. 

I could add a third part, and that is that conversion is not going 
in the direction you talk about. It is going in the opposite way, from 
fuel oil to coal. They have practically converted from fuel oil to 
coal, in my opinion, all of the convertible business on the east coast of 
the United States in the particularly competitive area of electric 
utilities that can be converted in the short run. 

Mr. Morrison. Remembering now that in this panel we are dis- 
cussing particularly national security considerations, not the usual 
economics of international trade, I wonder if Mr. Brown would agree 
that there is an essentially different situation from the point of view 
of national security considerations with respect to heavy fuel oil and 
crude oil. . 

Mr. Brown. I would say that the difference is largely one of degree. 
We are more vulnerable to the use of crude oil and denying accessi- 
bility to crude supplies than we would be to fuel, because of the very 
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thing Mr. Burrill pointed out. The use that heavy fuels go to can be 
substituted largely by the presence of a very large amount of coal 
which we have in this country. 

The effect of heavy oil fuel is not quite so violent. It is a matter 
of degree. I would say the general philosophy applies, but it is not 
so injurious in the case of heavy fuels as it would be in the case of 
crude oil. 

Does that answer your question? As I pointed out, we have the 
presence of an unlimited supply of coal in this country. The minute 
we were cut off of our heavy fuels, coal could take their place pretty 
rapidly. Therefore, it is not quite so acute as it is in the case of crude 
oil. 

Mr. Morrison. That is an answer. I wonder if Mr. Ellis or Pro- 
fessor Knorr could comment on that. 

Mr. Burritt. Could I comment further on that point? Getting 
directly to the point of national security, I hope you realize how 
important heavy fuel oil is in time of emergency. The requirements 
for bunkers and movements by water go up enormously, as do the 
needs of the Navy. 

You just cannot get that stuff back in a hurry if you have —- 
cut it out and converted these people to alternative fuels. I thi 
that is the answer directly related to your question of national 
security. 

Of course, you can convert these people to other fuels, and the 
other fuels are not only coal, but natural gas, and, perhaps, sometime 
later, atomic energy. But you do it at considersbly higher cost. I 
would argue that the price level is an important ingredient in national 
security. What it costs the powerplants and other industrial con- 
sumers of fuel oil for their energy is an important matter for the 
economy as a whole, its well-being, and, therefore, the national 
security. 

Mr. pibadeneee: Is it your idea, Mr. Burrill, that restrictions on 
imports of crude will not raise the prices of crude and petroleum 
products very much, or will not prevent them from going down ve 
much, whereas, in fuel oil the effects on the prices of heavy fuel oi] 
would be made greater—that is, the effects of restrictions on imports ? 

Mr. Burr. I think you have to admit restrictions are going to 
affect the price level in either case. We do have availability of nearby 
sources of heavy fuel oil. There is no question about it affecting the 
price level. I did make the distinction on crude. I think you need 
to achieve some sort of balance in order to keep a strong domestic 
industry, and at the same time have these foreign sources of crude 
oil. That is where the balance comes in. You do not have that choice 
in the fuel oil, it seems to me. 

Mr. Exuis. I would like to make some comment on this fuel-oil- 
import situation, particularly due to the fact that the jobbers I repre- 
sent sell and distribute well over 50 percent of all the imported 
residual fuel that comes into this country. You take away from 
those jobbers that source of supply and the domestic industry will 
not and cannot, under procedures economically feasible, fill up the 
void. Undoubtedly, it will force the customers they now sell to, in 
many instances, to go to other fuels. 

What, may I ask, when that happens, is going to become of the 
millions of barrels of storage facilities which those jobbers own on 
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the seaboard ‘and in the inland areas? What is going to become of 
the special type of trucks and transportation facilities that are needed 
to carry that fuel oil to the places where it is burned? What are you 
going to do about apartment houses in New York and large commer- 
cial buildings who do not have coalbins? Will you make them take 
out their fuel-oil burners and tack a coalbin on the sidewalk on Fifth 
Avenue in New York to supply them? 

There are many implications in this situation that go far beyond 
just the business of what we can cut off and what we cannot cut off. 
When we destroy the jobber or impair his ability to compete, either 
because he does not have the product to sell or he does not have a 
product that he can sell at the prices that prevail, then you have 
destroyed or minimized one of the greatest arteries of distribution 
this industry has, and God knows where we are going to be when 
they blow a whistle, whether it be a limited war or an all-out war, 
if we do not have these little jobbers, alive, breathing, with storage 
facilities and transport facilities, to carry this stuff to the people 
who need it. 

You can have all the excess crude capacity you want; you can have 
all the excess refining capacity you want, but, unless you have the 
means of getting it to the people who need it in time of national emer- 
gency, you might as well not have it. 

Mr. Brown. Commenting further on that question of price, I think 
it is important, and we recognize that you could temporarily have a 
price advantage by depending entirely upon foreign oil, but it would 
betemporary. We have the history on that. 

In 1932, there was imposed a tax on the importation of oil. Follow- 
ing that tax on the importation, total imports declined from 300,000 
to 108,000 barrels. We lived for 13 years following that before im- 
ports ever reached beyond the 300,000 barrels they had previously 
been. 

During that time, our industrial life was well protected with an 
abundant supply of domestic oil. We believe the same situation would 
exist again should the further restrictions on importations of oil 
follow. 

In addition to that, we have had an enormous increase of oil imports 
during the past few years into the eastern seaboard. Yet the eastern- 
seaboard market has not been reduced in price to the consumer any 
more than the market has out in the Middle West. So, the consumer 
has not been getting any benefit. We do not believe they will in the 
future. Certainly, they would not for a very long time. 

Mr. Exuis. I might comment that there are many who argue in 
the trade today that the reason for the chaotic price conditions which 
are almost prevalent as to gasoline and some other petroleum products 
is the fact that some of the importers are bringing in cheaply produced 
crude and making products out of it, and pouring it into the market 
place. That has been argued in the trade today. 

I do think the consumer has reaped the benefit of the way and the 
manner in which we have handled the imports problem in the past. I 
cannot see, as I pointed out in my statement, how this lack of restric- 
tions, or restrictions which were relatively of no consequence, has 
hampered or hurt our industry from the standpoint of national 
security, either in the importation of crude oil or its products. I wish 
somebody would explain this tome. I simply cannot see it. I would 








FOREIGN TRADE POLICY 453 


like for somebody around this table to explain it tome, We have 
had no restrictions of consequence since this issue started in 1929. In 
all of that period of time, we have had it pointed out to us that our 
national security was being jeopardized each and every year. How- 
ever, we continued with the situation of relatively unrestricted im- 
ports. Look at us today. What is there about our domestic industry 
that looks so pitiful and hopeless? I fail to see it. 

Mr. Ixarp. Let us explore that business of looking at. us today. 
What is the present situation in the domestic industry? What is the 
situation with respect to production ¢ 

Mr. Exuis. With reference to production ¢ 

Mr. Ixarp. Yes, sir. I mean with reference to rigs that are run- 
ning this year compared to last year, and wildcat wells, and the gen- 
eral expansion of the industry. 

Mr. Exxis. The general expansion of the industry thus far this year, 
from a drilling standpoint, on the records thus far available, indicates 
that there will be a slight drop in the total number of wells drilled 
as contrasted to last year. That is my understanding with reference 
to that. 

Mr. Ikarp. Do you know what the projection is for the year ahead 
or the next quarter ¢ 

Mr. Ex.is. For the next quarter? The only projection I know of 
was a recent press statement—I do not know whom this was attributed 
to—but that was to the effect that there was a slight uptrend in drill- 
ing activities for the fourth quarter. 

Mr. Ikarp. Do you have any idea how many drilling rigs are 
stacked at this time and not working, and how many people are 
unemployed on account of that ? 

Mr. Ennis. | daresay there are no more than at the other times 
through the history of this argument. 

Mr. Ixarp. Do you know that, Mr. Ellis, to be a fact? 

Mr. Exxis. No; I do not know it. 

Mr. Ikarp. I got the implication from your statement here that 
you, in effect, are telling us that the producer fixes the price of oil. Is 
that your contention ¢ 

Mr. Exits. I do not say that the producer, as such, fixes the price 
of oil, but I do say that there are regulations which have to do with 
the production of oil which impair the free play of supply and de- 
mand which normally fixes the price. 

Mr. Ikarp. What regulations, specifically, are you referring to? 

Mr. Enis. I refer to one regulation, For example, the right of the 
Texas Railroad Commission to establish allowable production in the 
State of Texas below the maximum efficient rate of production. 

Mr. Ikarp. Would you tell us how they established the rate in 
Texas? 

Mr. Exxis. I do not know. I know, I think, what the law is upon 
which they base their right to do it. 

Mr. Ikarp. Will you tell us what the Texas law is? 

Mr. Ex.is. It is my understanding that their right to establish 
production allowables is predicated upon two separate premises. 

“he one premise is the right to limit the production from a well to 
insure that it does not exceed its maximum efficient rate of produc- 
tion. The justification is that, so long as a well does not exceed 
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its maximum efficient rate, it will yield the ultimate of oil from that 
particular reservoir. 

I might interpolate by saying I thoroughly agree with that right 
and the right to exercise that. 

Mr. Ixarp. In other words, we all believe in the conservation of 
our national resources ? 

Mr. Ex.is. Yes. 

Mr. Ixarp. All right. 

Mr. Exzis. Now, it is my further understanding that they have 
the right to further regulate below that level in order to better insure 
that there is no above-ground waste because of surplus stocks being 
above ground and evaporating. 

Mr. Ixarp. Do you agree with that ? 

Mr. Exuis. If that is carried out, I agree with it, but I do not agree 
it has been carried out, as is evidenced by the excessive stock levels 
which have existed for more than 5 years. 

Mr. Ixarp. The fact that those stocks existed then, you say, is on 
account of the action of the Texas Railroad Commission? 

Mr. Extis. No. The fact that those excessive stocks existed was 
due to the fact that the crude oil was available, it was run through 
refineries, the products were there, and those who had them were 
competing like the dickens in the market place to unload them, but 
they found out you could not put 10 gallons of oil in a 5-gallon 
container. 

Mr. Ixarp. What I am trying to find out is this. In that pro- 
cedure, is that the fault of the railroad commission? Is the fact that 
the stocks have accumulated the fault of these laws in the States that 
you mentioned ? 

Mr. E 11s. rim let the crudes become available. 

Mr. Ixarp. Sir? 

Mr. Ex.is. They permitted the crudes to be produced and be avail- 
able for refining. 

Mr. Ixarp. The imports could have had no contribution to this at 
all, I take it, then ? 

Mr. Extis. Certainly. 

Mr. Ixarp. That is truly a matter of the failure of our domestic 
authorities to exercise wisdom in their regulatory powers, and the 
fact that imports may have gone up has not contributed in any way 
in your judgment to the excessive stocks that are on hand now? 

Mr. Exxis. No; I have not said that, Congressman, nor do I mean 
to infer it. 

Mr. Ixarp. I am not trying to put words in your mouth. I want to 
know your thinking on the matter. 

Mr. Extis. No; what we have had and still have for that matter is 
this: We have two sources of crude flowing into our market place or 
our refineries. One is domestic crude; the other is foreign crude. 

Now we are talking about the right, the second right, the railroad 
commission has to regulate within the MER. 

Mr. Ixarp. Yes. 

Mr. Exxts. If they followed strictly what the law says—that is, 
they would not allow production which would create excessive stocks 
aboveground—if they followed that strictly, then it would be in- 
cumbent upon them as well as other similar regulatory bodies hav- 
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ing the same jurisdiction to cushion by reducing domestic produc- 
tion so that that combined with foreign production does not result 
in excessive aboveground stocks. “if. 

Mr. Ixarp. How do they determine the monthly production in 
Texas? 

Mr. Exuts. How do they determine it? i 

Mr. Ixarp. Yes, sir; that is, what the monthly production will be. 

Mr. Ex.is. It is my understanding that what are generally re- 
ferred to as nominations are made. 

Mr. Ixarp. What are nominations? 

Mr. Exuts. That is the amount, as I understand it, that the various 
companies advise the Texas Railroad Commission they will purchase 
or acquire in the State of Texas during a given time. 

Mr. Ixarpv. Then that would be the demand; would it not? 

Mr. Exuis. That would be their statement of what they need. 

Mr. Ixarp. If I understand you correctly, these companies make 
what you call nominations. As I understand you to say, those are 
statements of how much crude a company will buy in a given period 
of time. 

Then, if there are so many companies making so many nominations, 
the total of those is what the demand for the crude is in that area; 
is that right? 

Mr. Ex.is. That would be the demand of those companies. 

Mr. Ixarp. Yes, sir; and the total of all the demand would be the 
total demand; is that right? 

Mr. Exxis. Assuming that were all the nominations, it would be 
the total demand from the State of Texas. 

Mr. Ixarp. The total of the nominations, the sum of that would 
be what the demand would be? 

Mr. Ettt1s. = 
Mr. Saas: After reaching that point in the procedure, then what 

1appens ¢ 
ir. Exx1s. Frankly, I do not know other than I assume the Texas 
Railroad Commission considers those nominations and—— 

Mr. Ixarp. Issues an order? 

Mr. Extis. Issues an order with reference to production. They 
do not always follow the nominations of the various companies, 
because they vary from time to time. 

Mr. Ixarp. That is right. What is wrong in this picture? I do 
not want to get too far afield here, but this is interesting tome. How 
is that procedure giving any great protection, as you mentioned here, 
to the producer? Where does he fit into this picture? Is he the one 
who makes the nomination to buy his own oil, or is he setting the 
price, or how does he fit in here? 

Mr. Ex1is. I did not say the producer set the price. I made that 
clear. : said certain conditions helped bolster the price the producer 
received. 

Mr. Ixarp. Is there any limitation or restriction on who can make 
nominations to the railroad commission ? 

Mr. Ex.1s. So far as I know, there are none. 

Mr. Ixarp. You and I could go down there and say we are going 
to buy X thousand barrels of crude next month, could we not? 

Mr. Enazis. I assume. I am not that familiar with the details. 
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Mr. Ixarp. Then how does that work to the advantage of the pro- 
ducer pricewise? 

Mr. Exx1s. I will give you a specific example of it. The Suez crisis 
came about. They blocked the Suez Canal and world demands for 
crude petroleum, the world supply, was thrown out of kilter because 
a normal channel of getting that crude and some product-supplies was 

-blocked up. 
Mr. Ixarp. Yes, sir. 
Mr. Eis. That meant that Europe and the other nations normally 
etting their crude through the Suez Canal had to look to other places. 
hose places they looked to were the Middle East, by way of long 
hauls, the Caribbean, Venezuelan area, and the United States. 

Now, then, back in the early part of this year, with those demands 
outstanding, Humble Oil, a subsidiary of Standard of New Jersey, 
and one of the largest producers in Texas, according to what I read 
in the press and I Titer heard testified to, sought more oil in order to 
meet demands made on their company to help fill this void brought 
about by stoppage of the Suez Canal. 

In the face of that demand, the Texas Railroad Commission did 
not inérease its allowable for production for that month, Subse- 
quently, and shortly thereafter, Humble then raised the price which 
it would pay for crude oil, and after that was done, then the railroad 
commission did raise allowables. There is a specific instance of what 
happened. 

Mr. Ixarp. That is a specific example. Let us spell is out here. 
How much under the demand was our production at that time? Are 
you quoting the newspaper? As I am sure you know, General Thomp- 
son, and the records of the railroad commission are somewhat in con- 
flict with the statement you just made. I think it would be interesting 
to go into it. 

What was the demand roughly at that period as against the sup- 
plies? 

Mr. Exsis. Well, if I recall correctly, Mr. Ikard, the reason given 
by Mr. Hines Baker, the president of Humble Oil, publicly given by 

umble Oil for the increase in the price which it would pay for crude 
oil, was that crude oil was unavailable to it in the amounts which 
they required, and I am not certain but I think there was subsequent 
testimony to that effect before Senator O’Mahoney’s subcommittee. 
As to whether that is correct or not I do not know. 

Mr. Ixarp. Again, let me repeat this question. As I indicated, 
while there is some variance as to what the situation was at that time, 
what does that have to do with the producer controlling his price? 
The producer that produced oil in north Texas or west Texas, who 
is a man that is called, for lack of a better term, an independent pro- 
ducer, not affiliated with any integrated company and only produces 
oil—how did he have any control over what the price was? 

Mr. Exx1s. I did not say that he did. 

Mr. Ixarp. No, but you have intimated that these conservation 
laws do or, more than that, you have stated that they work as an um- 
brella for the protection of the producer. I am interested in finding 
out what that is other than a matter of conserving the resources, 
which we are all interested in. 

Mr. Exuis. They have worked in some instances and can be made 
to work in the future as an umbrella, or a means of bolstering the 
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price of crude oil. That has nothing to do with the producer. He 
sells what they let him produce at the going price.Maybe I-can’ put 
it this way, Congressman: If you have restrictions on oil imports, the 
regulatory bodies know that a certain amount is‘commg im. Then 
they can, by the amount they will allow to be produced, create a 
tighter situation of supply and demand which, of course, as an ele- 
mentary economic principle, bolsters price. 

Mr. aca Are you implying that the State regulatory bodies 
would enter into some sort of a scheme whereby they would control 
production to force the price of crude up ? 

Mr. Exris. I am not implying what they would do. I have, I be- 
lieve, qualified my statement by pointing out that is what could be 
done. 

Mr. Ixarp. If the law is followed, though, I think you would agree 
that that would not happen. 

Mr. Exuts. Well, I will not always depend on the fact that the law 
will be followed, Mr. Ikard. 

Mr. Ixarp. I do not think in writing a Federal law we can assume 
that some responsible State official will violate a State law. 

Mr. Exits. I have not said any of them would. I have said they 
would not have to violate the law. They can do exactly what the law 
says and it will still bolster price. 

{r. Ikarv. Not if they take their nominations as they are made. I 
do not see how in any way it could affect the supply of domestic oil 
that is available to the consumers of this country, 

Mr. Euxts. If they only took the nominations as their guideline 
there would be less opportunity, but they are not bound by the nomina- 
tions, Congressman. They can look at the above-ground level of 
stocks in existence at that time and that, according to the law, is what 
they are to consider in establishing the allowables for a given month. 

Mr. Ixarp. If they consider the market demand which would take 
into consideration above-ground stocks, I do not see then—assumin 
everybody worked as they were intended to under the law, and I thin 
have demonstrated in the past they will—that you could then with 
any justification say that the State conservation laws or the State pro- 
ration bodies force up the price of crude. 

Mr. Exuis. If they do their duty it will bolster the price. It will 
bolster it up. 

Mr. Ixarp. It will bolster it, but not necessarily push it wp. 

Mr. Exx1s. It would not necessarily push it down either, but the 
tendency would be up rather than remain level or down, 

Mr. Ixarp. Do you know what the market for crude is at the present 
time in Texas; whether or not is is an easy matter to find a purchaser 
or get a pipeline connection for a producing well? 

Mr. Ennis. There are difficulties there. 

Mr. Ixarp. It is difficult now, as you understand it, then, to sell 
your crude, once you have got it produced, even though you produce 
it within your allowable that is allowed by the railroad commission ? 

Mr. Exuis. There is some difficulty, but not of sufficient consequence 
to warrant anybody getting unduly exercised about it. I think there 
are some problems down there with some wells, that there are no pipe- 
lines laid to them and as a result that producer is at a disadvantage 


with other producers who do have available pipelines laid to their 
wells. 
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Mr. Ixarp. Did you ever hear of pipeline proration ? 

Mr. Exuis. Yes, sir, 

Mr. Ixarp. In other words, it is your impression that everybody 
that is near a pipeline now can get a connection without any difficulty 
and the - ones in trouble are the ones who are away from a nearby 
connection 

Mr. Ents. No, sir. 

Mr. Ixarp. I understood you to say that. 

Mr. Exsis. No. If I left that impression, I would like to correct it. 
Those who do not have pipelines laid to the front door are in trouble, 
of course. There are still some that I understand at spasmodic in- 
tervals do have pipelines laid to their wells, but who have been sub- 
jected to pipeline proration. By that I mean the owner of that pipe- 
line has not taken all of the production allowed for that particular 
producer. That is what you are talking about, Congressman ? 

Mr. Ixarp. Are you familiar with the proration order in effect in 
Texas as to the number of producing lant 

Mr. Exxis. It is my understanding the present order is for 12 days. 

I would like to get an explanation of that, too. The implication, 
when we talk about Texas having 12 days’ production, is that Texas 
is only producing twelve-thirtieths, let us say, of a 30-day month. 
They are only producing twelve-thirtieths of their productive capacity. 

I do not think Texas can produce 100 percent more oil than they 
are producing today and still observe good conservation practices. 
Such being the case, I am inclined to believe, unless somebody 
straightens me out, that that 12-day allowable business is misleading. 

. Ixarp. Do you think they could produce 20 days? 

Mr. Ex.xis. I do not know, but when they got up to some 17 or 18 
days, some of my producer clients stated they could not hold it too 
ong. 

Mr. Ixarp. How about 15 days? 

Mr. Exxis. From what I hear, and I am not an expert on it—I 
must rely on people whose judgments I respect in production—it 
is my understanding that they certainly could produce 15 days. 

Mr. Ixarp. In other words, in your judgment they could produce 
somewhere between 15 and 20 days? 

Mr. Extas. Let us say that is what I hear as being the judgment 
of those who know. I am not a geologist. 

Mr. Ixarp. Therefore, by that statement they are down at least 3 
days a month; I mean, taking the lesser of your estimates ? 

Mr. Ext1s. I do not think there is any doubt but what Texas is 
now producing, certainly, less than its ability to produce. 

Mr. Ixarp. Do you think that imports have anything to do with 
the ae that the Texas producers are producing just 12 days a month 
now ¢ 

Mr. Exits. I do not think there is any doubt about it. They do 
affect them. 

Mr. Ixarp. What has happened to the commodities that your 
people sell? We are all concerned, as you indicated, with the con- 
sumer. What has happened to your gasoline and your prices during 
this period when we have had all these stocks? 

Mr. Extis. We have had a rather bad situation, insofar as de- 
pressed prices are concerned, in the gasoline market for some 2 or 
3 years. It is more prevalent today than, possibly, at any other 
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time. Up until 6 months ago, there were spasmodic price wars. at 
various places throughout the country, but it has eal considerably 
and that, of course, in my judgment, stems back to an excess supply 
of gasoline stocks that are hunting a market. There are intervening 
circumstances that aggravate that situation, but that is really where 
the first thread is pulled. 

. Ixarp. I think we could agree that both the crude market and 
the market which your organization handles, the markets for both 
products, are what we could loosely term as being soft. 

Mr. Harrison. You are not talking about the retail price of gas- 
oline, are you? 

Mr. Ixarv. That is what Mr, Ellis is talking about. 

Mr. Harrison. Nobody contends that is off, do they ? 

Mr. Ixarp. I understood him to so state. 

Mr. Harrison. I would like to know the name of the filling station 
that you patronize. 

Mr. Ex.is. Over where you live and where my farm is, unfortu- 
nately for us consumers the chaotic situation has not gotten there, but 
it exists around in many other places. 

Mr. Ixarp. But, in reference to all this oversupply that we have 
in this country of petroleum products, I ask you: What is your posi- 
tion with regard to these imports as having made any contribution at 
all to that situation ? 

Mr. Exsis. I don’t think there is any doubt but what imports have 
made a contribution to that situation, Congressman. 

Let me point this out: I want to make it clear now that I think we 
should have a reasonable balance between domestic production and 
imported crude. Now, as to where that balance is in barrels, God 
knows I don’t know, but, certainly, we should try to achieve that. 

Now the question is: Shall we resort to mandatory restrictions, or, 
as we have it today, coerced restrictions, or should we let the market 
go as it has in the past?’ My argument is that the history of the situa- 
tion, without restrictions of consequence, has not hurt the domestic 
industry. 

It has not impaired our national security and, therefore, we should 
continue as we have in the past. If, however, in the future it becomes 
evident that out country is being flooded with oil, and all of these 
factors, such as serious decrease in exploration for oil, serious de- 
creases in the amount of oil that we find, then I think we might have 
to look at some other means of doing it. Certainly, I do not want 
to see the domestic industry destroyed by foreign oil. 

Mr. Ixarp, I think we are in agreement, Mr. Ellis. We just might 
fall out over the method. That is all, then. I had the impression 
from your statement—and I am sorry if I misinterpreted it—that 
your position was that there should be no restriction or no balance, 
as I agree with Mr. Burrill, as he stated that we do need. 

Of course, you will have the question of where the percentage should 
fall in order to get balances. It is a difficult question, but my general 
impression of your prepared statement was that you did not share the 
view of Mr. Burrill and Mr. Brown. 

Mr. Ex.uis. No. I think we should havea balance. It is simply 
I think we can achieve that balance in the future, the same way as we 
have in the past, and serve the purpose of holding onto these foreign 
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reserves that our nationals produce from and keep them out of the 
hands of those who might use them against us, and at the same time 
maintain a strong domestic industry. 

I would like to point out one other thing. When it gets to this 
argument about Sil dithiport restrictions and what should be done, it 
seems that the only people that are given any consideration are the 
integrated companies and the independent producers of crude oil, 
and there is a whole lot more to our security in this country from an 
os standpoint than the ability to produce crude oil, wherever it comes 

rom. 

Mr. Ixarp. I agree with that, Mr. Ellis, wholeheartedly, but I also 
get a little tired, every time we have a little hearing, having some- 
body come in and talk about the producing side of the oil industry as 
one which has an umbrella over it and all sorts of gadgets and gim- 
micks to protect it, when the truth of the matter is it has actually 
nothing more than any other legitimate business in this country and 
it has become the whipping boy of everybody that wants to speak out 
and attract some attention. 

I think we have reached the point where we have got to realize that 
this petroleum industry, the part you represent, the part Mr. Brown 
represents, and the part Mr. Burrill represents, is all vital and im- 
portant to us and, if we go around making a lot of careless charges 
against it, we may someday wake up and find ourselves in real trouble, 
and that is what generally concerns me. In my judgment, if it had 
not been for the State conservation authorities, we would not have 
any oil industry in this country today. You can take any one field 
and show the amount of oil that has been recovered and compare it to 
what might have been recovered. I think, as to the references to the 
tax benefits, certainly, you and others are entitled to your opinion. 

I do not agree with them, of course, and I think the problems of the 
oil industry are too generally misunderstood. And that applies, as 
well, to your part of it, too, which I think is very essential. I think 
it needs to be helpful. I know a little about your Pe T am 
sympathetic to them. I think there are other problems in the in- 
dustry, too. 

I think we have gotten to the point where we have to be sensible 
in understanding these problems and realize that everybody in the 
oil industry does not drive a solid gold Cadillac and have 17 private 
airplanes. There are a lot of people that are small-business men on 
the producing side of this business, and they are important to keep, 
and they make a real contribution, not only to our economy but to a 
great energy resource that this country is dependent upon. 

Mr. Brown. Mr. Chairman, there was one request. 

Mr. Harrison. We have about 10 more minutes, gentlemen. TI just 
want to call that to everybody’s attention. 

Mr. Brown. Mr. Ellis, I thought, raised a very serious question, 
and that is: Has there been any evidence of injury to the Gbatientic 
industry? And I thought I might call his attention to this year’s 
well drilling. It is off about 9.5 percent. Our exploratory wells are 
off something less than 9—between 8 and 9 percent. 

This morning we had notice of a 15-cent price reduction in crude 
oil in the States of Illinois, Indiana, and Kentucky. I have before 
me a news story of December 6 of the closing of a refinery at Big 
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Spring, Tex., in which they said that they were closed because the 
Government cut their purchases ofsupplies fromthem. 

That was Mr. Tollett who made that statement. I thought maybe 
that would be in response to your question. 

Mr. Exuis. I might point out that I expect that when the end of 
the year rolls around the producing segment of our industry will not 
be the only one that has seen a decline in its activity, and I do not 
think that we should get unduly alarmed about that, because this in- 
dustry, nor any other, can expect to achieve new peaks every year. 

The normal course of business just simply Ns not permit that. 
If there is a drop, my people will make less money, but I can assure 
you of one thing. I represent the only group of independents in the 
petroleum industry that has never been to the United States Congress 
or any other body seeking a restriction on their competition—never. 
That is, I think, Congressman, evidence of the way we try to do busi- 
ness. Now, maybe we will have to come sometime, but it is going 
to have to get rougher than it is now, and, God knows, it is rough 
enough now. 

Mr. Harrison. Mr. Rashish? 

Mr. RasnisH. Thank you, Mr. Chairman. I do not know whether 
time permits getting a full answer to this question. I wanted to ask 
about the standards and criteria for import policy that would be 
appropriate in the light of national security considerations, and I 
would like to address the question to Mr. Brown in particular. 

Is it right to conclude that the essential standard by which we can 
judge import policy for oil in the light of national security is the 
question of reliability of foreign sources of supply in time of an 
emergency? If that is the appropriate test, would you say that Mid- 
dle East sources and Indonesia represent somewhat different cases 
than do Venezuela and Canada, because of the proximity of the latter 
countries to the United States? <A related question is whether the 
cushion of reserve capacity that exists in the United States, which you 
described on page 7 of your statement, is adequate to meet the short- 
fall in Middle East supplies if another Middle East crisis were, for 
example, to arise ? 

Mr. Brown. I will attempt to answer your question. Of course, I 
do not know exactly the Defense Department and administration pro- 
cedure for determining when imports become injurious. 

Generally speaking, it was based on the fact that we must have 
available in this hemisphere supplies of oil to supplement or replace 
that supply that we had heretofore been getting from the outside in 
the event it wascut off. Therefore, as to the second question you asked, 
it is generally recognized by the Defense Department that Western 
Hemisphere oil is more dependable as a source of supply in the event 
of war than the others. 

In other words, the farther away, the more dangerous the trans- 
portation system becomes, the more hazardous our chances of getting 
it. I would say on those two questions that would be the best infor- 
mation I can give you. 

On the other, it is generally the desire that we should have a re- 
serve producing capacity that would be at least equal to the amount of 
imports, so that in the event we should be cut off, we could immediately 
take care of that situation. That is exactly what happened in 1942. 
We had a reserve capacity then of about a million barrels a day, and 
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that was immediately brought into play when we went into war. We 
did have a reserve capacity in the case of Suez. That was immediately 
called on, part from Venezuela and part from here, but it was available 
in both places to some extent. 

There is also an available surplus in Canada that is generally avail- 
able, according to defense authorities. 

Is that the question that you had asked ? 

Mr. Rasuisn, Yes, it is. Let me raise one additional point in that 
connection. Our underground reserve capacity is in the nature of a 
stockpile of petroleum; is it not ? 

Mr. Brown. That is the practical effect of it; yes, sir. 

Mr. Rasuisn. I take it that for reasons relating to the character 
of petroleum products and their very large demand, we cannot stock- 
pile petroleum or petroleum products in sufficient quantities above 
ground. 

Mr. Brown. Not practically. 

Mr. Rasnisu. The United States Government has had stockpile 
programs for other types of industrial materials that figure in our 
national security although that program is under reexamination at 
the moment. I wonder if the United States Government should, in 
the light of our general stockpile program, undertake some specific 
program designed to increase our underground reserves of petroleum 
in the United States? 

Mr. Brown. Of course, all of these are studied. The Cabinet Com- 
mittee report which you have no doubt seen went into that stockpiling 
with considerable thought, and with some detail in their report. 
Their conclusions were that the best place was in a reserve producing 
capacity, kept in the ground. 

Now, what is the correct figure and whether the Government should 
add more or less, we take it to be largely a matter for the Defense 
Department’s determination. I do not know what the correct figure 
would be, but we know the reserve capacity we had at the beginning 
of World War II was vitally important. 

Mr. RasuisH. Thank you. 

Mr. Burr. May I just add one comment? I think first I would 
like to say that I do not speak as a military authority. At the same 
time I think you should realize that the very large quantities of oil 
in the Middle East are important, not only because of their tremen- 
dous size, but also because of their location. 

Now, if you had to replace Middle East supplies of oil and move 
them to places now served by Middle East oil, you would have a 
tremendous transportation problem on your hands, so it is not an all 
one-sided decision about Western Hemisphere locations. 

Mr. Harrison. Mr, Sadlak? 

Mr. Saptax. May I make this statement, Mr. Chairman: I have 
temporarily lost the benefit of the panel discussions here today. Since 
5:20 this morning, when I was alerted that there would be no planes 
out. of Connecticut due to the freezing rains and snows, I have pro- 
ceeded by the fastest available transportation to Washington by means 
of trains, shuttles, a subway train strike in New York and I did get 
here at 2:30. But I will read the record as soon as it is available, and 
I regret very much to have missed it because the subject of foreign 
trade policy in relation to national security, with its effect on the 
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petroleum and electric industry; has a great interest for and effect on 
the locality which I have the honor to represent. 

Mr. Harrison. Thank you, Mr. Sadlak. 

Mr. Brown. Mr. Chairman, may I call attention to the fact that 
there is a joint release on a proposal to renew the Trade Agreements 
Act which does ask for some changes in it, coming out of the Depart- 
ment of Commerce and Department of State, made today? 

Mr. Morrison. Mr. Chairman—— 

Mr. Harrison. Mr. Morrison? 

Mr. Morrison. I would like to make a remark even if there is not 
much time to comment upon it. The suggestion was made by a 
number of people in previous panels that the national security amend- 
ment, section 7, should be eliminated, and I think Mr. Ellis made 
such a comment also. 

Now, I think there should be some understanding of the back- 
ground of that suggestion, and as I understand it, at least on the part 
of some of the previous participants in the panels, it was the escape 
clause provided procedures to prevent injury to domestic industries, 
whether connected with national defense or not; that there might be 
some occasion for considering the national security, therefore, in im- 

lementing findings under the escape clause, but that the escape-clause 
egislation, the provisions of the legislation relating to the escape 
clause, were adequate to prevent injury to industry, whether or not 
essential to national security. 

I think the comments made here, particularly by Mr. Ellis, might 
give support to that viewpoint. 

I think maybe Mr. Knorr might have a remark to make on that. 

Mr. Knorr. I said this morning that I do not necessarily plead 
that this particular law should be changed. I think the main thing 
is that the law will apply in a way that gives the entire initiative to 
the Office of Defense Mobilization, and not to industry people. 

I myself would find it much more satisfactory if the law regulating 
the escape clause would be limited in effect, and the national security 
amendment retained, but the initiative for action under it given to 
the executive wing of the Government. 

Mr. Byrnes. Mr. Chairman—— 

Mr. Harrison. Mr. Byrnes? 

Mr. Byrnes. That question was brought up this morning and was 
suggested, I think, by Dr. Phillips, too. It related to the question 
of initiative. The industry itself is closer to the picture, and it could 
alert the ODM to make an investigation. Is that not all you give 
them in a sense by the authority in the act today? The decision is 
still made and the study is still made by the Office of Defense 
Mobilization. 

Are you suggesting that you take away the right of an affected 
industry to petition the ODM for determination of their essentiality ? 

Mr. Knorr. No. Certainly you could not do that. But I would 
not think it would be good to have a law which forced the Office of 
Defense Mobilization to investigate a case just because it is brought 
up by one commercial or industry group or another. 

Mr. Byrnes. Do they not, in a sense, under any of these proposi- 
tions, exercise a certain amount of discretion as to how much effort 
they are going to put into an individual investigation, based upon 
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what their preconceived notions are as to the importance of the alle- 
gation made? 

Mr. Knorr. Well, if they have that much discretion then I do not 
see much harm in that. 

Mr, Byrnes. There is nothing you can do to insist that they give in 
a quantitative way an amount of consideration to any one subject, so 
there is bound to be discretion there; is there not ? 

Mr. Kworr. Yes, sir. 

Mr. Byrnes. The thing I am trying to get at is what do you suggest 
should be done by way of changing the law to accomplish the point 
that has been made that the initiative should come from ODM, unless 
you mE add a proposition that, on their own motion, they could 
also, in addition to acting on the basis of complaints, make findings. 

Mr. Knorr. I suppose that is under scrutiny. 

Mr. Byrnes. You would not eliminate the right of an industry to 
petition. You might add the right of ODM to act on its own 
initiative. 

Mr. Knorr. That is right. 

Mr. Harrison. The committee is indeed grateful to all of you gen- 
tlemen for the discussion on this important question today. Under 
the committee policy, copies of today’s transcript will be sent to all 
participants on the panel and they will have the privilege of editing 
their remarks, and also to add any additional comments or any addi- 
tional information that any of you gentlemen think might add to the 
value of the discussion. 

We thank you very sincerely for the comprehensive discussion. 

(The following statement was filed with the committee as related 
on p. 371:) 


STATEMENT OF W. E. TURNER, EXECUTIVE VIcE PRESIDENT, TEXAS INDEPENDENT 
Propucers & Royalty OWNERS ASSOCIATION, AUSTIN, TEX. 


I. THE TARIFF AND WORLD TRADE 


It is increasingly clear that legislation in 1958 extending the trade agreements 
program will subscribe to a policy of encouraging imports only to the limit of our 
ability to absorb them without damaging essential domestic industries. This 
reflects the growing realization in responsible circles that any other course in 
the face of rising protectionism abroad and mounting surpluses of some com- 
modities the world over could end only in disaster to the prosperity and security 
of America, and consequently to the free world. 

In 1958 Congress unavoidably will determine America’s foreign trade policy 
at an extremely critical moment in world affairs. This redefinition will take 
place in conjunction with the Trade Agreements Extension Act. In general 
it may be said to have three choices : 

(1) To launch an aggressive program toward freer trade, thereby favoring 
export interests, United States companies with foreign investments, and com- 
peting industries in other nations. 

It is generally recognized that any measurable reduction in United States 
trade barriers can only be at the direct expense of some hard-pressed domestic 
industries. The effect of this course upon both the United States economy and 
security, therefore, has become far too obvious for really serious consideration. 

(2) To launch a policy of general protectionism, restricting imports of any 
comomdity which competes with domestic producers, at whatever expense to 
exporting interests, international investment, and markets for our allies. 

Likewise, this course seems hardly likely because of its apparent adverse 
effect on United States export interests, international investment, and the eco- 
nomic strength of our allies. A return to economic isolation would undermine 
this Nation’s leadership role. 
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(3) To strike some middle ground which would remove economic advantage 
to imports of goods competing with domestic industries which are vital to the 
economy and security of the Nation. ' 

Confronted with the reality of decreased demand here and abroad for Ameri- 
can production, history shows that it will prove increasingly difficult to steer a 
sensible course between extreme protectionism and unrestrained imports, and 
flexibility according to economic and political changes is a necessary condition. 

But both imports and exports, to the degree that they serve to enable nations 
to exchange surpluses for needed goods and services, are necessary to world 
peace and prosperity. : 

Imports, per se, are neither good nor bad, and should not be made an end 
within themselves. 

A high level of international trade is not certain evidence of world economic 
health, but in fact may tend to deny it; if it is attained by one nation or area 
trying vainly to absorb world surpluses at the expense of its own prosperity. 

As aid receipts from this Nation decrease, and commodity prices abroad tend 
to decrease in price, competition for part of this greatest of all markets will 
intensify. Every effort must be made to avoid resort to the ill-advised weapons 
of most nations today; including quotas, currency restrictions, revaluations, 
inconvertibility, multiple or unrealistic exchange rates, licensing requirements, 
special commodity agreements, and other planned economy measures. 

If anything can be learned from history, it should be that a nation’s tariff 
or trade policy, no less than its other economic policies, should change as eco- 
nomie conditions change. 

Either America should abandon altogether its protectionist devices against 
excessive imports, which is unthinkable, or it should affirm a policy of enlightened 
self-interest for vital home enterprise.’ 

Except for an occasional effort to gain the offensive for export interests ad- 
voeating lower tariffs,’ few, if any, thinking citizens advocate in today’s pro- 
tectionist world the abandonment of all United States tariffs and quotas. We 
continue to recognize protection as a principle from which this and other indus- 
trial nations have never deviated except in degree.* Beyond doubt, there is no 
area of our economic life—unless it be monetary policy—in which greater con- 
fusion exists than in the matter of international trade. Values which, however 
sound they may be in other areas of economic life, are rendered unrealistic by 
the paradoxes of international trade.* It is necessary, therefore, that an effort 
be made to arrive at certain fundamentals. 

Fundamental to the achievement of any desirable foreign-trade objective is a 
prosperous United States economy. 

A rational analysis of the problem in all its aspects will reveal that only a 
trade policy which promotes prosperity in the United States economy can coin- 





‘The Office of the President, in a paper submitted to the Subcommittee on Foreign 
Trade Policy, said: ‘““‘The executive branch subscribes fully to the principles underlying 
both the peril-point and the escape-clause provisions of the Trade Agreements Act.” 

2 Life magazine, November 18, 1957, repeated its longstanding position, this time calling 
for a “drastic new weapon”; that the United States “declare its traditional protectionism 
at an end, open its shores to the free enterprisers of all nations and embark on a new policy 
of free trade.” 

®In the compendium of papers on United States foreign-trade policy, published by the 
Subcommittee on Foreign Trade Policy of the Committee on Ways and Means, October 7, 
1957, there is considerable discussion as to which nations practice freer trade. But there 
is general agreement that, by whatever yardstick used, the United States today cannot be 
considered a protectionist nation in relation to other industrial nations of the world. 

The United States record in tariff reductions is rn if not unique. The Com- 
merce Department, in its presentation to the Subcommittee on Foreign Trade Policy, quoted 
with approval a statement by the Under Secretary which included the following: 

‘“* * * The actual average ratio of United States tariff collections to dutiable imports, 
which exceeded 50 percent during the years when the rates of the 1930 Tariff Act were 
fully applicable, has been reduced to less than 30 percent at the end of World War II, and 
to only about 12 percent today. Over the whole span, in other words, our tariff has been 
lowered by an peeere of more than 75 percent.” 

* What ideological free traders (as opposed to special-interest free traders) overlook is 
that imported goods make relatively no contribution to purchasing power, since only 
production gives rise to payments which constitute purchasing power. hus, imports not 
only tend te depress domestic prices but are deflationary also in that they do not contribute 
to expanded purchasing power with which to buy goods. 

This is the undefined motive, perhaps more than any other, for nations seeking to become 
net exporters. No nation ever achieves economic ae which does not first become 
a net exporter. This is a paradox of international trade which even few economists have 
come fully to understand. 

It is for this reason that imports can only grow as the gross national product grows, 
because it is through production here that purchasing power is created for foreign goods 
as well as domestic goods. 
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cide with our aim for economic stability of our allies. Authorities are agreed, 
generally, that prosperity in America affects international trade far more than 
any level of tariffs or other barriers.’ 

From whence comes prosperity on which so much depends? 

Only by production can a nation prosper. It should be obvious, therefore, that 
the policy which is least inclined to depress the net national economy also serves 
best the objective of greater international trade. 

Any policy which increases imports at a time when its own production of those 
commodities either equals or exceeds effective demand would be at the expense of 
domestic production.® 

If effective purchasing power existed throughout the world for all wanted 
goods that could be produced, then free trade—and specialization—would be 
entirely logical. But, so long as production within a nation is necessary to pro- 
vide the purchasing power of consumers, some degree of protection—and diversi- 
fication—are necessary to prosperity, and, actually, may further international 
trade. 

Students are agreed that the advantages of free trade derive from its con- 
tribution to specialization. Yet, illustrating the confusion that beclouds the 
issue, there are those who advocate, simultaneously, the practice of freer trade 
and greater diversification within nations. This is indicative of the great 
variety of economic pressures that combine to constitute the so-called free-trade 
movement. Particularly today, when sharp political ideological differences sepa- 
rate nations, it is highly doubtful that there would be much adherence to the 
philosophy of free trade at all today were it not for the advantages accruing 
from such movements to certain international business interests. Much of the 
talk of boosting the economies of allied nations simply masks the real motive of 
creating greater dollar purchasing power abroad with which to absorb the export 
goods of some industries—or, in the case of United States companies with for- 
eign production, to gain access to the domestic market for themselves, irrespec- 
tive of effect on foreign economies or the United States security and economy. 

Everything done in the name of greater international trade does not actually 
contribute to free-world prosperity or security. Nations could expand inter- 
national trade by agreeing to take each other’s surpluses, but no real benefit 
would accrue unless the goods each absorbed complemented or supplemented its 
domestic production.’ 

Our job is to retain a leadership role in organizing against the menace of 
Soviet communism. This cannot be done through the practice of economic self- 
containment. Nor can it be done by destroying United States prosperity through 
admission of excessive imports.® 

Through what policy can we achieve this objective? 

The answer is to see to it that foreign-produced goods entering this market in 
competition with home industries capable of supplying the market enjoy no 


5 Howard S. Piquet, senior specialist in international economics, Legislative Reference 
Service of the Library of Congress, and author of Aid, Trade, and the Tariff, states in the 
subcommittee’s compendium: “The most important single force affecting the size of the 
foreign trade of the United States is the intensity of economic activity within the country. 
When the economy is prosperous and the gross national product is growing, exports and 
eee tend to expand. The converse is true in periods of economic recession.” 

amuel Lubell, economic analyst and author of The Revolution in World Trade, asserts 
that “‘the decisive factor determining how much this country imports has always been the 
level of our economic prosperity. If our economy continues to expand, our imports can 
be expected to rise even as they have in the last few years. If our economy were to take 
a nosedive, no adjustment of tariff rates could avoid a precipitous decline in our imports.” 

The London Economist, January 2, 1954, discussed this matter and agreed that a United 
States recession would result in deterioration of international trade, adding: ‘The exper- 
ience of 1938 was that, when America’s factory prodacties fell by 30 percent, its imports 
from the sterling area were very nearly cut in half: the experience of 1949 was that, when 
America’s factory production fell by 13 percent, its imports from the sterling area were 
cut by nearly one-fifth.” 

*In the subcommittee’s compendium are several proposals for compensating owner 
and labor interests displaced by sapente through Government subsidies. Not unexpectedly, 
witnesses before the subcommittee in oral hearings differed widely as to how much subsidy 
compensation would be required. It is highly doubtful that any amount of Government 
subsidy could actually replace prosperity lost through decreased domestic production. 

7 This fact is recognized by the almost universal practice of prohibiting “dumping.” 
Some students are convinced that the subsidiizing of exports, which unquestionably 
expands international trade, is a principal cause of friction that leads to division among 
nations, and even wars. 

8 Whatever may be United States import policy respecting particular industries or 
commodities, it must, zealously guard its traditional net export position. No nation 
achieves world leadership which does not first achieve a net export position. This is a 
paradox of international trade, which probably has its roots in the fact that goods are to 
no avail to a people or a nation when there is an absence of effective buying power, and 
buying power is born of production. 
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competitive advantage. This can be done only through competitive or equalizing 
tariffs. 


II, THE TARIFF AND UNITED STATES TRADE POLICY 


In a divided world, every modern nation practices some degree of protection- 
ism. Indeed, protectionism is as old and as inevitable, no more nor less, than 
nations themselves. Those nations which adhere most strictly to free, competi- 
tive enterprise tend to prefer tariff over quotas and other forms of restric- 
tionism. 

Students widely agree that the tariff, as historically imposed, does not consti- 
tute a serious blow to a high level of trade among nations. American exporters 
hardly heed at all the tariff rates in existence abroad; the real deterrents are 
quotas and exchange restrictions. Importers and their foreign spokesmen have 
generally made the tariff a specific target, though using the word to mean all 
protection much less than quotas, the invisible tariff of customs rules, the Buy 
American Act, and Government redtape.” 

Much is said in papers by participants in the current study by the subcom- 
mittee on whether tariff concessions or other world economic conditions made 
possible the remarkable expansion of international trade since the Trade Agree- 
ments Act was initially passed in 19384.% There is general accord that tariffs 
have small relative effect on world trade. 

In the tariff we have a mechanism ideally suited to protect vital home in- 
dustries against unfair competition from abroad without affecting adversely 
the national objective of substantial international trade. Moreover, the prin- 
ciple of the tariff is firmly entrenched in United States policy and nothing any 
trade study commission or international-minded administration is likely to do 
can remove it. 

If we are thus irrevocably committed to a tariff policy, and it is not actually 
destructive of any worthy international trade objective, being a much less 
forbidding impediment to trade than is price instability,” there is no logical 
reason for further delay in affirming a realistic trade policy that is neither pro- 
tectionist nor free trade. Only such realism can avoid an ultimate retreat to 
dangerous isolationism and encourage, through destruction of vital home enter- 
prise, the rising tide of ultraprotectionism here. 





® Another recent indication that the Eisenhower administration prefers the tariff to 
the quota is its decision in implementing the Tariff Commission findings in the case of 
spring clothespins. The Tariff Commission, in an unusual recommendation, found injury 
to the American industry and called for a quantitative ceiling on clothespin shipments to 
the United States. The President decided on his own, however, to raise the tariff rates 
rather than impose the quota suggested. 

In this case, it seems unquestionable that the Tariff Commission would not have rec- 
ommended a quota, except for the unfortunate provision in the Trade Agreements Act 
which prohibits a tariff increase high enough to accomplish the objective. The Presi- 
dent, however, used a technicality to increase the tariff rate actually 100 percent above 
the existing rate for clothespins, or 50 percent above the rate — in 1930. 

Life magazine has commented on this, saying: “From Europe’s standpoint, the 
importance of the United States tariff is easily exaggerated. It is not the main reason 
Europeans do not sell more here now. There are more insidious forms of United States 
protectionism, such as the ‘invisible tariff’ of customs rules. Buy American Acts passed 
during the depression to combat unemployment and never repealed.” 

11The Commerce Department, in its presentation to the Subcommittee on Foreign Trade 
Policy, acknowledged that our expansion in foreign trade did not result primarily from 
tariff reductions, saying: 

“It cannot be reasonably claimed, of course, that the healthy growth of United States 
trade since the early 1930's has been primarily attributable to the trade agreements pro- 
gram, either in its early bilateral form or in the multilateral form of the postwar period. 
The past quarter century has been one of tremendous economic upheaval, embracing recov- 
ery from the depression, World War II and its aftermath, and the Korean war, as well as 
accelerated technological pesgrees and a strong underlying growth trend in the United 
States world economy. These are the forces which have unquestionably predominated in 
determining the course of our foreign trade.” 

Life magazine has contended that tariff cutting under the Reciprocal Trade Act did not 
improve our world trade: 

‘The Reciprocal Trade Act has not noticeably affected United States imports because 
it is based on the equalization theory rather than on a theory of international division 
of labor. It bargained United States tariff concessions against tariff concessions by other 
countries. But in most foreign countries tariffs were obsolete anyhow, having been 
superceded by quotas and exchange controls, thus the Reciprocal Trade Act did not help 
United States exports either.” 

2C, P. Kindleberger, in The Dollar Shortage, 1950, points out that tariffs can tri- 
tribute to international exchange by stabilizing prices in the United States market: 

“The tentative conclusion that a wide number of imports es more to changes in 
income and in we conditions than to the impact of price on United States means that 


not too much reliance should be placed on the reduction of tariff in curing any possible 
tendency to underimport.” 
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The tariff is the most desirable instrument of control because (a) it is the 
Simplest, fairest, and most direct means of regulating imports from foreign 
countries; (6) it is both historically and currently a practical and appropriate 
means Of protecting activities essential to national security; (c) it is entirely 
consistent with freedom of enterprise; (d@) it does not prohibit any person from 
importing into the United States suen goods as he wishes; (e) it obviates the 
nuisance and uncertainty in having to apply for import quotas and licenses with 
the opportunities they provide for official favoritism; (f) United States tariffs 
are a form of excise tax which tend to equalize on an overall basis differences 
in foreign and domestic costs of production and to protect the American standard 
of living. 

Except for some agricultural goods for which price supports are provided, 
the United States has avoided resort to quotas, a far more harsh instrument of 
restraint.” Only recently has there begun a partial deviation from our historic 
policy of preferring tariffs over quotas. The United States negoti:ted with 
some foreign governments voluntary agreements to limit exports of certain 
goods on a quota basis. Likewise in the case of petroleum the administration 
established a voluntary quota allocations system for each individual importing 
company, all being American-based. In each case, the effectiveness of these 
programs was rendered questionable by the existence of doubt that the admin- 
istration would follow up the voluntary measures with compulsory ones if 
compliance was not forthcoming. 

Inasmuch as this Nation is, and has been throughout its history, committed 
to a tariff policy, it is of the utmost importance that this policy be reaffirmed 
in conjunction with any extension of the Trade Agreements Act. 

In fact, the act should be extended only if it is modified to embrace a policy 
of equalization or competitive tariffs for domestic industries which are vital 
to a strong America. 

Under section 7 of the Trade Agreements Act, there are set forth procedures 
by which injured home industries may seek relief from unfair foreign com- 
petition. Appeal can be made either to the Tariff Commission, or, in the case 
of commodities directly related to the security, to the Director of the Office of 
Defense Mobilization. A finding of injury from excessive imports by either 
agency results in a report to the President who by tradition may accept, modify, 
or virtually ignore the congressional intent in providing these avenues of 


redress. 
Certain amendments seem necessary, therefore, before the act is extended. 


Ill. THE TARIFF AND PETROLEUM 


The oil-import problem serves to illustrate what can happen to a defense- 
vital home industry in open competition with vastly cheaper and partially sub- 
sidized imports. 

Every responsible Government and industry study in recent years has con- 
eluded the rate of oil-import growth constitutes a threat to the virility of the 
domestic producing industry and to the maintenance of adequate reserves for 
the security of the Nation.“ 

Oil imports are now subject to a duty ranging from 5% to 10% cents per 
barrel, depending on gravity. This was adopted in 1932 as an excise tax of 
21 cents a barrel, which represented an ad valorem tax of about 24 percent 
of the domestic value of crude, at that time selling for about 87 cents a barrel, 
By virtue of trade negotiations cutting the tariff in half, and higher crude prices 
in keeping with general increases in commodity prices since that time, the tariff 
constitutes today less than 4 percent ad valorem. 

Thus the principle of tariff protection is already a part of our policy respecting 
oil, though the rate is far too low to accomplish the intended objective. 





18 Actually quotas are outlawed by GATT. Art. XI of the general agreement prohibits 
contracting parties from imposing nontariff restrictions—such as import restrictions, 
quotas, licensing systems, or quantitative control measures—on its imports from other 
eontracting parties. It recognizes, however, certain “‘necessary”’ exceptions, the only one 
of which applies to the United States is for agricultural commodities under price-support 
programs.. 

“4 These include two studies by Cabinet level committees in the Hisenhower administra- 
tion. The President's Committee on Fuels Policy reported in February 1955. that imports 
in excess of the ratio they bore to domestic production in the year 1954, which was 16.6 
percent, threatened national security. More recently, in a report approved by the Presi- 
dent July 29, 1957, the Cabinet Committee To Study Crude Oil Imports concluded the 
need for imports restraint. 

The National Petroleum Council, comprising representatives of all segments of the oil 
industry, has reached a similar conclusion. 
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Considerably higher tariffs on oil could be defended today on several grounds, 
including the equalization of taxes.” For example, a barrel of domestic oil 
pays in local, State, and Federal taxes some 75 cents to $1, as contrasted with 
the maximum 10% cents payment for imported oil. In addition to this ad- 
vantage, oil produced abroad by American companies enjoy numerous other ad- 
vantages which combined could justify tariff rates adequate to remove the eco- 
nomic advantage to imported oil.” 

The now obvious fact is that domestic producers simply cannot compete with 
foreign-produced oil even on the United States market. The average oil well in 
America produces about 15 barrels per day, as contrasted with 5,000 and 6,000 
barrel per day averages for wells in the Middle East. 

If we are to have an oil industry in America capable of filling our require- 
ments in peace or war, imports must be restricted. The necessity of remaining 
at least partially self-sufficient in this No. 1 munition of war was demonstrated 
vividly only recently in the Suez crisis. 

The fact that Americans pay a third to a fifth of the price for oil products 
that Europeans pay demonstrates clearly that the consumer has no pocketbook 
interest in cheaply produced Middle East oil. 

To argue against equalization or competitive tariffs for the oil industry on 
grounds that tariffs would increase consumer costs is in fact to argue against 
a domestic-producing industry. If crude prices here are forced to levels where 
they could compete on the world market, then most United States oil reserves 
would become instantly uneconomic to produce. If we want an oil industry 
here, the domestic crude price must reflect domestic costs and not allow im- 
ported oil to fix the price. That calls for a competitive tariff. 

Moreover, as the Cabinet Committee pointed out, the consumer could not be 
expected to benefit long pricewise because imported crude is presently cheaper. 
The only guaranty we have against exorbitant prices for imported oil is a 
healthy home industry. 

In addition, most imported oil is produced from foreign concessions by Amer- 
ican companies. Their contribution toward increased foreign purchasing power 
from this source, therefore, is relatively negligible. Furthermore, so long as 
American companies produce Middle Hast oil in part for the domestic market, 
the tendency will remain to relate prices to high cost of American production ; 
this represents a net dollar drain on the part of foreign purchasers of American- 
produced Middle East oil.“ 

The domestic oil producing industry is in serious difficulty today largely 
because of excessive oil from abroad. The only reason it has not been more 
completely damaged has been restraint on the part of some of the companies, 
which in turn is the result of urgent pleas from topmost governmental officials. 
Witnesses before this subcommittee have described in some detail operation of 
the provision under section 7 of the act whereby defense-vital industries can 
obtain relief through the direct route of the Office of Defense Mobilization. Oil 
so far is the only commodity which has been favored with a finding of threatened 
injury by the ODM director. This resulted in the appointment by President 
Hisenhower of a special Cabinet Committee. Their study confirmed the finding. 

At present there is in operation a voluntary program designed to limit crude- 
oil imports only into certain areas and by certain companies. We view the 
finding of the Cabinet Committee, as approved by President Eisenhower July 


4% Some foreign countries impose equalization taxes on imports, effect of which is to 
equalize the tax burden on domestic and imported goods—-an example cited by the United 
erates Tariff Commission in its report of operation of the trade-agreements program in 
Austria. 

16 Sec. 303 of our basic tariff law today provides authority for the Secretary of Treasury 
to impose duties on imported goods equal to bounties or subsidies given foreign producers. 
In the case of oil, these include (@) various tanker subsidies, (b) foreign tax differentials, 
(ec) foreign tax credits, (d) diplomatic aid, and (e) indirect benefits from foreign-aid 
grants. Antisubsidy or countervailing duty principle alone, being the practice of all mod- 
ern trading nations, could justify tariff action in cases of this kind. 

17 Hxcessive encouragement to oil imports may contribute in another way to defeat of 
more important foreign trade objectives. Since oil is imported altogether by American 
companies operating abroad, the scramble of American nationals for foreign oil concessions 
has contributed to an increasing degree of harmful nationalistic feeling in some areas, 

Even Canadians have recently expressed concern that too many United States oil men 
are competing in production of their own oil, with the result that United States-Canadian 
relations are currently strained, as indicated by the fact that an export permit for 
Canadian gas has been withdrawn by the Government. This is understandable when, as 
John F. Bridges says in the December 5, 1957, issue of The Wall Street Journal, United 
States control of Canadian resource industries has risen from 37 to 57 percent since World 
War II, and “petroleum assets by Americans have risen from 56 to 74 percent, while 
those in the hands of Canadians have declined from 43 to 20 percent. Canadians estimate 
that Americans now own about 60 percent of their manufacturing industries.” 
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29, 1957, as a highly significant document. It affirms a definite relationship 
between excessive imports and this Nation’s security. Moreover, we are deeply 
impressed with the vigor and determination with which the Administrator, 
Capt. Matthew V. Carson, Jr., has proceeded to give meaning to the mandate 
for obtaining compliance on a voluntary basis by individual companies.” 

Nevertheless, it is our inescapable conclusion that this clearly recognized 
problem of excessive foreign imports requires for its solution a more positive 
mandate from Congress. 

In the first place, there seems little doubt that the Congress, in adopting the 
new provision under section 7 in extending the act in 1955, intended a far dif- 
ferent import curtailment program than has been provided in its administra- 
tion. Congressional intent in adopting the security clause, we believe, shows 
it was contemplated that authority was being given to enforce the February 
1955 report findings by the President’s own Cabinet Committee—that total oil 
imports, of both crude and products, should not exceed the 16.6-percent rela- 
tionship that they bore to domestic production in 1954. 

Efforts were made at such limitation through the application of moral 
suasion by the ODM Director and other governmental officials, all without the 
desired results. It was only quite recently, July 29 of this year, that more 
affirmative action was taken in the form of assigning actual import quotas to 
companies. 

In the meantime, however, by a series of new conclusions announced by the 
ODM Director, all direct efforts at restraining oil product imports have been 
abandoned, with only the indication that they would be observed closely. Like- 
wise, crude-oil imports into certain areas, notably the west coast, were exempt 
from any restraint, with the result that much of the benefits of the program 
elsewhere have been negated by unwarranted imports increases into that area. 

Indications that the program is either fundamentally deficient in its concept 
or has not been adequately complied with appear in many forms. United 
States production this year, despite abnormal output during the early months 
because of the bad Suez Canal stoppage, will be appreciably under that for the 
year before. Exploration and drilling lags seriously behind levels necessary to 
sustain our current ratio of reserves to consumption. Texas crude-oil allow- 
ables for January remain at the all-time low of 12 days per month, a full half 
year after the program became operative. Oversupply increasingly threatens 
conservation procedures, and rank purchaser discriminations are being prac- 
ticed throughout the industry. Companies with access to foreign production 
are tending increasingly to utilize their control over pipeline transportation 
facilities in discouraging domestic development, as for example in arbitrarily 
denying connections to many wells and in refusing to purchase oil which is 
trucked to them at the producer’s expense. 

An equally dramatic illustration that the program may be falling short of its 
intended function is the initiating December 10 of a 15-cent-a-barrel crude price 
decrease by one importing company. That company, which is primarily a pur- 
chaser of crude (as opposed to a producer) enjoys sufficient domination of the 
area in which it operates to compel other companies to meet the crude price 
cut. Significantly, this company gave as its reason for the crude price cut the 
oversupply condition, even while it is itself seeking an increase in its import 
allowable. In seeking that increase it acknowledged that it imports for “eco- 
nomic advantage” in the range of about 50 cents a barrel. When it was denied 


#8 Even under the current voluntary imports limitation program, petroleum imports have 
continued an uninterrupted climb since adoption of the security amendment to the Trade 
Agreements Act in 1955. 

In 1954, imports averaged 1,052,000 barrels daily, which was about 16.6 percent of 
domestic production. ‘They increased in 1955 to 1,248,000 barrels, or 18.3 percent: in 1956, 
to 1,426,000 or 20 percent ; and in 1957 will average about 1,561,000 barrels or 21.7 percent 
(according to actual figures and schedules submitted to the railroad commission). 

Crude imports east of California (districts I-IV) increased from 605,000 barrels in 1954 
or 11.3 percent to 689,000 barrels in 1955 or 11.8 percent, to 755,000 barrels in 1956 or 
12.2 percent, to 754,000 barrels in 1957 or 11.9 percent. 

Crude imports to the exempt west coast (district V) increased from 51,000 barrels in 
1954 or 5.2 percent to 93.000 barrels in 1955 or 9.6 percent, to 179,000 barrels in 1956 
or 18.6 percent, to 265,000 barrels in 1957 or 28.6 percent. 


Total United States crude imports increased from 10.3 percent in 1954 to 14.2 percent 


in 1957, from 656,000 barrels daily in 1954 to 782,000 barrels daily in 1955, to $34,000 
barrels daily in 1956. to 1,019,000 barrels daily in 1957. 
While total imports are slightly under the rate existing on July 29 when the President 
inaugurated the present voluntary program, they are above the corresponding period of the 
ear before. Imports traditionally decline toward the end of each re. It is undoubtedly 
rue, however, that they would not have declined as much if at a 
ments not been made, 


1 had the quota assign- 
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an increase in its allowables imports it saw fit to post a crude price cut, thereby 
retrieving the “economic advantage” denied by the Imports Administrator. 
This underscores the necessity of limiting imports through an equalization or 
competitive tariff. Only in that way can the economic advantage of imports 
be removed, along with the pressures that induce some of the very companies 
hurt by imports to resort to importations themselves.” 

Numerous suggestions have been made for alternative approaches to the oil 
imports problem. For example, various proposals have been made for storing 
foreign-produced oil in abandoned reservoirs in this country. Arguments in 
support of this are that this stockpile would be available to us in time of emer- 
gency, whereas in its natural reservoir much of it could be denied at any time. 
Too, the price of that foreign oil today is vastly cheaper than it is likely to be 
in the future, particularly if the free world becomes dependent on it by neglect- 
ing development of higher cost oil here. 

We believe that such stockpiling of foreign oil here is not essential to the 
national security if adequate incentives remain for domestic development. 
However, should it be found desirable to give encouragement to this practice 
by individual companies, we would suggest consideration of a policy which 
would exempt imports for stockpile purposes from the tariff until such future 
date as it is brought from storage and placed on the domestic market. This 
policy, therefore, would involve no cost whatever to the taxpayers of this coun- 
try, and would not interfere with domestic development. 

It is important that our trade policy be determined without confusion as to 
our “need” of imports. To whatever extent desired, for as long as desired, the 
United States could be independent of imports in meeting fuel requirements.” 
United States proved shale deposits, for example, rival Middle East oil reserves, 
and are available any time we choose to provide the economics—a guarantee 
against the perennial predictions of an “oil shortage.” 

Unlike small nations of Europe, our deficiencies requiring imports exist only 
because we have not chosen to provide the incentive to their home production 
in many cases.“ We have both the basic resources and inventive genius—so 
long, that is, as we have the freedom and the profit motive—to replace or synthe- 
size any raw material long before its depletion.” Our relative self-sufficiency 
is generally recognized by trade policy students. 


2 Sun Oil Co., for example, illustrated how injury to itself from. excessive imports 
induced it to resort likewise to imports, thus compounding the problem. The overrarey 
due to imports not only gave its competitors a price advantage, but also served to deny 
it access to its own domestic production 4 forcing curtailment of allowables here. 

”® A recent study by the Committee of the Interstate Oil Compact Commission, released 
December 4, 1957, reached this conclusion after surveying previous studies and papers on 
the subject. It pointed out that a fuel shortage could ene in the United States only 
if through excessive imports or for other reasons we denied the incentive to the develop- 
ment of our own resources. 

21 An obvious example is coffee, which could be produced in the United States only at an 
exorbitant cost. There is no logical reason for paying this price for self-sufficiency én 
such commodities. 

Just as the Nation may be unable to justify protection for some domestic industries on 
grounds of preserving either national prosperity or security, neither can it justify protec- 
tion in order to build or diversify industries which are not essential. Fred H. Klopstock 
and Paul Meek, Federal Reserve Bank of New York, in a paper prresented to the Subcom- 
mittee on Foreign Trade Policy said: 

“Natural rubber, for example, can be obtained from guayule bushes grown in the United 
States, but peacetime production could hardly be justified at $100 per pound cost of sizable 
wartime plantings, so long as tree-grown rubber is selling in the vicinity of 30 cents per 
pound. Comparative costs are an indispensable element in any considerable of measures 
affecting the way the country uses its resources. * * * The task of foreign trade is to 
indicate, through international differences and comparative costs, the industries in which 
our labor and other resources can be most effectively utilized.” 

As Adam Smith pointed out, “By means of glasses, hotbeds, and hot walls, very good 
grapes can be raised in Scotland, and very good wine too can be made of them at about 
30 times the expense for which at least equally good can be brought from foreign countries.” 

However, so Jong as any nation is not fully utilizing its resources and manpower, it can 
afford some relative inefficiency. Moreover, in the interest of national security, it may 
be necessary to preserve some industries which could be supplanted by more efficient 
foreign production. 

“4 Fugene Holman, Standard Oil Co. (New Jersey), in Atlantic Monthly, June 1952, 
Our Inexhaustible Resources, says: 

“Tn a very real sense, raw materials do not exist; they are created.” 

_ No free and dynamic society, he says, ever runs out of anything desired. Long before 
its exhaustion, an improved substitute is on the market. We already have the means of 
extending our petroleum supplies a thousand years if such fuel is not made obsolete before. 
_ A nation so rich and varied as this needs few imports; our imports, while aceommodat- 
ing less self-sufficient areas, result in the main from cheaper production costs abroad 
which tend only to prolong the use of resources in a given form. ven Lord John Maynard 
Keynes recognized in the depression that self-sufficiency on the part of this Nation was 
possible, so long as it was a national goal not to increase production but to increase jobs. 
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We should permit, therefore. no illusion that our policy of accepting reason- 
able imports is a self-seeking one in order to conserve resources of which we 
are in danger of running short. The tendency to compel the American economy 
to accept imports of such resources as petroleum on grounds that we are running i 
out at home is unsound and dangerous to our security; as a defense measure, if 
for no other reason, such imports should be encouraged only so long as they 
supplement a healthy domestic industry. Beyond that, cheap oil from abroad 
would tend to delay the day of economic synthetics, which ultimately will come— 
whether before or after we have allowed ourselves to become dependent upon 
unreliable foreign sources. 

The security amendment, as the report of the Senate Finance Committee and 
statements from the floor of both Houses show, contemplated that the President 
would use the broad powers to limit the importation of oil to the 1954 ratio by 
whatever means he found most suitable. 

This clearly included tariff, quota, or combination tariff quota. The security 
amendment was adopted as a compromise from the so-called Neely amendment 
which would have limited imports to a flat 10 percent relationship with domestic 
production. 

There is nothing in the record to indicate that Congress in adopting the 
security amendment intended to prevent tariff increases in excess of the 50 
percent limitation that applies under Tariff Commission proceedings. 

In other words, we hold that under the security amendment, national security 
being recognized as paramount,” a tariff could be imposed on oil imports from 
any source which is high enough to accomplish the intended restraint objective. 

A finding by the Tariff Commission of imports damage to the domestic oil 
industry could result in only a 50-percent increase above the current 1014-cent- 
per-barrel duty. This obviously would be of little assistance. However, a find- 
ing of injury through the security amendment procedure, in our judgment, could 
result in a tariff increase to whatever level necessary to accomplish the objective. 

Of very great significance, we think, is the recent administration announce- 
ment of its willingness to deviate from this 50-percent tariff increase limitation 
upon findings of injury by the Tariff Commission. Instead of having the 50- 
percent increase applicable to the current duty rate, it would be applicable to 
the rate which existed prior to reductions under authority of the act. 

At that time, the duty on oil imports was 21 cents a barrel for most crudes. 
This duty converted to its ad valorem equivalent in relation to current crude 
prices would be about 72 cents per barrel. A 50-percent increase in this rate : 
would constitute a tariff of about 98 cents a barrel, which is believed to be fully 
adequate to restrain imports. 

Thus if the Congress sees fit to give complete meaning to the administration’s 
concession respecting tariff increase limitations, the way will have been opened 
for future relief to the oil industry by the tariff route, either through the Tariff 
Commission or the ODM security amendment proceedings. We believe that the 
Congress will provide this interpretation primarily for the reason that it seems i 
to us necessary to avoid a large-scale movement toward the use of quotas in 
lieu of our traditional tariff policy.* 

In any case, the Congress necessarily will decide the role oil imports shall 
play in the domestic market when it considers extension of the Trade Agreements 
Act this session. 

Even if it considers the current program of assigning allowable imports to 
individual companies adequate to the objective, there seems no logical reason 
why a more positive mandate cannot be written into the act. 





2 Specific provisions were made in our trade agreements for restrictions on importation 
of any goods where national defense is involved. For example, one of the earliest trade 
agreements made under the authority of the Trade Agreements Act was that between this 
country and Canada dated November 17. 1938. It included this provision : 

“The provisions of the agreement shall not extend to prohibitions or restrictions * * * 
relating to the control of traffic in arms. ammunition or implements of war and other 
exceptional circumstances * * * or relating to the neutrality or the public security.” 

The most recent trade agreement negotiated with respect to oil was that between this 
country and Venezuela dated August 28, 1952, still operative. It contains similar lan- 
guage making an exception for imports “relating to public security or imposed for protec- 
tion of the country’s essential interest in time of wars or other national emergency.” 

In other words, the argument that imports restriction would violate agreements is 
rendered invalid when those restrictions are based on national defense, as would be the 
case were the authority of the defense amendment used to restrict petroleum imports. 

%* The alternative to some modification in the limitations by which tariff can be in- 
creased in injury cases is to launch a new policy for the United States of imposing quota 
limitations. So far quotas have been applied formally on only agricultural goods for which 
there are price support programs in operation. It is widely agreed that a competitive 
tariff is much more consistent with free competitive enterprise and United States tradition. 
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Assuming the current program is sufficient, it seems to us necessary that Con- 
gress confirm it in a more positive manner in order to insure its continued oper- 
ation. Otherwise, in our judgment, the hand of the administrator will have 
been materially weakened, which would constitute an open invitation for im- 
porting companies to thwart its effective operation. 

In the event the present program is to be continued, we recommend that the 
security amendment under which it is being carried be amended to spell out 
directly how the program shall operate. We believe the role of imports should 
be prescribed in some definite overall relationship with either domestic produc- 
tion or consumption to insure that imports shall grow entirely within their 
prescribed percentage relationship. 

Instead of authorizing the executive department to (1) decide whether imports 
are excessive, (2) decide whether to limit them if they are, and (3) decide 
what form the limitations shall take, we believe the Congress should affirm the 
finding that imports are excessive and prescribe the means by which they should 
be restricted. If it seems advisable, provision could be made for deviation from 
the prescribed yardstick upon the finding by the executive department that the 
national security requires exception to the limitation. 

In other words, imports would be limited under the program to prescribed 
ratios except in the event of an executive department finding that the national 
security required some deviation from that ratio. 

With respect to the Tariff Commission procedure, similar provision should be 
made. The Tariff Commission should determine injury to a domestic industry 
on the basis of clear-cut criteria set forth by the Congress. A finding of injury 
should result in the imposition of equalization or competitive tariffs, with per- 
haps limited use of quotas in some cases, except where deviation is found neces- 
sary by either House of the Congress or by an executive department finding that 
the imports restraint would jeopardize the national security. 


IV. TARIFF AND THE MOST-FAVORED-NATION PRINCIPLE 


Unless Congress moves in an attempt to demolish some wholly contrived 
obstacles to the use of the competitive tariff, the United States may soon find 
itself hurtling headlong down the far less desirable road toward import quotas. 

So far this Nation has succeeded in avoiding the use of harsh quotas, except 
for agricultural goods under the price support program and the use of voluntary 
quotas which are not yet a part of our system. As the indisputable need for 
some protection arises, however, we may unavoidably embrace the quota ap- 
proach if action is not soon forthcoming to remove these unrealistic objections 
to the most desirable of all forms of reasonable protection: the competitive tariff. 

Tariffs are being supplanted by quotas principally for two reasons: 

(1) The Trade Agreements Act contains an arbitrary prohibition against any 
increase in tariffs in excess of 50 percent of rates existing in 1955 when the act 
was last extended. 

As heretofore stated, this provision is due modification, a fact recognized by 
administration officials in proposing the 1958 extension of the act. If modifica- 
tion is forthcoming in a manner that will allow a 50-percent increase above either 
the ad valorem or dollar rate existing in 1934, then this obstacle will cease to 
exist. 

(2) It has been asserted that a uniform tariff would bar imports, under our 
unconditional most-favored-nation principle, from some of the most desirable 
sources defensewise, tending to give an advantage to import sources with low- 
cost production.” 

Thus the oil industry, for example, has been denied protection from excessive 
imports (1) by quotas because of their inconsistency with free competitive enter- 
prise, and (2) by tariffs because of their supposed conflict with principles of non- 
discrimination. 


% Herbert Hoover, Jr., former Under Secretary of State and currently an adminis- 
tration spokesman on the oil-imports matter, told an independent producer association 
in October 1957 that the tariff was rejected primarily because of our most-favored-nation 
clauses in treaties “going all the way back to George Washington’s time,” adding: 

“To try to devise a sliding-scale tariff based upon the cost of production in each of 
the countries of origin would have involved the abrogation or repeal of our treaties 
with virtually every friendly country in the Western World.” 

A year before, on June 1, 1956, Mr. Hoover summarized the administration’s dilemma, 


pointing out that quotas were undesirable because they “‘would inevitably lead to Gov- 
ernment price fixing and ultimately to further controls and regimentation” and tariffs 
were discouraged, he said, because ‘a uniform high tariff would bar our relatively high 
cost producing neighbors in the Western Hemisphere, and varying tariffs to different 


countries would violate our historic policy of nondiscrimination.” 
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Even if it were not true that specific provisions were made in our trade agree- 
ments for import restrictions when national defense is involved, and the Con- 
gress has made it clear in all delegations of foreign trade authority that defense 
considerations must remain paramount,” our policy of nondiscrimination in trade 
relations would hardly justify abandonment of the tariff. 

In the first place, any trade policy which conflicts with the protection of 
defense-vital industries such as petroleum must of necessity give way. There 
are no trade objectives more important, either to this Nation or to its allies. 

However, means exist for limiting imports by the tariff without violating the 
most-favored-nation principle. Moreover, opposition to the tariff on grounds of 
violating this principle apply equally, if not more so, to the use of quotas.” 

Quotas on occasion and under certain circumstances may be made to appear 
less discriminatory, but if the objective is to discourage imports more from 
unreliable sources than from relatively reliable ones, then it matters not which 
policy is used so far as the discriminatory aspect is concerned. 

The most-favored-nation concept is grossly exaggerated as an obstacle to 
tariff protection. Besides the fact that our individual trade agreements were 
required by Congress to contain exceptions where defense is involved, even the 
General Agreements on Tariff and Trade (GATT) provide exception to the 
favored-nation concept as necessary.” 

The Tariff Act of 1930, which remains our basic tariff law, contains a 
section * which provided for the establishment of equalization tariffs following 
a Tariff Commission investigation of “the differences in the cost of production 
of any domestic article and of any like or similar foreign article.” Deviation 
from this principle, contrary to representation, is of fairly recent origin and 
is not a fundamental part of our foreign trade policy “going all the way back 
to George Washington’s time.” Furthermore, the United States stands virtually 


alone in even attempting the practice of unconditional most-favored-nation 
policies.” 


2% Howard S. Piquet, op. cit., pointed out that in 1947, “the President issued an Execu- 
tive order stipulating that an escape clause would henceforth be included in every new 
trade agreement. e purpose of this action was to permit the United States in con- 
tracts with foreign countries to abrogate parts of any trade agreement which threaten 
injury to producers in either country.” 

The Trade Agreements Extension Act of 1951, for the first time, made the escape clause 
a matter of legislative directive. The act required an escape clause in every new trade 
agreement, and directed the President to negotiate for the inclusion of such a clause 
in early agreements “as soon as practicable.” 

27For example, on July 29, 1957, a Venezuelan official complained publicly that the 
current voluntary imports control program discriminates against imports from his country. 
Francisco Lopez Herrera, Director General of Venezuelan Ministry of Foreign Affairs, said 
he “is very much puzzled by the United States departure from its declared policy of restrict- 
ing crude mony to the east coast, where most of the Venezuelan oil goes, and leaving 
unrestricted imports into the west coast.” 

Countries having balance-of-payments difficulties, or engaging in economic develop- 
ment, or maintaining price supports for home commodities, or equalizing taxes between 
domestie and foreign-produced goods, or participating in local customs unions are granted 
exceptions as necessary, including the practice of discrimination. Examples: 

Art. XXIV of GATT exempts from the most-favored-nation principle the trade between 
countries forming a customs union or having a free-trade area or entering into an interim 
agreement preparatory to forming such union or area. Through this escape hatch EBuro- 
pean countries are allowed to ignore the most-favored-nation principle. The United States 
could do the same thing with respect to her Western Hemisphere neighbors under our 
hemispheric solidarity program, now being revived. 

Art. XVITI of GATT, as it was amended at Geneva in 1948, permits countries to main- 
tain for purposes of economic development or reconstruction almost any discriminatory 
arrangement necessary, including the development of particular industries or branches 
of agriculture. 

Par. 1 (g) of art. XIV of GATT sets up procedures for practicing discrimination, requir- 
ing that reports be made and consultations had when such discrimination takes place. 

Art. XIV provides for the discriminatory application of balance-of-payment import 
restrictions. Almost all countries except the United States have balance-of-payment 
troubles and consequently they are allowed to exercise discrimination as they deem 
necessary. 

Art. ITI of the general agreement permits imported products to be subjected to internal 
taxes or other charges of any kind so long as they do not exceed those levied directly or 
indirectly on like domestic products. The amendment also provides for conversion of 
existing taxes applicable to imports into tariff duties in order to compensate for the 
elimination of the protective element of the domestic tax. 

In other words, the most-favored-nation treatment prescribed under art. I of the gen- 
eral agreement has long since been rendered meaningless by being riddled with exceptions. 
Certainly an exception which is deemed necessary for the security of America is justified 
in any agreement we might have, whether under GATT or negotiated independently. 

*® Title 19, sec. 1336, Equalization of Costs of Production, which section has been 
rendered inoperative by the Trade Agreements Act. 

% Our discrimination against the Soviet bloc is itself a deviation from the most-favored- 
nation treatment for national-security reasons. The oe is well established, and 


mein to decide on what discriminations are justified for security reasons must remain 
nviolate. 


omer 





a 


FOREIGN TRADE POLICY 475 


The current practice of rejecting the tariff approach on grounds that it would 
discriminate amounts to little more than an unfortunate experiment. It is an 
outgrowth of attempts to interpret the term “reciprocal” in order to maximize 
tariff concessions as generally as possible. Many vigorous advocates of freer 
trade today challenge this concept of the unconditional most-favored-nation 
principle, pointing out that it tends to defeat rather than preserve the principle 
of reciprocity.” 

Almost any solution to the problem of excessive imports can be attacked as a 
violation of the most-favored-nation principle. The current voluntary oil pro- 
gram through which quotas are assigned individual companies and exemptions 
given for certain kinds of imports into certain areas doubtless was selected 
largely in the hope of avoiding such objections. Nevertheless these objections, 
still unofficial, have been raised, and no one has questioned their validity. 

Just as Venezuelan officials can charge violation because of exempt areas, 
other nations can charge violation by exempting al! products of oil except 
gasoline. Likewise, companies are given a basis for charging discrimination 
when individual quotas are assigned on some arbitrary basis. 

It becomes the more obvious, therefore, that discriminations are not all at 
issue. The problem is to effect certain limitations on imports in order to avoid 
undue dependence for a vital munition of war upon areas which are considered 
unreliable. Some degree of discrimination is not only unavoidable but actually 
desirable. 

Vv. THE TARIFF AND INTERNATIONAL RECIPROCITY 


Opposition to a tariff on grounds that such actions lead to retaliation by 
affected countries” is rendered invalid by an examination of trade policies of 
those countries with which we do business. 

Data supplied this subcommittee by the United States Department of Com- 
merce describe in some detail foreign-country controls affecting imports from 
the United States and comment on the extent to which these controls limit our 
exports. 

Without notable exceptions, the countries with which we do business allow 
imports only as necessary to supplement their domestic production.™ Gen- 
erally speaking, they not only utilize tariffs almost without regard to any fa- 
vored-nation concept, but more often resort to such harsh instruments of con- 
trol as licensing requirements, import quotas, and various forms of exchange 
and convertibility. Examples, which are not untypical follow: 


*1 Even Life magazine in its special free-trade issue of January 4, 1954, suggested the 
desirability of practicing some discrimination in our tariffs as a means of rewarding those 
conutries which keep faith with our agreements: 

“This is our unrealistic use of an excellent principle, that of the most-favored nation. 
Each tariff concession we make to any nation is immediately generalized to about 30 
nations, many of whom do not deserve it and could not qualify for the kind of bargain 
here described. 

“If we are to put an end to discrimination, we must ourselves discriminate in favor 
of those who are willing to end it. This suggests a double- or multiple-column United 
States tariff, the most generous column being reserved for likeminded nations whose 
citizens would trade freely with us and with each other and among whom the most-favored- 
nation clause would gain mea ning. They would be the expanding nucleus of a convertible, 
iow-quota, low-tariff free world.’ 

Parenthetically, it can be said that discrimination in favor of Canadian and Venezuelan 
oil imports and against Middle East sources can be justified fully on grounds of reciprocity. 
The Independent Petroleum Association of America prepared data showing that if true 
trade reciprocity were practiced preferential treatment to Western Hemispheric sources 
and discrimination against the Middle East would be fully justified. 

®@ Capt. Matthew V. Carson, Jr., administrator of the current voluntary oil imports 
program, told an independent producer group that “‘the imposition of high tariffs on crude 
oil would undoubtedly lead to retaliation by affected countries, resulting in countertariffs 
on American goods imported into those countries.” 

%8 The statements cover countries which take some 85 percent of United States exports. 
Compendium of Papers on United States Foreign Policy, Subcommittee on Foreign Trade 
Policy of the Committee on Ways and Means. 

* The U. 8. Tariff Commission ninth report on operation of the trade agreements pro- 
gram listed 27 countries which were “employing discriminatory import restrictions.” 

A number of GATT-member nations are currently negotiating with the United States to 
withdraw or modify a large group of their concessions affecting United States imports, 
effective January 1, 1958. This action is presumably taken pursuant to the amended 

rocedures now effective under the revised GATT art. XXVIII. The GATT countries 
nclude Canada, Finland, Greece, and the Union of South Africa. 

% Although Japan is now a member of GATT, she has been denied most-favored-nation 
treatment by 14 GATT-member countries, including the United Kingdom, Australia, New 
Zealand, France, and the Benelux nations. The New York Journal of Commerce reported 
November 22, 1957, from the GATT headquarters in Geneva that a United Kingdom 
spokesman had declared that “it is out of the question currently for Britain to grant 
Japan most-favored-nation treatment.” 
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Venezuela—‘Venezuelan commercial policy has followed a general trend 
toward providing maximum encouragement to domestic agriculture and indus- 
try,” says the Commerce Department report. “In addition to import duties, 
other types of trade control are imposed, such as licensing requirements, import 
quotas, regulations requiring the purchase of specified amounts of local products 
for each unit imported, import prohibitions, and quarantine laws. State trading 
is also employed in products whose price is supported in the domestic market.” 

Venezuela, which is not a member of GATT, can hardly be called adherent to 
the fundamental concepts of free trade in that she deliberately protects home 
industries in an effort to diversify her economy without regard to the free-trade 
principle of specialization. 

It is with Venezuela that the United States has the current trade agreement 
affecting oil.” “The latest agreement covered 60 percent of United States exports 
to Venezuela by value of 1950 and 90 percent of United States imports * * *. 
Because of demand for protection of local industry, Venezuela in 1952 did not 
find it possible to continue concessions on many items whose local production 
had increased. Others were kept in the agreement but at import rates caleu- 
lated to permit development of local production,” said the Commerce Department. 

In other words, the trade agreement was given meaning only in a limited 
sense by Venezuela, and certainly not to the extent of practicing nondiscrimi- 
nation. For example, can anyone conceive of the Government of Venezuela 
allowing oil imports from the Middle East merely because they can undersell 
Venezuelan-produced oil? 

Canada—Canadian imports are limited by quotas, permits, antidumping pro- 
visions, and other specialized means.” 

For example, the Canadian automobile industry is protected by quotas. By 
a permit procedure it is directed that natural-gas imports into Canada “will be 
curtailed, beginning in 1958, when Alberta gas becomes available to Toronto 
and Montreal,” says the Commerce Department paper. The antidumping pro- 
vision is operative “on the grounds of abnormally low prices which injure 
Canadian producers” and “importers are inhibited from purchasing goods offered 
below the set figure.” 

Indicative that Canada does not try to keep in force any longstanding import 
policy is the fact that restrictions are suddenly imposed on “any manufactured 
goods on which the market price has declined, as a result of the advance of the 
season or the marketing, to levels which do not reflect the ‘normal’ price.” 

Also there are requirements having a protectionist effect that goods be im- 
ported under certain conditions, tending to discriminate against United States 
goods—“Federal specifications over and above quality and sanitary standards.” 
Likewise, Canada allows its provinces to impose regulations for quality stand- 
ards “which entail the payment of substantial fees and the opening of manu- 
facturing processes to inspection.” 

Mewxico—Mexican import controls are utilized “increasingly as a protective 
device,” says the Commerce Department. They consist largely of import permits, 
with some quantitative import quotas. 

“About one-half of Mexico’s imports, by value, are subject to prior import 
licensing by the Mexican Ministry of Economy. The permit system and the 
import tariff are extremely flexible in administration in order to provide maxi- 
mum contro] and protection as necessary,” says the Department of Commerce, 

In other words, Mexico, which is not a member of GATT, “has complete free- 
dom of action to modify import duties and controls at will.” 

United Kingdom.—The United Kingdom controls imports largely through its 
import licensing authorities, on the basis of what they decide is “the most essen- 
tial needs of the British economy.” They practice open discrimination against 
United States goods * and follow a system that allows them to change the rules 
whenever deemed necessary. 


>The extremes to which trade agreements can be used to prevent relief to domestic 
enterprise is illustrated by the position taken December 17 by the Gulf Oil Corp. Gulf 
sought to have an Oklahoma conservation order declared unconstitutional because it inter- 
fered with the Venezuelan trade agreement. ‘The order required Gulf either to take full 
allowables set by the State commission or show cause why it should not do so. 

37 According to the U. S. Tariff Commission report on operations of the trade-agree- 
ments program, 1954-55, “the Canadian tariff provides different and higher rates of duties 
for certain products of ‘a class or kind made in Canada.’” Any imported goods which 
is of a class or kind made in Canada are entitled automatically to a higher duty—some- 
times triple the normal duty. 

% For example, during the oil shortage following closing of the Suez Canal last year, 
Britain arbitrarily raised the duty on gasoline imports 14 cents a gallon. This had the 
effect of discriminating against United States gasoline in favor of crudes. 
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; “Under the import licensing policies adopted to carry out this objective, 
licenses have generally been used for the import from the United States or other 
dollar countries of only those goods which the British Board of Trade considers 
to be essential to the United Kingdom’s economy, and for which a suitable sub- 
stitute is not alternatively available from domestic or other nondollar sources 
of supply. Since each case is considered on its own merits, there are some 
exceptions made to the general rule * * *.” Under this licensing program im- 
ports from the United States have been largely restricted to raw materials, basic 
food and feedstuffs, and industrial equipment and other capital goods. 

France.—‘Since the end of World War II, controls over imports from the 
dollar area and other foreign-currency areas have been a feature of French 
commercial policy,’ says the Commerce Department. Licenses are required 
for all dollar imports, and the French authorities likewise can change rules 
almost momentarily : 

“The flexible import-control system gives the French administrative authori- 
ties wide discretionary powers in granting or rejecting import license applica- 
tions. A flexible system can result in licenses being denied for reasons that 
are protectionist, rather than based on balance-of-payments considerations, and, 
in some instances, protectionist considerations undoubtedly play a part in 
French licensing decisions.” 

Federal Republic of Germany.—The basic regulations governing the importa- 
tion of goods into the Federal Republic against payment specify that an import 
transaction may be carried out only if it falls within the scope of an officially 
declared import possibility and if a license is issued,” says the Commerce 
Department. 

This licensing system is indefinite and subject to constant change. There 
has recently been some liberalization in the program, represented by the fact 
that “all industrial raw materials and most manufactured products were covered 
by general license, constituting liberalization for imports of these categories. 
An individual license is required for any import transaction not covered by a 
general license.” 

Germany maintains an extremely high tariff on oil imports to protect her 
high-cost domestic oil-producing industry. About 30 percent of German oil 
requirements are supplied by the home oil industry. 

Argentina.—Argentina utilizes foreign exchange control to limit imports as 
its officials desire. 

“Quite a number of commodities within the three lists are limited as to the 
country or countries of origin, this limitation sometimes being determined by 
special trade agreement considerations, and at other times being determined to 
limit types of exchange to be used for their importation. This is de facto 
limiting on the importation of many kinds of commodities of United States 
origin.” 

Italy.—All imports into Italy from the dollar area require a validated import 
license. * * * 

“Import licenses are approved or rejected for these nonliberalized items accord- 
ing to various criteria, including specified quotas, availability of the product 
within the domestic economy, essentially, price, terms of bilateral trade agree- 
ments between Italy and other countries, and other considerations concerned 
with the national economy.” 

Spain.—‘Imports into Spain of all goods from all countries are subject to 
license and exchange controls by the Ministry of Commerce.” 

Specific regulations are not even published and “each application for an im- 
ports license is usually considered on an individual basis in accordance with the 
appraisal of the Ministry of Commerce of the most urgent needs of the Spanish 
economy and other criteria, such as the availability of similar products of 
domestic manufacture, price or terms available from other countries, and trade- 
agreement commitments.” 

Yugoslavia.—While Yugoslavia ostensibly abolished its import-licensing system 
in 1954, it maintains rigid import controls. “Since Yugoslav commercial enter- 
prises are registered by the state, and since the National Bank of Yugoslavia is 
the sole seller of foreign exchange,” her purchases from the United States “have 
been limited to capital goods and machinery necessary for Yugoslavia’s indus- 
trialization program.” 

Union of South Africa.—The import-control system applies to all imports 
from whatever source, “although different rules govern imports from dollar 
and nondollar sources.” All are subject to licensing and special listings, which 
are revised from time to time. 
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Australia.—Importers into Australia are required to obtain import licenses 
in advance of shipment, and applications for licenses are considered adminis- 
tratively on the merits of each case. Under this procedure, licenses are gen- 
erally approved only for highly essential goods which are not available from 
domestic production or from nondollar sources. 

Only a few countries allow in United States goods relatively unrestricted, 
including Sweden, Switzerland, Belgium-Luxembourg, Peru, Cuba, Philippines, 
and these have import-control systems on a standby basis. Generally speaking, 
these countries are the exceptions in that they do not openly discriminate against 
United States goods, and attempt to practice freer trade policies. 


VI. THE TARIFF AND FREE-TRADE AREAS OR COMMON MARKETS 


The excessive importation of a commodity such as petroleum can be limited 
through the use of tariffs in numerous ways, which are entirely consistent with 
the most liberal trade policies. 

Assuming that the Congress makes provision in the Trade Agreements Exten- 
sion Act for the imposition of a tariff which is sufficiently high to remove the 
competitive advantage of imported petroleum from any source, the administra- 
tion would not be without means for assuring that the tariff did not have the 
effect of favoring low-cost sources such as the Middle East. 

For example, there could be negotiated an agreement with source countries 
in the Western Hemisphere an arrangement similar to the pending European 
free-trade area which would provide for reduction of regional tariff barriers 
on a limited basis. This type of arrangement has been declared entirely con- 
sistent with our worldwide free-trade objectives, and is approved in the GATT 
charter.” 

This, of course, is by no means the only method of limiting oil imports by 
the tariff without violating the most favored nation principle and other free- 
trade objectives,” including special waivers provided for in GATT and used in 
numerous other cases. 

The United States subscribes fully and enthusiastically to the formation of 
common-market or free-trade areas on a local basis. 

Much of the financing which has made progress possible in the European 
common market came from the United States, and the principle was endorsed 
in the first assistance act by the Congress. The Congress subsequently has 
confirmed the executive branch's support of European integration. The Mutual 
Security Act reaffirms economic unification “as a means of building strength, 
establishing security, and preserving peace.” President Eisenhower, on October 
29, 1956, stated that “nothing has been more heartening than the recent an- 
nouncement of two proposals (for a common market and a free-trade area) 
that would further the economic integration of Europe.” 

Due to be set in motion early in 1958 is the European Economic Community. 
Although its aim is gradually to abolish the tariffs and other trade barriers 
among its member nations, it deliberately rings its own vital industry (includ- 
ing oil production) with protective devices. Thus, they defy the economic 
pressures that ordinarily prevent development of high-cost industries, such as 


%® Article XXIV of GATT exempts from the most-favored-nation principle trade between 
countries forming a customs union or having a free-trade area or entering into an interim 
agreement Loe cog 7 A to forming such union or area. 

* For example, different tariff rates could be made to apply to petroleum imports on 
the basis of types and grades. This differentiation occurs presently in the import duty 
in that certain products, notably gasoline, are subjected to tariff rates much higher than 
the 10%-cent maximum applicable to most crude imports. In this way, residual oil, 
which comes from Western Hemispheric sources, could be virtually exempt or subjected to 
only nominal increases, whereas crudes of the type which come from low-cost Middle East 
sources could be subjected to tariffs adequate to remove their competitive advantage. 

A second approach that has been suggested is some form of the graduated or sliding- 
seale tariff, similar to that provided in the 1939 trade agreement with Venezuela and in 
some respects similar to the administration's proposal for lead and zinc at the last session 
of Congress. For example, historical percentages from source countries could be allowed 
entry at no increase in the duty, but any increase in the percentage of supply coming from 
any source country would be subjected to a tariff ranging high enough to remove competi- 
tive advantage. Thus, imports from all sources would continue to grow in relation to 
the growth of the United States market, but only in their historical percentage, which 
would prevent Middle Hast oil from growing out of proportion to more reliable Western 
Hemispheric sources. 

Other suggestions include having the tariff level based on distance hauled and provid- 
ing exemption from any increased tariff for oil imported through pipelines, such as that 
coming from Canada. Inasmuch as Canadian oil enjoys little or no cost advantage, and 
Venezuelan oil enjoys less cost advantage than Middle East oil, the tendency would be to 
remove competitive advantage. 
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petroleum, where vastly cheaper Middle East oil is at least temporarily 
available.“* These are the same pressures that could wreck not only the oil in- 
dustry of the United States but the Western Hemisphere, if given free play. 

Here, then, is one means for the United States to continue (1) to encourage 
free-trade principles, (2) to pursue the national-defense objective of preserving 
healthy domestic and Western Hemispheric oil industries, and (2) to seek a 
policy which secures the second objective without hurting the oil industries of 
our near-neighbor countries. 

Under such a Pan American customs union or modified free-trade area, re- 
sSembling the British proposal for the broader OEEKC free-trade arrangement, 
imports from such outside sources as the Middle East could be subjected to a 
tariff sufficiently high to discourage an excessive inflow, while reasonable im- 
ports from Western Hemispheric sources could be admitted on an entirely dif- 
ferent tariff basis. 

It is significant that, even under GATT, there are such provisions for free 
trade’s own wise self-limitation. The nations which are participating in these 
various forms of common-market or free-trade arrangements are demonstrating 
a frank desire for liberalized trade, primarily among themselves, but not at 
the sacrifice of such home enterprises as the German oil-producing industry. 

A policy which attempts to satisfy free-trade goals equally with countries 
as diverse as those of both hemispheres and all latitudes, cultures, and 
economies is recognized to be less than realistic.” 

A free-trade area arrangement, unlike a common market, can be limited to 
almost any freer trade objective sought.” 

If the United Kingdom proposal is adopted for the European free-trade area, 
it would deal primarily with gradual lowering of regional trade barriers in a 
very harrow sense, and would be concerned with broader economic and social 
issues only as they affect the removal of tariffs and quotas. 

GATT recognizes rights of a group of countries to form various types of 
regional trading arrangements,“ any one of which could provide the necessary 
exception to the unconditional favored-nation principle. It would not be neces- 
sary to form a comprehensive customs union or even a free-trade area in a for- 
mal sense, since there are provisions in articles XXIV and XXV for exceptions 
of almost any character on which there is agreement among the contracting 
nations.“ As to the contention that preferential treatment, or higher tariffs 





‘1For example, West Germany, which produces about one-third of its oil requirements, 
has a duty on crude imports of 129 deutschemarks per metric ton, or roughly $4.40 per 
barrel (subject to some rebates). Under the common-market arrangement through which 
West Germany would be committed, this high, protective tariff could be continued for 
outside sources while undergoing gradual reductions for countries participating in the 
localized arrangements, which pose no threat to German or French oil production. 

#2 Even the Middle East nations are giving consideration to formation of a free-trade 
area or common market, and proposals to that effect were supported by Arab businessmen 
in a recent Cairo conference. Likewise, discussions have been initiated on formation of a 
South American common market, on formation of a Central American common market, 
and on a Near East common market. Such arrangement already exists, in a limited sense, 
within the sterling bloc under the leadership of Great Britain, and, of course, the Com- 
munist bloc maintains its own common market. 

‘8 United States Department of State, in a paper presented to the Subcommittee on 
Foreign Trade Policy, published in the compendium, said: “Under a free-trade-area ar- 
rangement, member countries would remove barriers to trade among themselves, but would 
retain individual tariff regimes vis-a-vis outside countries. In this respect, a free-trade 
area differs from a customs union, which is a more closely integrated type of arrange- 
ment typified by the Benelux and by the projected European common market, whereby 
member states apply a common tariff against outsiders.” 

“For example, Nicaragua-El Salvador free-trade area, approved in 1951, simply provides 
a waiver from the most-favored-nation obligation which enabled these two countries “to 
accord reciprocal duty-free treatment to certain listed products,” according to the United 
States Tariff Commission report on operation of the trade-agreement program. In other 
words, a waiver was given to two countries to establish different tariff rates among 
themselves than for outside areas. 

Under a 1956 GATT waiver Brazil was given permission to bring into force new and 
higher tariff schedules subiect to subsequent negotiations with affected GATT members. 
On August 4, 1957, a new Brazilian tariff system was established substantially increasing 
tariffs on a wide range of United States imports on which Brazil had granted concessions 
to this country under GATT. 

“In a strict customs union or free-trade area, agreeing nations are supposed to impose 
no higher restrictive measures than were applicable prior to the formation of such union 
or area or the adoption of an interim agreement leading to its formation. However, subsec. 
(d) of art. XXIV says that the contracting parties may by a two-thirds majority approve 
proposals which do not comply with such requirements. Also art. XXV 5 (a) of the general 
agreement contains a general waiver clause whereby contracting pasties may waive any 
obligation imposed by the agreement, “provided that any such decision shall be approved 
wy a two-thirds majority of the votes cast and that such majority shall comprise more 
than half of the contracting parties.” 
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for imports from some sources than others, would violate the most-favored- 
nation principle (art. I of GATT), it should be recalled that numerous waivers 
have been granted for what are certainly no more important reasons than a find- 
ing that the United States security requires an oil imports limitation.“ 

Thus, if the United States wants to seek exception to the favored-nation prin- 
ciple for accomplishing its oil-security objective, the procedure of requesting a 
waiver is already well established. 

An unspoken purpose of any local trading arrangement, whereby certain 
countries agree to concessions not applicable to others, is to protect home enter- 
prise from imports which have economic advantage. This is in a sense but 
another means of recognizing the inevitability of some type of restrictions or 
equalization barriers. Certainly it is generally recognized that the United 
States will feel a severe pinch in its attempts to avail itself of markets in the 
six-nation European common market.” 

Thus it should be clear that the United States is a party to no agreement, in- 
cluding GATT, which in fact prohibits the use of a competitive tariff to preserve 
a vital home industry such as petroleum against destruction by goods produced 
in areas, such as the Middle East, at great economic advantage. Moreover, the 
national security being paramount, and the economic and military strength of 
the United States being vital to the free world, there can be no valid agreement 
which would prevent restraint on the importation of those goods which have 
been officially deemed to jeopardize the national security. 


VII. SUMMARY OF RECOMMENDATIONS 


In general we are opposed to congressional approval of any instrument of inter- 
national policy, including the Organization for Trade Cooperation (OTC), which 
tends to prevent regular congressional review of tariffs affecting a defense-vital 
domestic industry such as petroleum production. 

We believe that the Trade Agreements Act should be extended in 1958 only if 
certain safeguards to vital home enterprises are clarified and the congressional 
intent more directly defined. 

Specifically, we recommend that the security amendment under section 7 be 
revised to set forth a clear and definite yardstick, similar to that provided the 
Tariff Commission, for determining what constitutes imports injury threatening 
to impair the national security or specific defense-vital industries. 

Additionally, we believe this amendment should provide for the immediate im- 
position of tariff limitations when imports reach the maximum level consistent 
with the national security as set forth in the yardstick for specific defense-vital 
industries. Exceptions should be provided for only on a specific finding by the 
President or either House of Congress that the national security requires that the 
tariff limitation not be imposed or be modified. 

Likewise, we believe that a Tariff Commission finding of injury to a vital 
domestic industry should result in the automatic imposition of competitive tariffs, 
except where the President or either House of Congress makes a specfic finding 
that the national security requires that the tariff limitation not be imposed or 
be modified. 


46 Raymond F. Mikesell, professor of economics, University of Oregon, in a paper pub- 
lished by the subcommittee in the compendium, says: 

“The contracting parties have granted a waiver for the establishment of tariff preferences 
contrary to art. I (provision on most-favored-nation treatment) in a number of cases 
not involving a free-trade area. ‘These cases include (1) a waiver for the establishment 
of the European Coal and Steel Community, (2) special customs treatment for Italian 
imports from Libya, (3) special customs treatment for Australian imports from Papua- 
New Guinea, and (4) a waiver to permit the United Kingdom to assist industrial develop- 
ment in its dependent overseas territories.” 

“7 The United States Department of State, in a paper published in the compendium by 
the subcommittee, said: 

“It is clear that the welding of the six Buropean countries into a common market will 
have profound worldwide repercussions. A new economic unit, composed of 162 million 
people, producing in 1956 gocds and services equal to about 32 percent of the gross national 
product of the United States and accounting in 1956 for 22 percent of free world trade, 
will obviously be an important factor in the world political and economic situation. 

“For the United States, some measure of the importance of the Common Market can be 
seen from the fact that in 1956 United States exports to the Common Market area 
amounted to $2.9 billion, or 17 percent of total United States exports. For example, 
exports from the United States to the 6 Common Market countries accounted for 34 
percent of total exports of animal and vegetable oils in the first half of 1926 and 25 percent 
of metal-working machinery exports. * * * 

“Since trade barriers against the countries outside the area are maintained, the result 
is to give some immediate advantage to producers within the area with respect to their 
sales in the area. Competing producers outside the area will have to overcome this 
advantage to maintain their markets in the customs-union area.” 
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We recommend that the present limitations on tariff adjustment be removed 
or modified in order to assure access to either the tariff or quotas necessary to 
achieve the limitation objective. Unless this change is made, the United States 
will necessarily resort to widespread use of quotas when equalization or competi- 
tive tariffs would otherwise accomplish the intended objective in a manner far 
more consistent with GATT policies and United States foreign trade traditions.” 

We recommend additional reconsideration of both our Anti-Dumping Act of 
1921 and our countervailing duty provision “ with a view to defining specifically 
whether it is congressional intent that direct and indirect benefits to foreign oil 
production by American companies constitute a condition warranting the appli- 
cation of antisubsidy duties. 

We recommend that the Congress, in providing for the competitive tariff 
limitation under section 7 as suggested above, give approval to such executive 
department action as may be necessary to avoid conflict with any existing trade 
agreement or the most-favored-nation principle. Specifically, such procedures 
might include (a) immediate negotiation with oil-source countries in the Western 
Hemisphere of a limited “free trade” arrangement, or modified arrangement, 
which would allow for the establishment of a different oil-tariff duty among 
themselves than would apply to source countries outside the arrangement, or 
(b) seeking of a waiver for the establishment of tariff preferences under article I 
of GATT (the most-favored-nation treatment). 

We recommend that the Congress, in setting forth the criteria for determining 
threatened injury to defense-vital home industries under the security amendment, 
reiterate the conclusion of the Senate Finance Committee in approving the Trade 
Agreements Extension Act of 1955 that imports of crudes and residual oils should 
not exceed the proportions that these imports of oil bore to the preduction of 
domestic crude in 1954, or a 16.6 percent relationship. 

In the interest of maximizing exchange of goods among nations, we recom- 
mend that the Congress give every reasonable assistance to the expansion of 
exports markets for United States goods. Instead of providing funds for sub- 
sidies to industries and workers that would be displaced by a policy of unlimited 
imports,” we suggest that any such available funds be used rather to assist 
in making United States goods available in foreign areas where they are desired 
and will not injure our relations with recipient countries. 

We share the foreign policy objective of purchasing all export goods of our 
allies which can be absorbed in the domestic economy without damage to the 
prosperity and defense of America, which in turn is fundamental to the pros- 
perity and defense of the free world. Extension of the act providing authority 
for foreign trade negotiations may be necessary to the preservation of con- 
sistency in our foreign policy, and there are doubtless many United States 
industries which have not contributed their full share to maximum free trade.” 
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*8 Recognizing the need for such change, the administration has proposed that the 50 
percent increase authorization be amended to apply either to the current duty or to the 
duty existing in July 1934. Further provision is necessary, however, for the use of either 
the dollar duty or its ad valorem equivalent. Only by the use of ad valorem equivalent 
for the duty on petroleum in 1934 can the 50 percent increase limitation become meaningful 
in accomplishing the intended oil-import limitation objective. 

4 See. 303 of our 1930 tariff law provides authority for the Secretary of Treasury to 
impose duties on imported goods equal to bounties or subsidies enjoyed by American oil 
companies in their foreign operations: (@) Various tanker subsidies, (b) foreign tax 
differentials, (¢c) foreign tax credits, (d@) diplomatic aid, and (e) indirect benefits from 
foreign-aid grants. 

5% David McDonald, president of the United Steel Workers Union and a member of the 
Randall Commission, is among those who have authored proposals for an adjustment assist- 
ance program under which domestic producers and workers would be encouraged to adjust 
to increased imports. Under these programs, varying widely and recommending vastly 
differing degrees of governmental responsibility for the imports-displaced industries and 
workers, the Federal Government would provide subsidies for rehabilitation. All such 
proposals conflict with free enterprise and are dangerous to United States prosperity and 
freedom in the extreme. 

S| Howard 8S. Piquet, senior specialist in international economics, Legislative Reference 
Service, Library of Congress, says there are 418 items “upon which duties have not been 
reduced, they being mostly products with which imports are competitive and on which 
tariff reductions would be vigorously contested.” He adds that the duties on over 200 
items share rates of 50 percent or more ad valorem. Several have ad valorem duties well 
in excess of 100 percent of value. 

Proposals have been made by freer trade advocates for the consideration of imports 
limitations after imports amounted to a stated percentage (5 or 10) of domestic production. 

Domestic oil producers by any yardstick have contributed far more than their share to 
maximum international trade. In 1956 oil provided 1,269 million or 10.2 percent of total 
imports. In 1934 these imports were 36 million or 2.2 percent of the Nation’s import 
trade. In only a decade the United States has come from a net oil exporter to a net 
importer to the extent that imports constitute over a 20 percent relationship to domestic 
output. 





SRA ET NES FE 








Raa 


482 FOREIGN TRADE POLICY 


While foreign policy and foreign economic policy must be related, our foreign 
policy objectives must not in every case be allowed to supersede certain foreign 
trade policies, and in no case should any objective override national security 
considerations. Without a congressional check on executive departments con- 
ducting our foreign policy, it could only be a matter of time until every local, 
State, and national activity would require international clearance. 

When, as in the case of petroleum, a virile and expanding domestic industry 
is essential not only to the prosperity but to the security of America and the 
free world, there is no worthy purpose to be served in delaying the imposition 
of a competitive tariff to remove the economic advantage of imports on the 
United States market. This can only lead to ultimate basing of domestic 
crude prices not on costs of development in the United States, which must be 
the case if the United States industry is to be preserved, but on the basis of 
costs of vastly cheaper and partially subsidized foreign production. 

A competitive tariff would allow continued importation of supplemental 
supplies, but would simply reduce the profit margins to the American com- 
panies which import that oil, and return funds to the Federal Government in 
the form of tariffs. : 

Foreign governments would have their incomes reduced only to the extent 
that the competitive tariffs resulted in the elimination of foreign production 
expansion which creates a hazard to free-world security. 

It is for these reasons that we respectfully set forth these recommenda- 
tions for consideration by the subcommittee. It is our hope and belief 
that the Congress in extending the Trade Agreements Act in 1958 will give 
due consideration to all the factors involved in this matter of foreign-trade 
policy which this subcommittee has so comprehensively developed. 


Mr. Harrison. The committee stands adjourned until 10 o’clock 
tomorrow morning. 

(Whereupon, at 3:50 p. m., the subcommittee adjourned, to re- 
convene at 10 a. m., Tuesday, December 10, 1957.) 


52 Supporting this is the fact that Gulf Oil Corp. on December 17, 1957, sought to excuse 
its noncompilance with conservation regulations of the Oklahoma Corporation Commission 
on grounds that to do so would violate the trade agreement this country has with Venezuela. 

The Oklahoma Commission has charged Gulf with contempt for failing either to take full 
oil allowables set by the commission or to show cause, as other companies were doing, of 
why it should not. Gulf brought to the stand Wortham Davenport, of Caracas, Venezuela, 
who said he believes the order is a violation of the international agreement, adding: 

i a the order is carried out to its logical extremes, it would affect imports under the 
reaty.” 

This statement is made despite Venezuela’s extreme restrictive policy on imports from 
this country and others, and the unchallenged authority of her governmental officials to 
regulate Venezuelan production. 
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TUESDAY, DECEMBER 10, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON Ways AND MEans, 
Washington, D.C. 


The subcommittee met at 10 a. m., pursuant to adjournment, in 
the main hearing room of the Committee on Ways and Means, Hon. 
Burr Harrison (acting chairman of the subeommittee) presiding. 

Mr. Harrison. The committee will come to order. 

The subject of today’s panel discussion is: “Foreign trade policy in 
relation to agricultural policy ; section 22 of the Agricultural Adjust- 
ment Act.” 

I believe the participants in the panel and others interested in the 
subcommittee’s studies are by now familiar with the program of the 
subcommittee and the place of these panel discussions therein. Some 
of the participants in this panel contributed papers to the compendium 
assembled and recently published by the subcommittee. 

All participants in panel discussions are highly qualified to dis- 
cuss the subject of today’s session. Participants in the panel are: 

John H. Davis, director, Program in Agriculture and Business, 
Graduate School of Business Administration, Harvard University; 

George J. Dietz, director, international affairs, American Farm 
Bureau Federation ; 

Patrick B. Healy, assistant secretary, National Milk Producers 
Federation. 

Mr. Hearty. Mr. Chairman, I would like to introduce Mr. M. R. 
Garstand, general counsel of our organization, and with your per- 
mission I would like to have him participate. 

Mr. Harrison. We will be happy to have him. 
rein is D. Gale Johnson, professor of economics, University of 

hicago. 

We Sei inally had scheduled Mr. James G. Patton, president of the 
National Darna Union, but in lieu of Mr. Patton we are happy to 
have Mr. Reuben Johnson, on behalf of the National Farmers i 

Mr. Karl Loos, of Pope, Ballard & Loos, who was for some time 
an official of the Department of Agriculture, and concerned with the 
subject of today’s panel, at the last moment found he was unable to 
get back from California. We are sorry he is unable to be here. 

I would like to call attention to the fact that the subcommittee has 
invited comments in writing on the subject matter of the subeommit- 
tee’s studies. These comments will be included in the appendix to 
the record of this proceeding. The record will be kept open for 2 
weeks for this purpose. 

I might also mention at this point that the participants in this 
panel will be given the opportunity to edit, revise, and extend their 
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remarks. That is a peculiar congressional custom that is not gen- 
erally extended. For this purpose copies of the transcript will be 
distributed to you. 

I call your attention to the fact that we have been able to provide 
only two microphones on the tables at which the panel is sitting. It 
will be well if, as each person speaks, he avails himself of the micro- 
phone in order that he may be heard throughout the room. 

I think the discussion may best be gotten underway by givin 
each of the participants in the panel. an opportunity to make a brie 
opening statement, after which the discussion can proceed informally, 
with the members of the subcommittee and its staff participating in 
the discussion. 

I might say that we recognize you gentlemen are guests, we are 
very happy to have you here. In order, however, that the meal we 
have invited you to may be fairly spread, we hope that opening 
statements may not be too long in order that everyone may have an 
opportunity to make a statement, and that we may have full panel 
discussion. 

Suppose we begin in order in which the gentlemen of the panel sit, 
and I will ask Mr, Davis to begin. 


STATEMENT OF JOHN H. DAVIS, DIRECTOR, PROGRAM IN AGRI- 
CULTURE AND BUSINESS, GRADUATE SCHOOL OF BUSINESS 
ADMINISTRATION, HARVARD UNIVERSITY 


Mr. Davis. Mr. Chairman, and members of the committee, my state- 


ment today is in the nature of comments on the papers by Professor 
Johson and Mr. Baughman. As I read those statements, it seemed 
to me that in effect they were. dealing with the general problem of 
foreign trade, looking toward the time when section 22 would become 
unnecessary. It seems to me that we are facing a situation where we 
may have to live with section 22 for some time. Therefore, my com- 
ments are addressed to the proposition: What do we do to section 
22 in the event we do have to live with it for an indefinite time? Can 
we administer it better than we have done in the past? I think we 
can. 

Section 22 basically is a mechanism for coping with a situation in 
which a critical volume of a given farm commodity is being imported 
or is threatened to be imported because the price of such commodity 
in the United States is above the world price of that commodity. I 
think we have to look at the situation which is dealt with under section 
22 in conjunction with its counterpart, namely, how do we get into 
world markets when our price is above the world price level ¢ 

I think we have to look at the two together in order to see section 
22 and its application in the proper sense. Therefore, that is what 
I would like to do, look at both types of problems that grow out of our 
price being above world prices. 

Actually, on the import side, you see we attract commodities to this 
country in the form of abnormal imports, excessive imports or unusual 
imports, whatever word you wish to use to describe it. None of those 
words is too good. I do not like the word “abnormal” imports, because 
actually it is hard to say what is normal in this postwar period. But, ° 
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however we may define it, section 22 deals with keeping out excessive 
imports that are being attracted here because our prices are above 
world market prices. The counterpart of this is when we are kept out 
of world markets for commodities we normally import because our 
price is above world prices, unless we exercise a subsidy program of 
some kind in order to get our prices down to world levels, 

What I am proposing ‘is that we look at these two propositions 
together and try to develop a program of reasonableness tied to tra- 
ditional trade patterns. 

What I mean by reasonableness tied to traditional trade patterns 
is this. I think we should start from historical trade patterns. Our 
objectives should be to try to preserve these. But the world is rapidly 
changing, and the fact that a good part of it is sealed off by the Iron 
Curtain means traditional patterns are not apt to be appropriate at 
the present time; so we have to sort of interpolate as we go along 
and take what is reasonable as our base, but also taking into account 
other appropriate facts. 

; * suggest that in doing this we be guided by the following five prin- 
ciples: 

(1) That the United States attempt to move progressively to- 
ward better balance in the food-fiber sector of its economy, and as it 
does this, that it seek to reduce and, if possible, eliminate ultimately 
the need for section 22 and for export subsidies. 

(2) That in the interim the United States consider section 22 and 
export subsidies as phases of its foreign trade policy and seek to use 
them as devices for preserving historical trade relationships during 
periods when otherwise such relationships would be disrupted by vir- 
tue of United States prices being above world prices. 

(3) That to this end the United States make clear that it will not 
use section 22 to block reasonable imports based on past performances 
or engage in export subsidies to pirate the markets of other countries. 

(4) That the United States seek to improve and stabilize the inter- 
national markets for agricultural commodities by clarifying its pol- 
icles with respect to section 22 and to export subsidies by pursuing 
such policies with consistency and equity. In other words, build up 
a record for consistency and equity. 

(5) That the United States encourage other countries to admin- 
ister their own farm price support programs in a similar spirit in so 
far as such programs impinge on international trade. 

Now, the successful execution of a policy of this type will neces- 
sitate some modification of national foreign trade policy as it now ex- 
ists, particularly with respect to the concepts of trade barriers and 
dumping. 

On the one hand, the trade-barrier hand, we need to distinguish 
between trade barriers in the traditional sense and the use of import 
fees and quotas under section 22 for the purpose of preserving his- 
torical trade relations by preventing unnecessary imports from being 
attracted to the United States by our high domestic price-support 
programs. 

On the other hand, we need to distinguish between dumping in its 
conventional sense and the use of export subsidies or other price con- 
cessions for the purpose of maintaining our traditional position in 
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world markets, despite the fact that our domestic prices are higher 
than world prices. As previously indicated, in carrying out such 
policy, the United States should seek similar action on the part of 
other countries. The preservation of traditional trade relationships 
will call for frequent collaboration among countries for the purpose 
of maintaining understanding on the part of all parties. Basic to 
such collaboration must be the concept of reasonableness in terms of 
preserving traditional trade relationships on a two-way basis. 

While such concept of reasonableness must be based on historical 
trade patterns, there also must be willingness to adapt such patterns 
to change and progress because of the rapid rate of change in the 

ostwar era. No period can be considered as normal, therefore, and 
in itself satisfactory as a base. 

To recapitulate, I am suggesting that we cease looking upon sec- 
tion 22 and its counterpart, export subsidies, as exceptions to our 
national foreign trade policy. On the contrary, we should consider 
them as phases of that policy for as long a time as agricultural policy 
gives rise to situations in which the domestic prices of farm com- 
modities are above world prices. This we can do by utilizing section 
22 and export subsidies as devices for maintaining historical trade 
relationships between the United States and other countries, despite 
the disruptive forces set in motion by our prices being above world 

rices. 

Of course, for the long pull we should actively strive to so modern- 
ize and strengthen the food-fiber phase of our economy as to ulti- 
mately render unnecessary both section 22 and export subsidies. 
Thank you. 

(The following statement was filed by Mr. Davis:) 


CoMMENTS ON FoREIGN TRADE PoLticy IN RELATION TO AGRICULTURAL PoLicy; 
SECTION 22 OF THE AGRICULTURAL ADJUSTMENT ACT 


(By John H. Davis) 


Prof. Gale Johnson and Mr. Ernest Baughman both have concluded that the 
way to reconcile section 22 of the Agricultural Adjustment Act with the gen- 
eral foreign trade policy of the United States is to eliminate the need for sec- 
tion 22. Even though these men differ as to means of achieving this end, both 
essentially propose altering farm policy in a manner designed to equate United 
States commodity prices to world prices. 

Fundamentally, I suspect most of us would accept this approach if there 
were reasonable prospects that a suitable method of implementation could be 
agreed upon soon by the major interests involved. However, such a solution 
may be some time in coming. At least, the possibility of section 22 remaining 
in effect for a few more years seems sufficiently great as to justify further 
eonsideration as to how it and our national foreign trade policy might be 
better reconciled. 

Essentially, section 22 is a mechanism for coping with a situation in which a 
critical volume of a given farm commodity is being imported or is threatened 
to be imported into the United States because the price of such commodity is 
being sustained at a level significantly above world prices by United States 
farm programs. The critical nature of such imports is measured in terms of 
interference with the administration of such farm programs. 

The counterpart of this situation is one in which the export of United States 
farm commodities, which normally move in foreign trade, is hindered or 
blocked because United States prices are held above world prices by domestic 
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farm policy. Even though the provisions of section 22 do not directly pertain 
to this problem, the two situations are closely related in that both have a 
common cause—United States domestic prices being above world prices, 
Whereas, in relation to farm programs, section 22 pertains to the participation 
of other countries in our markets, export subsidies pertain to our entry into 
foreign markets. Hence, the attitude of other countries toward United States 
action under section 22 is conditioned by United States policies regarding 
exports when our prices are above world prices. For this reason both problems 
need to be considered together. 

For over two decades the United States has been more or less apologetic 
about its use of section 22 to discourage abnormal imports and the use of export 
subsidies or other export price concessions as a means of maintaining our tradi- 
tional position in world markets. Also, we have tended to deal with such prob- 
lems one by one as they come along, without making adequate effort to delineate 
a well-defined policy relative to these issues. The result is that we have made it 
difficult for either domestic traders or other countries to anticipate the action the 
United States may take when a trade problem arises involving a farm commodity. 
This, in turn, adds an unnecessary element of uncertainty to commodity markets. 

I believe that the United States would serve both its own interest and that 
of other countries by more clearly defining its policy with respect to section 22 
and the use of export subsidies. To this end I suggest the following principles 
as a guide: 

1. That as the United States attempts to move progressively toward better 
balance in the food-fiber sector of its economy to seek to reduce and, if possible, 
ultimately eliminate the need for section 22 and export subsidies. 

2. That in the interim the United States consider section 22 and export sub- 
sidies as phases of its foreign trade policy and seek to use them as devices for 
preserving historical trade relationships during periods when otherwise such re- 
lationships would be disrupted by virtue of United States prices being above 
world prices. 

8. That to this end the United States make clear that it will not use section 22 
to block reasonable imports based on past performances or engage in export 
subsidies to pirate the markets of other countries. 

4. That the United States seek to improve and stabilize the international 
markets for agricultural commodities by clarifying its policies with respect to 
section 22 and export subsidies and by pursuing such policies with consistency 
and equity. 

5. That the United States encourage other countries to administer their own 
farm price-support programs in a similar spirit, insofar as such programs im- 
pinge on international trade. 

The successful execution of a policy of this type will necessitate some modi- 
fication of national foreign trade policy as it now exists—particularly the con- 
cepts of trade barriers and dumping. On the one hand, we need to distinguish 
between trade barriers in the traditional sense and the use of import fees and 
quotas under section 22 for the purpose of preserving historical trade relations 
by preventing unusual imports from being attracted to the United States by our 
high domestic price-support programs. On the other hand, we need to distin- 
guish between dumping in its conventional sense and the use of export subsidies 
or other price concessions for the purpose of maintaining our traditional position 
in world markets, despite the fact that our domestic prices are higher than world 
prices. 

As previously indicated, in carrying out such a policy the United States should 
seek similar action on the part of other countries in the reconciling of their own 
farm programs with international trade policies. The preservation of traditional 
trade relationships will call for frequent collaboration among countries for the 
purpose of maintaining understanding on the part of all parties. Basic to such 
collaboration must be a concept of reasonableness in terms of preserving tradi- 
tional trade relationships on a two-way basis. While such concept of reason- 
ableness must be based on historical trade patterns, there also must be a willing- 
ness to adapt such patterns to change and progress. Because of the rapid rate 
of change in the postwar era, no past period can be considered as normal, and 
hence a satisfactory basis for continuing trade relationships. 

To recapitulate, I am suggesting that we cease looking upon section 22 and its 
counterpart, export subsidies, as exemptions to our national foreign trade policy. 
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On the contrary, we should consider them as phases of that policy for as long 
a time as agricultural policy gives rise to situations in which the domestic prices 
of farm commodities are above world prices. This we can do by utilizing section 
22 and export subsidies as devices for maintaining historical trade relationships 
between the United States and other countries, despite the disruptive forces 
set in motion by our prices being above world prices. Of course, for the long pull 
we should actively strive to so modernize and strengthen the food-fiber phase of 
our economy as to render unnecessary both section 22 and export subsidies. 
Mr. Harrison. Thank you, sir. 


Mr. Dietz, we will hear from you, sir. 


STATEMENT OF GEORGE J. DIETZ, DIRECTOR, INTERNATIONAL 
AFFAIRS, AMERICAN FARM BUREAU FEDERATION 


Mr. Drerz. On behalf of our organization, let me say we are very 
happy this morning to offer a few remarks. We believe this subcom- 
mittee is offering a real service to America. I am sure that as a 
result of these hearings the House and the Senate may make use of 
some of the best ideas, some new and some old, in the field of inter- 
national affairs in 1958. 

We are interested in export markets. We are interested in keeping 
international trade at a high level. I might say here that before we 
can accurately assess this, we have to examine where we are. I have 
a chart here which I would like to use for demonstration purposes. 

(The above-mentioned chart follows :) 
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of PL.480 MUTUAL SEC EX-IM-BANK 


Mr. Drerz. As you are able to see, 1957 was a very successful year 
for shipping abroad our farm products. We moved $4.7 billion worth. 
This is an all-time record. 

However, it is necessary for us to know how these commodities 
were moved. You can see that over 70 percent of our rice exported 
in fiscal year 1957 moved either under Public Law 480, the mutual 
security program, or Export Import Bank loans. Wheat was around 
68 percent. In feed grains, it was 63. 
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So as we move down the chart, we see that fruits and vegetables, 
livestock, dairy were moved under less Government assistance. 

Actually, when you consider all of the Federal aid that we have 
had, over 70 percent of our agricultural commodities shipped abroad 
in 1957 were moved by some sort of governmental assistance. We 
view this with alarm. Farm Bureau thinks that in the long run, if we 
are to expand our export markets, they should be for dollars. We 
think it is in the best long-run interests of the United States farmers 
to keep exports at a high level for dollars. 

I do not want to infer here that we are not in favor of Public Law 
480 or any of the mechanisms that have been used to move farm 
pecan However, we consider them as temporary programs. We 

o not want them to become a permanent way of life for the United 
States. We think this would be extremely harmful. 

What else are we able to do? What are the alternatives? Unless 
the United States allows the nations abroad to earn sufficient dollars 
in the United States, we will be strapped—and I am sure this is not 
a too-happy thought—with a permanent mutual-security arrangement 
and canhaninean such as Public Law 480. These are the facts of life. 

Actually, I am in somewhat of an awkward position here, because 
our resolutions committees are now working at our annual meeting 
in Chicago on our new resolutions. I wish I were able to present 
our new policies at this time. However, I think this afternoon they 
will be formalized. They will, I believe, consider favorably the 
extension of the Reciprocal Trade Agreements Act. We feel this 
is necessary, believe that GATT is necessary, and believe that with 
the new common market arrangement in Europe now a reality, it is 
only wise that we have an OTC. We do not, however, believe that 
it should have any authority to impose any obligation on any member. 

Mr. Harrison. You favor OTC? 

Mr. Drerz. We have been, in 1957, in favor of the OTC. Currently 
before our voting delegates in Chicago is a resolution which favors 
the OTC. I am not officially allowed to announce that this is our 
position, but I can say that I think probably it will be. 

That is all I have. 

Mr. Harrison. Thank you, Mr. Dietz. We will hear next from 
Mr. Healy. 


STATEMENT OF PATRICK B. HEALY, ASSISTANT SECRETARY, 
NATIONAL MILK PRODUCERS FEDERATION 


Mr. Hearty. Mr. Chairman, first of all I would like to call to the 
attention of the committee that I am here speaking only about milk, 
and for milk. My organization represents some 500,000 dairy farm 
families, who are members of about 800 dairy farmer-owned coop- 
eratives, which are members of our association. 

These cooperatives meet together with us and define policies which 
they wish the Government and the Congress would adopt as it relates 
to milk... What. I am here to tell you this morning is a result of their 
thinking in this regard. 

First of all, we in the federation are in favor of international trade 
and of expanding and developing that trade. However, we feel that 
foreign trade should not adversely affect the domestic agricultural 
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economy. By that we mean that there are times when imports are 
desirable and may be necessary. There are other times—and this is 
one of them—when we feel that imports of milk should not be allowed 
into this country. : 

Secondly, the privilege of making trade agreements is vested in the 
Congress by our Constitution. We, therefore, do not believe it is 
desirable for Congress to turn over to the President its powers and 
duties with respect to trade agreements without adequate reservations, 
By that we mean that we know Congress cannot, of itself, negotiate 
trade agreements and meet with nations, and so forth, that it must 
delegate certain powers and authorities to the executive branch of the 
Government, but it cannot abrogate its authority, set off into the 
executive branch the authority for reviewing these trade agreements, 
and seeing that they are in the best interests of the people of this 
Nation. 

Third, as regards the Trade Agreements Act, we favor an amend- 
ment to require that all trade agreements. executed thereunder be 
referred to the appropriate body of Congress for review and approval. 
We feel that this is not unreasonable because trade agreements which 
are sound and reasonable and in the interests of the United States 
certainly can face the scrutiny of Congress, and those which are not 
should not be entered into. 

Fourth, legislation relating to foreign trade should contain (1) an 
effective peril-point provision, and (2) an escape clause established by 
law and required by law to be included in all trade agreements. 

Fifth, adequate supplies and dependable supplies of milk and dairy 
products are essential to the welfare and well-being of the people of 
this country and to its national security. That is the reason that these 
positions should be adopted by the Congress in regard to trade 
agreements. 

The dairy supplies, supplies of milk, and supplies of milk from 
which dairy products can be manufactured cannot be instantly or 
immediately created in the country. If a foreign trade policy were 
adopted which would encourage imports of milk and dairy products 
at the prices at which they can come in, such action would imme- 
diately destroy our ability in this country to produce suflicient milk 
for our people. Once that were done, it would be virtually impos- 
sible, within a reasonable period of time, to reinstitute our source of 
supplies here. 

Sixth, the general economic level in this country is above that of 
the rest of the world. Therefore, the prices of many agricultural 
commodities must be maintained at levels substantially above world- 
price levels in order to keep the prices which farmers receive rea- 
sonably related to the cost of the things that farmers buy. 

What we are saying there is that we favor a parity concept, that 
farmers in order to produce must get for their products sufficient to 
allow them to buy the things they need to produce them. In this 
country, not only are farm prices above world farm prices, but other 
commodity prices are, too, and if we are to keep the agricultural 
segment of our population solvent, then we must provide farm prices 
which allow them to engage in commerce with the rest of the 
economy. 
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Seventh, such disparity in prices would mean the liquidation of 
the dairy industry in this country under any policy of completely 
free trade. 

Eighth, the reduction of domestic agricultural. prices to world 
price levels would be an invitation to domestic economic disaster 
since farm prices can only be reduced safely when the prices of 
other things are reduced in proportion. In other words, we make 
no case here for agriculture alone. If the Congress were to reduce 
agricultural income through agricultural programs and at the same 
time take away the programs which hold up prices of the things farm- 
ers buy—by that we mean all of the other subsidies which are provided 
under law—then the farmers would be in relatively good shape. We 

row our own meat and potatoes, and milk, and we could subsist well 
in a completely free —, 

However, so long as all other segments of the American economy 
are subsidized, then farmers asthe helped to a like degree. 

Therefore, this is our case for quantitative controls on imports 
of milk and dairy products. 

As you know, they are now controlled under section 22 of the 
Agricultural Adjustment Act; and section 22, because of its legis- 
lative history, is a clear and positive mandate from Congress to 
permit no trade agreements to interfere with the effective operation 
of domestic agricultural programs. It is a part of our foreign 
trade policy. 

Although section 22 has been helpful, it has not proved to be 
fully effective, partly because of the administrative difficulties, and 
partly because it applies only when imports threaten domestic agri- 
cultural programs. Additional controls are needed to prevent im- 
ports from forcing a commodity back into a support program when 
that commodity develops sufficient strength to rise above support. 

Currently, section 22 is practically only operative when there is a 
domestic support program on the product which is to be imported. 
We feel that this is not sufficient, because if through the operation 
of section 22 and the operation of all sorts of programs in this coun- 
try we were able to return farmers to a free market era, when they 
could bargain for the price of their commodities and then all of 
these controls were to be taken off so that the country could be 
flooded with butter from New Zealand, cheese from Switzerland and 
Denmark, et cetera, immediately farmers would be forced by re- 
sultant surpluses right back into a situation which would require 
controls again. 

We feel that is an inadequacy in section 22. Furthermore, we 
have history during the last year and a half regarding the inade- 
quacies of immediate action provided under section 22. This year, 
the CCC has bought close to 150 million pounds of butter. Before 
we could get the import of butter oil—that is the main ingredient 
of butter—stopped into this country, there were some 12 million 
pounds imported through a loophole in section 22. 

The system is slow and ponderous, and just does not move as rapidly 
as is necessary. Furthermore, under the system the burden is on the 
back of the domestic industry to attempt to control imports, to attempt 
to outthink importers and the representatives of many foreign nations. 
That is ponderous. 
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We believe that the procedure should be changed to a system of 
licensing under which the Secretary of Agriculture would determine 
that proposed imports would not adversely affect domestic agriculture 
before the product would be admitted into the country. 

In other words, what we are attempting to do here is to put the 
burden on the back of the importer, let him first prove that the com- 
modity is not going to be imported through a loophole in the law or 
that it will not affect domestic programs, and will not cause the Gov- 
ernment to buy millions of pounds of fat where there is no need for 
them to buy it. Then let him import it, rather than have the pro- 
cedure turned around as it is now. 

We prepared proposed legislation, which is clipped to the back of 
my statement here, which we hope to have introduced into the 2d 
session of the 85th Congress, which will do what we think should be 
done as regards section 22. This new legislation which we have here 
is sponsored not only by the milk producers. 

ou may have read of a new organization, the National Conference 
of Commodity Organizations, through which we in the National Milk 
Producers Federation have gathered some 35 commodity organiza- 
tions like ourselves to review current farm problems and to find solu- 
tions to them on a commodity-by-commodity basis. 

The very first thing that every one of these organizations has agreed 
to is that we must limit our agricultural problem to a domestic prob- 
lem. They have all agreed to this legislation which I have here. 

They include growers of milk, wheat, feed grains, tung oil, naval 
stores, and virtually every commodity that is grown in this country. 

Mr. Chairman, that concludes what I have to say. I will earnestly 


solicit the support of this committee for the legislation which we pro- 
pose to have introduced. Thank you. 
(A draft of the proposed bill follows :) 


A BILL To regulate agricultural imports and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Agricul- 
tural Imports Act.” 

Sec. 2. The development and maintenance of stable, dependable, and eco- 
nomically sound domestic sources of supply of agricultural commodities and 
the products and byproducts thereof are important to the health and general 
welfare of the Nation, affect its general economic strength, and are essential to 
the national defense. 

Sec. 3. It is the policy of Congress to assure permanent domestie sources of 
supply of agricultural commodities and the products and byproducts thereof, to 
encourage domestic producers and manufacturers to develop and maintain effi- 
cient and well-equipped production and manufacturing units, and to stabilize 
the domestic agricultural economy at levels which will provide fair returns for 
labor and investment and add to the general economic strength of the Nation. 

Seo. 4. Unlimited imports of articles which displace or tend to displace sales 
or other outlets for domestically produced agricultural commodities, or for the 
products or byproducts thereof, adversely affect the agricultural policies of Con- 
gress, result in unnecessary expenditures under domestic agricultural programs, 
create a condition of uncertainty with respect to domestic supply-demand rela- 
tionships and price structures, and inject an unnecessary element of instability 
in long-range planning for sound, permanent domestic sources of supply of agri- 
cultural commodities and the products and byproducts thereof. In addition to 
the foregoing factors, the present emergency in international relations makes 
it necessary for the protection of the essential security interests of the Nation 
to safeguard the domestic sources of supply of essential foods, feeds, and indus- 
trial raw materials. 
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Sec. 5. No imports of any article which would displace or tend to displace 
sales or other outlets for domestically produced agricultural commodities, or for 
the products or byproducts thereof, shall be admitted to the United States for 
consumption except pursuant to import licenses issued by the Secretary of Agri- 
culture in accordance with the provisions of this Act. 

Src. 6. No limitation on the total quantity of any article which may be ad- 
mitted for consumption shall be imposed under this Act which reduces such 
permissible total quantity to proportionately less than 50 percent of the total 
quantity of such article which was admitted for consumption during a repre- 
sentative period as determined by the Secretary. In the event there were no 
imports of such article in a representative period, a zero quota may be estab- 
lished. The Secretary may determine such total quantities on either a calen- 
dar or marketing year basis. 

Sec. 7. Noncompetitive articles may be admitted for consumption under gen- 
eral license issued by the Secretary if the Secretary determines and announces 
with respect to each of such articles that its importation in the manner and 
quantity permitted will not adversely affect the agricultural policies of Con- 
gress; the domestic agricultural programs; the domestic supply-demand rela- 
tionships or price structures; the domestic production of agricultural commodi- 
ties, products, or byproducts: or the general objectives of developing and main- 
taining sound, permanent domestic sources of supply, providing equality of eco- 
nomic status for domestic producers, and attaining and maintaining in the domes- 
tic market place price levels which shall not be less than parity prices. General 
licenses so issued may be amended, suspended, or terminated by the Secretary 
and may contain such conditions or other limitations as the Secretary deems 
appropriate to carry out the objectives of this Act. 

Sec. 8. No import license shall be issued by the Secretary which would have 
the effect of authorizing the admission for consumption of total imports of any 
article or articles in excess of the minimum level provided in section 6, unless 
the Secretary shall determine and announce that such additional volume of im- 
ports will not adversely affect the agricultural policies of Congress; the domes- 
tie agricultural programs; the domestic supply-demand relationships or price 
structures ; the domestic production of agricultural commodities, products, or by- 
products; or the general objectives of developing and maintaining sound, per- 
manent domestic sources of supply, providing equality of economic status for 
domestic producers, and attaining and maintaining in the domestic market place 
price levels which shall not be less than parity prices. 

Sec. 9. Imports authorized by the Secretary under this Act shall be based on 
considerations which affect domestic agricultural policies, programs, and ob- 
jectives, including those set out in this Act. 

Sec. 10. Notwithstanding any other provision of this Act, the President may 
authorize, by proclamation, an additional quantity of imports of any article 
or articles the importation of which is limited under this Act. Any additional 
imports so authorized by the President shall be based on considerations which 
effect the nation as a whole, such as policies relating to foreign relations, foreign 
trade, foreign aid, or the national defense. Additional imports authorized under 
this section shall be admitted for consumption under import licenses issued by 
the Secretary. 

Sec. 11. Whenever additional imports of any article or articles shall be ad- 
mitted for consumption in accordance with a proclamation of the President as 
herein authorized, the Secretary, through the Commodity Credit Corporation or 
any other agency available to him, shall remove from the domestic market a cor- 
responding quantity of articles the sales or other outlets for which are affected by 
such imports. Articles so removed from the domestic market shall not thereafter 
be disposed of by the Secretary in such a manner as to advers*ly affect the domes- 
tie agricultural policies, programs, or objectives, including those set out in this 
Act. In removing such excess supplies from the market, the Secretary may ac- 
quire either imported articles or domestically produced articles. 

Sec. 12. The cost of removing from the domestic market excess supplies equal 
to additional imports authorized by Presidential proclamation, as herein provided, 
shall be separately computed and shall be charged to appropriations relating 
to the programs served by such additional imports. 


Mr. Harrtson. Thank you. 
We will hear next from Dr. Johnson, professor of economics, Uni- 
versity of Chicago. 
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STATEMENT OF D. GALE JOHNSON, PROFESSOR OF ECONOMICS, 
A’ UNIVERSITY OF CHICAGO 


Mr. Jounson. The major question, or one of the major questions 
that I was asked to deal with in the paper that I have prepared for 
the hearing volume was that of outlining the conflict between agricul- 
tural policy and trade policy. 

I do not believe that it is necessary for me to summarize any of that 
aspect of my paper, especially following the remarks that we have just 
heard, and the position, for example that has been taken by the Na- 
tional Milk Producers Association as outlined here. 

I think their presentation puts into far sharper focus the nature and 
the extent of the conflict than anything that I have said before, or can 
say now. 

To briefly summarize, the interpretation I would put on their posi- 
tion is that imports should be regulated entirely in terms of the de- 
mands of domestic farm programs, and as | commented in my 
prepared article, this means that it is extremely difficult, because of 
the importance of agricultural trade in the United States and in the 
world as a whole, to move toward more liberal trade policy by the 
United States. 

Thus, I think it is evident the conflict is a real one, and if we are 
going to try to pursue policies of aiding agriculture on the one hand, 
and of increasing the gains that we make from international trade 
on the other hand, through a liberal trade policy, that some resolu- 
tions of this conflict must be made. 

I might say a few more words about the positions which I believe 
are sound, and which I have tried to put forth at greater length in 
the hearing volume. 

It might be argued that in the case of the conflict between trade 
and agricultural policy that the resolution of the conflict might be 
in favor, or perhaps should be in favor of the agricultural policy, if 
the present price policy has been a success. 

I am not saying that is necessarily the position we should take. 
Yet, I think the views of those who would like to resolve the conflict 
in favor of using trade controls to support our farm-price programs, 
either those now in existence or those in the past or those that might 
be proposed, would be in a stronger position if these programs had 
actually been a success in terms of increasing the income of farm 

le. 

ieouaiien I think the evidence is to the contrary, that our farm 
programs, and those that might be suggested in their place, but of 
the general same kind, namely, emphasizing increasing the level of 
prices, have not been a success in the past and are not likely to be 
in the future. 

In terms of the past, I would argue there have been three main 
reasons why our farm programs have not resulted in significant im- 
provements in the income level of American farmers. First of all 
these programs have tended to increase the output of agricultural 
products. This has not been their intention, but this has been their 
consequence. 

It seems to me inevitable that this would be the consequence of 
any kind of program that would be politically acceptable in the 
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United States that operated to increase farm incomes through in- 
crease in farm prices; that it would tend to increase the level of 
farm output, both because of the encouragement due to the higher 
level of prices, due to the increased degree of price certainty that 
price supports themselves create, and due to the large variety of pay- 
ments that are associated with the kind of agricultural control pro- 

rams that we have had in the past and are likely to have in the 
uture. 

Thus, by increasing output, they tend to be self-defeating in the 
sense that the larger output will either actually depress the prices of 
many commodities, or will make it more and more difficult to main- 
tain price supports at a given level. Potatoes is an example of this, 
where the impact of the price support on output was so great that it 
was decided both by the Government and by the producers of po- 
tatoes that it simply was not meaningful to continue price supports. 

A second reason why our programs have not worked to increase 
the incomes of farm people has been that we have not controlled 
entry into agriculture, for which I am thankful, and I think all of 
us should be, but unless we do actually designate and specify the 
people who can engage in farming, you are not going to be able to 
increase farm incomes by raising prices, at least incomes of those 
resources like labor and capital than can be used in both agriculture 
and in the rest of the economy. 

The reason for this might be briefly noted, namely, that each year 
of the past 70 years, with only 1 or 2 exceptions, there has been a net 
outflow of labor from agriculture into the rest of the economy so 
that if returns in agriculture to labor are increased, the size of this 
outflow is definitely affected and tends to be reduced, and therefore, 
the returns to those that remain in agriculture are not increased. 

What does happen is perhaps that the number of people engaged 
in agriculture is increased as a consequence without any favorable 
effect upon their average income. 

A third reason why I think our farm programs have not improved 
the income situation of the American farmers is that in certain cir- 
cumstances the programs have tended to increase output abroad. In 
other words, we have provided our own competition, very effective 
competition in many cases, by inducing expansion of tobacco produc- 
tion in Africa, cotton production in Brazil and Mexico, and, to a 
lesser extent, in the Near East, and the output of wheat, though I 
am not sure of this, may be somewhat higher because of the programs 
that we have followed. 

With all of these factors taken together, I do not think it can be 
argued that farm programs of the kind we have had in the past or 
those that are similar to it have actually operated to the benefit of 
American agriculture, and that a new approach to agricultural policy, 
which does not require these extensive conflicts with the operation 
of markets and the need for section 22 and section 32 and export 
subsidies on a far larger scale than are provided for by section 32, 
would be in the interest of farmers and of the rest of the country. 

Just one other point that I would like to emphasize here. It was 
a point that was made in my paper for the hearings. One of the 
reasons why many persons, and honestly in my opinion, support the 
use of section 22 and export subsidies, is the view that American agri- 
culture simply cannot compete in world markets. 
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The reasons for this are legion, but the one perhaps most often 
given, as was the case here a few minutes ago, is that the high returns 
to resources in America, particularly the high wages paid to labor, 
operates as a barrier to the American farmer in competition with 
areas of the world where wages are much lower. This is an argu- 
ment that has been used by the opponents of free trade for centuries. 

It is an argument, I think, that most economists have more or less 
continuously protested, I am afraid without much avail, and I would 
only say 1 or 2 things here about it. One might take the position, for 
example, that American sugar producers simply cannot compete with 
Cuban sugar producers because wages in the United States are much 
higher than they are in Cuba. 

On the same grounds, we should not be able to export pork prod- 
ucts, say, lard, to Cuba because the returns to labor in Cuba producing 

ork are much lower than those in the United States producing pork. 
et we do export pork and lard to Cuba. 

Similarly, we should not be able to export machine tools around 
the world use our wages in the machine tool industry are the 
highest in the world. Yet we do have relatively great export trade 
in machine tools and many other kinds of machinery. 

Actually, I think it is much more correct to say that American 
farmers do not compete with foreign producers of agricultural prod- 
ucts at all. They essentially compete, given the prices that prevail 
around the world, with other American producers, with the producers 
of automobiles, with the producers of steel, et cetera, for the resources 
that are used in producing farm products; resources that can be used 
both for production of farm products and steel or any of the other 
commodities, and the differences in the absolute level of returns from 
one country to another is certainly in no sense a barrier to world trade. 

Otherwise there would never have been any profitable world trade 
because there have always been differences in the absolute level of 
ar to resources around the world, in the various countries of the 
world. 

To summarize, I would say there is no question that there is a 
significant conflict between agriculture and trade policy, with the 
agricultural policy of recent years tending to restrict and interfere 
with trade, and the trade policy in the broad, with occasional excep- 
tions being designed primarily to expand trade as a means of gaining 
greater advantages from international specialization, and, secondly, it 
does not seem to me that this conflict should necessarily be resolved in 
favor of the agricultural policies until there is much more convincing 
evidence that the agricultural policies themselves have been successful. 

Thank you. 

Mr. Harrison. Thank you, Dr. Johnson. 

We will hear next from Mr. Reuben Johnson, of the National 
Farmers Union. 


STATEMENT OF REUBEN JOHNSON, NATIONAL FARMERS UNION 


Mr. Revsen Jounson. Thank you very much, Mr. Chairman. 

Mr. Harrison. I do not know that you gentlemen will be in com- 
plete agreement, as much as your names would indicate. 

Mr. Revsen Jounson. I hoped our national president would be 
here today to represent our organization, but it is a privilege for me 
to appear in his behalf. 
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I have a condensed statement here of the views of the National 
Farmers Union. I might add that this statement that I’ am about 
to make has been. very carefully thought out to compliment and to 
be a part of our domestic price support philosophy. 

Farm families share with all other citizens a broad interest in pro- 
moting increased domestic and democratic world production and 
expansion, development and maintenance of high levels of employ- 
ment and real income. The interest of farm families in the better- 
ment of economic conditions is grounded on their belief that economic 
expansion is conducive to world peace. 

Tt is a matter of commonsense to realize (1) that everybody would 
be better off if we produced and distributed more goods and services 
in the most economical manner possible and (2) that people all over 
the world have common aspirations, needs, and vested interests similar 
to our own. 

In terms of the total economy of the free world, this means that 
each country should put its resources and people to producing what 
it can most efficiently produce, trading the excess for the excess of 
goods produced more efficiently by other countries. This is the premise 
underlining the common market now being formed under treaty by 
six European nations. 

This is a significant historical move and it may well prove to be 
a beginning step toward the economic integration of a large area of 
the democratic world. Farmers Union has referred in testimony 
before this committee to a democratic world economic union as the 
ideal toward which we must strive. 

In the existing ways of conducting trade we have a network of 
human institutions such as laws, custom, investment in plant, et 
cetera. Every nation has attempted to solve its own economic prob- 
lems in its own way. Broadly speaking, in agriculture the aim has 
been to raise the relatively low income of farm families. Income 
parity with the nonfarm population is a frequently mentioned goal 
of farm people in the free nations and basic legislation has been 
enacted by many nations toward this end. 

The justification for assisting low-income agricultural producers 
needs no amplification, for the Congress of the United States on many 
occasions has passed vitally needed and important legislation to give 
some measure of stability to prices of agricultural products and to 
the incomes of producers. In the United States this has been accom- 
plished in various ways. Two examples of such congressional action 
on the trade front are: (1) section 22 of the Agricultural Adjustment 
Act, as amended: and (2) section 8 (a) of the Trade Agreements 
Extension Act of 1951. The Congress has enacted laws also to pro- 
tect other segments of the economy. 

Farm families have a direct and important interest in the terms 
under which imports are allowed to enter the domestic market. For 
these families, the advantages gained from the exportation of other 
farm products and of nonfarm products are general, diffused and in- 
direct, while the competitive nature of the supplementary imports is 
direct and immediate. 

It is significant that diminishing economic opportunity in agricul- 
ture and among workers in other primary industries such as mining is 
always accompanied by a wave of economic nationalism. Since this 
is true in all nations of the free world, domestic policies under which 
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primary producers are denied a fair share of national wealth and 
income play a large role in creating public sentiment for worldwide 
economic and political isolation. We all remember the depression of 
the 1930’s and the high-tariff Smoot-Hawley Act. 

Members of this committee are thoroughly familiar with the pro- 
grams developed to improve farm prices and incomes and contribute 
to their stability. A major program in this field, of course, is the 
supply version price support program of the Commodity Credit 
Corporation. Unfortunately, under price-support legislation, the 
Secretary of Agriculture has reduced supports for most eligible com- 
modities to levels substantially under 90 percent of parity except for 
tobacco and wool. 

In spite of record high exports in fiscal 1957, farm families are not 
doing so well economically. Compared with other groups in the econ- 
omy, farm-family imcomes are low, with no immediate hope for im- 
provement under present administration of existing laws. Not only 
that, but farm-family incomes have been falling while other people’s 
incomes have been rising. 

The total net income of farm operators, including inventory change, 
dropped 27 percent from 1951 to the 1957 annual rate as reflected 
in midyear reports of the USDA. While farmers are worse off, most 
everybody else is better off. Over the same period, corporate profits, 
after taxes, are up 15 percent; dividends, 37 percent; interest, 64 
percent; weekly earnings of manufacturing workers, 18 percent. 

It is not surprising that farm families take the attitude they do 
toward supplementary imports of agricultural commodities and that 
they understand better than most that men are made by God, markets 
and other institutions are made by man and can be changed by them. 

We hear a great deal these days about how a free domestic agricul- 
tural economy would promote trade and about the need to reduce the 
difference between domestic agricultural prices and world prices. 
This talk does not emanate from agricultural interests or the sincere 
representation of agricultural interests. The fact is that there is no 
such thing as an automatically operating free market system. Any 
market is free only within a framework of law, property rights, 
wealth distribution, trade practices, and other rules of the game. In 
our present way of doing things, trade is best carried on where there 
is a well-defined set of rules in operation. 

It is out of this need that the General Agreement on Trade and 
Tariff was established and that the United States Congress passed 
the Reciprocal Trade Agreement Act, further simplified customs pro- 
cedure and has conducted public hearings on whether the United 
States should join the Organization for Trade Cooperation. 

It is due to the need for every greater economic cooperation that 
we in Farmers Union have supported an international food and raw 
materials reserve, or world food bank, additional international com- 
modity agreements on the order of those in effect for sugar and wheat 
to buttress and operate in conjunction with the international food and 
raw materials reserve and United States membership in the Organi- 
zation for Trade Cooperation, the administrative arm of the General 
Agreement on Trade and Tariff. 

in our country it would be both foolhardy and foolish to expect 
that people would want to abolish all fair-trade laws, tariffs, patents, 
unions, preferential freight rates, subsidies to airlines, maritime op- 
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erators, and the rest. It would be equally unrealistic, in our opinion, 
to expect that the peoples and governments of other countries are 
going to give up the myriad institutional interferences with the free 
privately controlled market of the type visualized by mid-Victorian 
economic theorists. 

But even if it were possible, either domestically or internationally, 
to get the people and the governments to eliminate government as- 
sistance and regulation of international markets, we are convinced 
that this would not be the best thing to do. The reason is this: The 
instability of prices of raw materials, including agricultural com- 
modities, is a two-edged sword that cuts down economic progress for 
both producers and consumers. 

Investments in economic expansion designed to increase the total 
output of raw materials must be made far in advance of the time when 
the products will be marketed. Instability in raw-material prices 
presents such an added and serious factor of uncertainty in the cal- 
culation of returns on such investments that the level of investment 
in expanded raw-material exploitation is undoubtedly slowed down. 

Likewise, the investments in processing and manufacturing indus- 
tries that use raw materials must be made well in advance of their 
ultimate recovery of the investment from profits made from the sale 
of processed or manufactured products. Consumer need, and in some 
respects consumer demand, is relatively stable, and can be fairly well 
gaged. But faced with wildly fluctuating raw-material costs, the 
manufacture, like the raw-materials producer, must introduce a large 
uncertainty factor into his investment calculations. 

The meaning of this, to us, is clear. It means that the most fruit- 
ful means of promoting greater international economic cooperation 
is not a futile attempt to establish some kind of mid-Victorian com- 
petitive-market equilibrium, but rather, through the bold, imaginative, 
conscious building of workable international economic institutions. 
What we must have is neither this Victorian free-market internation- 
alism nor monumental national isolationism. The correct answer, it 
seems to us, lies in conscious international economic planning. 

Mr. Chairman, we think it is clear from what we have already said 
in this statement that Farmers Union favors an intelligent inter- 
national approach to the problems before your committee. It should 
be clear also that we do not believe that such an approach lies in 
throwing domestic or foreign producers upon the unguided and un- 
controlled trader- and cartel-dominated private international free- 
market system. The approaches we have suggested are negotiated, 

ublicly directed approaches to closer international economic 
integration. 

We do not believe, for example, that tariff elimination, as such, by 
unilateral action by the United States, is either a sensible or a politi- 
cally feasible approach to a solution of the problems that have been 
discussed in these hearings. 

The Reciprocal Trade Agreements Act, the General Agreement on 
Tariffs and Trade, and the Organization for Trade Cooperation are 
negotiational types of consciously directed international economic 
cooperation that should be encouraged. But we do not believe that 
United States farmers who produce for export or who produce com- 
modities that must compete with imports should be asked to bear the 
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full cost, respecting this production, of an intelligent United States 
foreign policy. 

We sien f the same right and privilege to other domestic raw- 
material and industrial producers. The benefits of better inter- 
national economic cooperation accrue to all the people and the tempo- 
rary costs involved should be borne by all the people. This means 
that in the case of both exports and imports, programs and policies 
should be established, as they have been in the case of the Inter- 
national Wheat Agreement and the Sugar Act program, to spread 
the costs to all the people instead of putting all of them directly on 
the smali number of producers concerned. 

With respect to such measures, there is always a clear-cut choice 
of how the cost is to be spread to all the people. By some methods the 
cost is spread to all in their capacities as consumers and they pay 
the bill in increased retail prices of the things they buy in relation to 
the quantities of such purchases. To the extent that tariff on imports 
of wool raise prices of finished goods, consumers contribute to the 
returns of United States wool producers. 

By other methods the cost is spread to all the people in their capac- 
ities as taxpayers and they pay in accordance with the ability-to-pay 
principle incorporated in the Federal personal and corporate income 
tax schedules. This is the method followed in connection with United 
States operation of the International Wheat Agreement. 

As a general principle, Mr. Chairman, we urge the subcommittee to 
accept the proposition that no United States farmer (or other pro- 
ducer) whom we expect to remain in production, be required to 
produce for export or to meet the competition of imports, at any 
price less than the full parity price. 

There are probably some industries in which the entire United 
States need and demand can be met continuously and safely through 
complete dependence on imports. In such cases, we recommend that 
the injured domestic industry be helped to make adjustments by 
means other than excluding imports, such as through conversion to 
other lines, extension of unemployment insurance, assistance in re- 
taining workers, and outright purchase, where required. 

May we hasten to add that we know of no domestically produced 
agricultural commodity to which this applies. 

Programs and policies affecting agricultural imports and exports 
should be designed to provide full parity returns to domestic pro- 
ducers in ways that will be consistent with minimum hindrance to in- 
ternational trade and economic cooperation, and preferably by 
methods that will spread the costs to all people in accordance with 
ability to pay rather than through increased retail prices to consum- 
ers. 
We urge the enactment of legislation to renew the Reciprocal Trade 
Agreements Act with sufficient safeguards to fulfill the objectives 
outlined above. 

To be more specific: Notwithstanding any other provision of law, 
whenever a reduction in import duties negotiated under the act will 
result in decreased income and employment in a domestic industry or 
result in reducing prices received by farmers so that such prices re- 
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flect less than 100 percent of parity, we urge that the President be 
authorized and directed— 

(1) to call upon the Secretaries of Labor and Commerce to estab- 
lish a domestic industrial readjustment program that will provide 
employment-readjustment compensation, vocational training and mi- 
gration aids to laborers unemployed thereby and that will make avail- 
able technical assistance, capital-retirement grants, and readjustment 
loans to industrial and business concerns whose operations are ren- 
dered unprofitable ; and 

(2) to direct the Secretary of Agriculture to initiate and put into 
operation a domestic farm price support program for the affected 
agricultural commodities through compensatory payments in com- 
bination with other means of price support at a level reflecting 100 

reent of parity. 


(The following additional information was submitted by Mr. Reu- 
ben Johnson :) 


This particular panel is primarily concerned with imports. But, in view of the 
references to support programs this morning we have several concerns. 

Some contend, incorrectly we think, that if controls over market supply are 
gradually eliminated and the average annual price allowed to drop to market 
clearing levels, this will ultimately result in a demand and supply balance that 
will return a satisfactory income to farmers. This group has faith, if not 
economic proof, that changing existing programs toward the fully flexible free 
market will solve the farm-income problem of commercial farmers. 

We do not believe that moving toward free market full flexibility will improve 
farm income. 

The conflict is over whether farmers are to be assisted by Government, as 
are industrial firms and other producers of goods and services, to adjust the 
market supply of their commodities so as to maintain a fair price in open mar- 
kets. For example, farm implements, automobiles, other steel products, and 
petroleum are sold in open markets. Yet market supply of these and many 
other items and services is carefully tailored as closely as possible to maintain 
or even increase price per unit. The question is whether farmers, like nearly 
everyone else is able to do, shall have the power to protect themselves with 
market proration and administered prices. 

The idea of the so-called competitive free market for farm commodities 
involves a situation where no farmer or group of farmers would be assisted or 
allowed by Government to exercise any control over marketings to raise prices. 
This would eliminate the price-protective features of marketing agreements and 
orders for fruits, vegetables, and nuts. It would probably bring chaos to the 
fluid-milk marketing industry. It would place United States wool and sugar 
production in full competition with imports without protection of tariffs, import 
quotas, or Government payments. 

In a competitive free market, the prices of cotton, rice, tobacco, and wheat 
and all other farm commodities would be allowed to drop to the unprotected 
world level established by unrestricted production. The prices of corn, other 
feed grains, soybeans, flaxseed, and cottonseed, would be allowed to drop to 
the level where the entire year’s production would move into channels of trade 
during the year. Peanuts would be allowed to drop to the oil price rather than 
being protected at the edible price. Manufacturing milk prices would be 
allowed to drop toward the oleo level. Some of the land now used for produc- 
tion of price-protected commodities would be transferred into production of 
fruit, vegetables, and nuts, whose prices would not then be protected under 
market agreements and orders. 

Importers would be allowed to import as large a volume of competitive farm 
commodities as they saw fit. The International Wheat and Sugar Agreements 
would be abolished. 

Farmers would be free to produce and market as much of any quality of any 
and all commodities as they could, but the Government would not stand by as 
now to buy up or make loans on such commodities to hold up the average annual 
market price above the free market level. 
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The preceding is an accurate description of Secretary Benson's full flexibility 
recommendation, as we understand it. He would use price support loans only 
to prevent wide swings in seasonal fluctuations but not to hold average annual 
prices above the so-called free market level. 

The effect of lowering farm prices and falling farm income would be to 
motivate the individual farmer to try to increase his total production. The 
individual farmer would be forced to do so to attempt to keep his income from 
dropping as a result of the falling prices. 

Loving his family and wanting to provide them with the increasing American 
standard of living that they see and read that others have, the farmer would 
do everything within his human capabilities and capital and credit resources 
to increase yields per acre, and to increase acres and output per man. 

Bach farmer would keep on trying to do this until he had reduced his soil 
conserving expenditures to the minimum, refinanced his delinquent short-term 
indebtedness repeatedly into long-term debt, and had finally exhausted his credit. 
He would still keep trying until he became delinquent upon his real estate 
mortgage. 

Somewhere in this devastating cycle he might try to sell before the foreclosure 
date. If he did sell, a neighbor, trying to increase his scale of operations 
would buy the farm, if he had the needed funds or credit. Or a nonfarmer with 
savings from nonfarm income sources would buy the farm. In either event, the 
new owner or a renter would take up where the old owner left off and continue 
to try as long as he could to maximize his income by producing and selling more 
and more at an ever-falling price. 

This would be a long and painful process of financial distress, reduced levels 
of living, and business failure. More and more farmers would find themselves 
unable, or unwilling, to invest in new and improved practices, new and more pro- 
ductive machinery and equipment and fertilizers and irrigation, and other facili- 
ites. The rate of applying improved technology in farming would slow down and 
this would in the long run dampen down the rate of increase in farm produc- 
tion and volume of marketings. 

Through this process from falling farm prices, to falling farm incomes, to 
expansion of farm debt, to bankruptcies, to increase in tenancy and absentee 
ownership, farm abandonment and concentration of land ownership into larger 
and larger landholdings, and expanding control of farming through industrial 
vertical integration, a very severe strain would be placed upon farm resources, 
soil, water, fences, machinery, and the rest. The farm owner tries to meet his 
costs and repayment on debts as he tries harder and harder to hold his farm. 
Something has to give somewhere, so land, water, buildings, improvements, and 
other capital begin to suffer. Ultimately they begin to deteriorate badly. 

This free market approach, using full flexibility as the national policy, would 
take a long time to reach a solution. It would do so only through untold financial 
distress, personal suffering of millions of farm and smalltown people, destroyed 
farm resources, and reduced technological advance. By then farming might 
well be (1) concentrated on a few hundred thousand factories-in-the-field ; 
(2) conducted by vertically integrated nonfarmers; (3) performed by poverty 
stricken peasants on eroded rundown farms; or (4) a mixed pattern of all three 
of these. 

This prospect has grave implications for the future safety and security of a 
nation whose population is expected to be a fourth larger in less than 20 years 
during a period when we are subject to emergency situations that could de- 
velop suddenly at any time in the foreseeable future from the unsettled world 
political and diplomatic situation. 

Anyone who would try to prove that falling prices will reduce output would be 
required satisfactorily to explain the following: 

(1) In the period since 1929, there have been 11 different years in which farm 
prices were lower than the year before. In only 2—from 1932 to 1933 and from 
1937 to 1939—did total farm output drop. Only from 1932 to 1933 did farm 
output per man-hour drop. (To measure output response, price and income 
changes in a particular year, a 2-year average of output figures covering the year 
in which price and income data apply and the following year. This is an ap- 
proximation of a smoothed 6-month lag.) 

(2) Since 1929 there have been 12 different occasions when the parity ratio 
dropped from 1 year to the next. In only 2 years (from 1932 to 1933 and from 
1937 to 1938) did total farm output decrease and only from 1932 to 1933 did farm 
output per man-hour decrease. 
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(3) There have been 10 occasions since 1929 when national farm gross in- 
come, national farm net income, and average per farm net income (adjusted for 
price change) dropped from 1 year to the next. On only 2 occasions did total 
farm output drop and per man-hour farm output dropped only once. 

(4) From 1929 to 1932 prices received by farmers dropped by 56 percent; 
the parity ratio dropped by 37 percent; national farm gross income dropped by 
54 percent; national farm net income dropped by 67 percent; and net income 
per farm (adjusted for price change) dropped by 53 percent. Total farm output 
did not drop; farm output per man-hour increased by 2 percent. 

(5) From 1946 to 1949, average per farm net income (adjusted for price 
change) dropped by 25 percent, farm output per man-hour rose by 17 percent 
and total farm output increased by 4 percent. 

(6) From 1947 to 1949, the parity ratio dropped 13 percent, yet total farm 
output rose by 1 percent and output per man-hour rose 11 percent. 

(7) From 1951 to 1956, prices received by farmers dropped 22 percent, the 
parity ratio dropped 25 points (23 percent), national farm gross income dropped 
11 percent, national farm net income dropped 38 percent, and per farm net 
income (adjusted for price change) dropped by 23 percent; yet per man-hour 
farm output increased 10 percent and total output increased by 7 percent. 

(8) In no extended period when farm prices and income fell over a long 
period of years (the drop from 1951 to 1956 is the longest sustained drop since 
USDA began keeping records in 1910) did either total or per man farm output 
decrease. 


Mr. Harrtson. Thank you, Mr. Johnson. 

Does anyone have anything to say about anything that has been, 
or has not been said? Mr. Dietz. 

Mr. Drerz. I should like to ask Mr. Healy a few questions, if I 
may. 

Mr. Harrison. All right. 

Mr. Drerz. I have some interesting statistics here, some official 
USDA figures on dairy exports. These figures do not include the 
amount shipped under food for relief in any way. 

In the year 1956, United States dairy products shipped abroad 
amounted to almost $150 million. In the year 1956 we imported an 
amount of about $43 million worth. 

Now, it seems to me that this is very interesting and certainly 
good business. It seems to me the American dairy farmer should be 
eee with exports. There is almost a 3-to-1 favorable balance 
rere. 

I would like to ask him if he is in favor of holding these markets 
open and expanding these markets. I would like to ask him if he is 
in favor of holding these markets open under programs such as 
foreign aid and Public Law 480 or is he interested in making sales 
for dollars? 

If he is interested in making the sales for dollars, how does he 
think foreign customers are going to earn the dollars to buy our farm 
commodities? Keep in mind also that if our farmers lose export 
markets many are going to shift to milk production. 

Mr. Hearty. First of all, I do not know just which numbers he has. 
Presumably they came out of the Department of Agriculture. First 
of all, I would like to make same general comments in regard to what 
he asked. 

No. 1, I think it is incumbent upon just about everybody sitting in 
this room to attempt to do what is best for Americans first. It is in- 
cumbent upon me, hired by American dairy farmers, to do what is best 
for American dairy farmers. We feel that if we keep all of our do- 
mestic economy sound, we will be better equipped to take our place in 
this family of nations. 
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If we are unsound domestically, then we are going in with two 
strikes on us into any of these international affairs. ‘That is No. 1. 

No. 2, the dairy products which are exported here, and I do not 
know where Mr. Dietz got the idea that they were not relief exports— 
it does not say so here. 

Mr. Dierz. It says so in a footnote. 

Mr. Heaty. “Does not include food for relief or charity.” What 
they have done here is to separate out the so-called 416 exports under 
which the Department of Agriculture gives food to domestic charitable 
institutions for distribution abroad. They have not separated out mil- 
lions and millions and millions of pounds of nonfat dry milk, for in- 
stance, which was sent to Japan in 1956 at 2 cents a pound, to run 
their Japanese school milk program. 

We think that is an excellent program, and we think it should have 
been sent there for 2 cents a pound, but it certainly should not be called 
commercial exports. 

They have not separated out the 480 program, which have gone 
abroad for foreign currencies, nor have they taken out, for example, 
in 1956, I know of 75 million pounds of products sent into northern 
Europe at something like 3.5 cents a pound, about one-fifth the world 
price, to be used as animal feed. 

Now sure, those were sold commercially, but they were not in free 
commerce. I do not think the dairy industry in this country has any 
tradition or any history of export. Sure, we have sent a few pounds 
of milk powder into Mexico, 15 million pounds a year, which repre- 
sents about one-tenth of 1 percent of our billion and a half pounds that 
we produce here commercially. We have sent some specialty items, 
for instance, canned whole milk, dry whole milk in cans, into the Far 
East, some 20 or 30 million pounds a year, which are true commercial 
exports. 

| think if we were to take out all Government programs that the bal- 
ance would be considerably the other bas We have imported under 
true commercial arrangements considerably more dairy products than 
we have exported. 

There are all kinds of numbers, and I think that my explanation 
of what is meant, or how these were assembled, is the fact. 

Mr. Byrnes. Mr. Chairman 

Mr. Harrison. Mr. Byrnes. 

Mr. Byrnes. Could 1 get back to section 22 as such and some of the 
pennies that I think we have in it? Do we agree generally that, 
No. 1, as long as there is a support program—and Dr. Johnson, 1 would 
say, a pin support program,whether it is effective or not—can we 
agree that you have to have a section 22 or something like it to accom- 
plish that objective of the law as a counterpart to it ? 

Mr. Gate Jonnson. Yes. As long as you maintain price supports 
through the loan program, the CCC, by direct purchases, and means 
of this kind, you must have section 22, and you must also have as a 
counterpart to that, section 32, or other equivalent export subsidies 
in case it is the commodity you want to export. 

Mr. Byrnes. Even if it were a price support program, by purchases, 
even if you were trying to maintain the farmers income by a direct 
subsidy program, would you not still, in order to keep that program 
effective and keep it from being abused, require a restriction on im- 
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ports that you were subsidizing the production of in this country at 
the time? é 

Mr. Gate Jonnson. I would disagree. Let us take wheat, for 
example, where we have section 22 and export subsidy. If we main- 
tain a price of wheat at $2, which is the feel for the 1956 and 1957 
crop, and said to the farmers and the marketers that we will let the 
domestic price go where it will and pay the difference between the $2 
and the domestic price to the farmers, then there would be no reason 
why anyone anywhere in the world would want to sell wheat to us. 

Mr. Byrnes. Does that not automatically force your domestic price 
down to the point which makes it difficult to support a direct subsidy 
program ? 

Mr. Gate Jounson. It would makeitexpensive. I will say that. 

Mr. Byrnes. Is that not a factor that you have to consider in any 
program and its effectiveness ? 

Mr. Gate Jounson. It is certainly true. 

Mr. Byrnes. My only point was it would have some effect, and you 
have got to consider this aspect of restriction, because the imports are 
going to have some effect on any program that you have which at- 
tempts to either support a farmer’s income or support his prices. 
Is that not correct ? 

Mr. Gare Jounson. Yes. Unless your prices in the domestic mar- 
ket are put at exactly the same level as they are in world markets for 
the same commodity, then you are going to have no effect on imports. 

Mr. Harrison. Does anyone else wish to comment on this? 

Mr. Heary. First of all, I’ think Dr. Johnson is overlooking the 
fact that pretty nearly everyone in the world wants dollars and no 
matter to what level prices were allowed to drop in this country, a 
farm product would be imported. 

Here just recently I had the head of the Dutch dairy cartel in my 
office and the whole dairy industry in Holland is designed to allow 
the export of Dutch cheeses at whatever price it is necessary to move 
them, and if Holland can find a way by subsidizing its exports, 
through raising the price of its domestic sales, to import cheese into 
this country, to get dollars, they will do it. 

Now, secondly, I do not think that we should stop at protecting 
domestic government agriculture programs. I think we should go 
to the root of what we are after here. We should design an import- 
control law which will protect the domestic agriculture group, whether 
or not CCC has a program designed to help them. I do not know, but 
in the back of my mind some place I believe that there are groups 
in this country, manufacturing groups, industrial groups, which would 
be perfectly willing to let us become a food deficit nation in order to 
require that we continually import food, so foreign countries would 
have dollars continually with which to buy industrial products. 

I think because of that, certainly we should not limit our aid and 
assistance only when the Government is involved. I think we should 
provide assistance to the farm group which produces really the most 
essential material that we have—food. 

Mr. Byrnes. The point I wanted to see if we could not find some 
basis of agreement first is that as long as the Government is main- 
taining a program of supporting either the farmer or the product, 
there is a requirement, or it looks like there is a requirement, that we 
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have a restriction on imports that can affect that program and its 
proper operation. Do we all agree on that? 

I was not sure except from Mr. Patton’s, of the farmers’ union, 
statement whether he felt we ought to have it or not. 

Mr. Revusen Jounson. We would go a little further than that. 
What I have said in effect is we should hold out imports of agricul- 
tural commodities when the price of the commodity in the United 
States competing with them is lower than 100 percent of parity. 

In other words, we could hold out imports if the domestic price 
of the commodity concerned did not reflect 100 percent of parity. 

Mr. Byrnes. We all agree as long as you have a Government 
program, whether the Government program is successful or not in 
solving the problem that it tries to solve, you have to have coexistent 
with it a restriction on imports ? 

Mr. Revsen Jounson. In this connection, Mr, Chairman, I think 
sometimes we tend to overlook some of the agricultural price-support 
programs in other countries to which we export and from which we 
import. I was looking at a publication of the Department. of Agri- 
culture the other day which gave a brief synopsis of domestic agri- 
cultural price-support programs in other nations. The title of the 
publication is “Agricultural Policies of Foreign Governments In- 
cluding Trade Policies Affecting Agriculture,” Handbook No. 132. 

We do not stand out as a sore thumb in the United States because 
we have a domestic price-support program for agriculture. This is 
true of every major agricultural nation, I think. 

Mr. Harrison. Do you agree with that, Dr. Johnson ? 

Mr. Gate Jounson. Yes. This is certainly correct. Of every ma- 
jor country it is certainly true. 

Mr. Harrison. You cannot name any single agricultural produc- 
ing nation, can you, that does not have similar artificial restrictions 
on imports, such as section 22 ¢ 

Mr. Heaty. No, sir. 

Mr. Gate Jonnson. I would be very dubious that such country 
exists. 

Mr. Harrison. You mentioned something about Cuba, and their 
restrictions on imports. Is not Cuba a conspicuous example of a 
country that maintains artificial restrictions on imports ? 

Mr. Gate Jounson. I would agree to that. The only comment that 
1 would make would be because others sin that is no reason why we 
should do likewise. It is certainly a factual statement. It is cer- 
tainly true every major nation has a kind of agricultural program in 
the sense that every major nation is involved in restricting, or con- 
trolling trade in agricultural products. 

Mr. Hearty. Furthermore, most of those same nations not only 
control imports, but some subsidize their exports. 

Mr. Gate Jounson. That is right. 

Mr. Heaty. I think that Mr. Reuben Johnson would agree to that. 

Mr. Gaz Jounson. I do not think that you can say the Canadian 
wheat program is a subsidy program in any sense, nor the Australian 
program. I am not exactly sure of the New Zealand butter situation 
at the present time. 

Mr. Heaty. It is subsidized as is true of the Dutch and Danish. 
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Mr. Harrison. Is it not true that the recent elections in Canada in 
which a new government was elected, reflected in part the feelings of 
the Canadians that their trade policies were too liberal toward the 
United States? Did not that have a good deal to do with the election ? 

Mr. Morrison. I think that Mr. Byrnes’ question needs a little more 
elaboration. I think this can best be done by reference to the case of 
wool. Of course, we do have a duty on wool but we have no special 
restrictions under section 22. The special support of the wool grow- 
ers’ income is provided by incentive payments. 

Now, if we had restrictions on imports of wool under section 22 
they would undoubtedly raise the prices of wool to the buyers. I think 
this is frequently neglected when we talk of restrictions under section 
22 being a method of avoiding expense in connection with the price 
support. They avoid expense to the Government Treasury, but they 
also involve effects on prices that involve expenses to the purchasers 
of the product. I think that Mr. Gale Johnson would have gotter 
to that point if he had elaborated further. 

Mr. Gaz Jounson. I started to make the point that with respect 
to the $2 price support on wheat, the cost of this to the United States 
Government, plus taxpayers, is about the same whether you do it 
through a loan program in which the domestic consumer pays $2 for 
his wheat and you sell abroad with an export subsidy, or whether you 
do it by a direct payment to the farmer. I was essentially agreeing 
with Mr. Byrnes, that from a political standpoint he is probably very 
right, that it would be more difficult to operate a wheat program with 
an 80-cent subsidy, or a 60-cent subsidy than the kind we have now. 

Mr. Revsen Jounson. I would like to ask Mr. Gale Johnson a ques- 
tion. I would like to ask Mr. Johnson to comment on which he thinks 
is the best method of carrying out support programs for agricultural 
producers—whether he favors the ability to pay the principal, or 
whether he favors plans through which the consumer would pay the 
bill. 

Mr. Gatre Jounson. Well, I am not sure that I would accept the 
notion that if you use direct subsidies as we are in the wool case, we 
are calling it ability to pay. It depends on whether or not our overall 
tax structure is progressive or not. 

Putting that aside, it does seem to me from the standpoint of 
the farmers maintaining their markets, both domestically and 
abroad, the advantage runs in terms of allowing the domestic prices 
to go relatively free and meeting commitments through direct sub- 
sidies making up the difference between the price support and the 
market price. 

For example, had we followed this kind of program in cotton 
over the past decade the domestic utilization of cotton would be 
higher, and there would have been less substitution of other com- 
modities for it. However, I do not favor any long-run program 
of trying to improve the farmers’ income through high-level price 
supports. But in my own paper I said as a transitional program 
I would favor the use of direct payments, but as a long-run propo- 
sition I think this is an inappropriate policy for the United States 
to follow and is of no great gain to the American farmer. 

Mr. Harrison. Mr. Dietz, your organization has always advo- 
cated the reciprocal-trade-agreements program. 

Mr. Drerz. That is right. 
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Mr. Harrison. I have followed you in that recommendation, and 
also section 22 as a limitation of it. 

Mr. Dierz. That is right. 

Mr. Harrison. Do you support GATT? 

Mr. Drerz. That is right. 

Mr. Harrison. And OTC? 

Mr. Drerz. As of our 1957 policies. 

Mr. Harrison. I will go along with you on all of them although 
perhaps I have some reservations on OTC. fatal 

Let me ask you this question: Is not section 22 a violation of 
GATT? 

Mr. Drerz. I believe that we have a waiver. 

Mr. Harrison. The United States each year, does it not, applies 
to GATT for a waiver or at least, reports on the waiver it received ¢ 
Mr. Drerz. I think so, and it so has been accepted each year. 

Mr. Harrison. If we favor GATT and we favor section 22, what 
do we say to the textile manufacturers of the United States who ask 
us to put the quota restrictions on imports of Japanese textiles? 
How do we draw the distinction there? 

Mr. Drerz. I think that this problem was resolved last year. 
Farm Bureau took an active role with the Japanese Embassy, and 
with various other interests, to help work out the agreement that has 
been in effect. 

Mr. Harrison. You mean the so-called voluntary agreement? 

Mr. Drerz. Yes; although it is not the most desirable solution in 
the world it is perhaps desirable in the light of better international 
relations, more so than an emotional approach which might upset 
the basket in the important Japanese market. As you know, Japan 
is our second largest market for agricultural commodities—after 
the United Kingdom. I think that we annually ship $300 million 
or $400 million worth to that nation. Therefore, it is in Farm 
Bureau’s interest to keep that market open for the American farm- 
ing people. 

Mr. Harrison. How much of that is actual free purchases and 
how much is induced by Public Law 480 and other Government 
programs ? 

Mr. Drerz. A lot of it has been under Public Law 480. 

Mr. Harrison. That was a very interesting chart that you showed 
us. Would you mind showing it to us again ? 

Now, what is the red? 

Mr. Drerz. The red represents shipments under Public Law 480, 
the mutual security program, and Export-Import Bank loans. 
Most of it is under Public Law 480. 

Mr. Harrison. And the green represents shipments under ordinary 
commerce ¢ 

Mr. Dierz. Yes. 

Mr. Harrison. Rice, for instance, is the leading commodity under 
Public Law 480. 

Mr. Drerz. Yes; but not in volume. Rice happens to be up in No. 1 
er because it has the highest percentage shipped under Federal 
1elp. 

Mr. Harrison. It is price-supported, is it not ? 
Mr. Dietz. Yes. 
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Mr. Harrison. It is also available for the soil bank and acreage 
allotment ? 

Mr. Drerz. So I understand. 

Mr. Harrison. I notice that fruits and vegetables are the least. bene- 
fited under those programs on your chart. They are not subject to 
price supports; is that not correct ? 

Mr. Drerz. That is right. 

Mr. Harrison. They are not eligible for soil-bank participation ? 

Mr. Detrz. No, sir. 

Mr. Harrison. Would you say that those figures indicate that it is 
the fat hog that gets greased ¢ 

Mr. Drerz. I would hope that you would not ask me to argue one 
commodity against the other. Farm Bureau is interested in the overall 
picture. 

Mr. Harrison. I am interested in the overall problem, too, but I 
am somewhat concerned as I look at the chart and as I try to encourage 
the officials of the Department of Agriculture to give a few of the 
crumbs under Public Law 480 to some of our Virginia fruitgrowers 
and poultry raisers. It appears to me from your figures that the 
commodities that the Government has substantial sums of money 
locked up in are the ones that the Department of Agriculture seems 
to be favoring under these Government programs. 

Mr. Drerz. Those are principally the ones that are stored by CCC, 
as you can see, and are in big surplus. 
r. Harrtson. You can store fruit and you can store poultry, can 
you not? 

Mr. Drerz. I think that this chart is extremely interesting. 

Mr. Harrison. It is extremely interesting. 

Mr. Heaty. I think that chart is interesting, too. I would like to 
ask Mr. Dietz, first of all, does 100 percent represent 100 percent of 
dollars, or volume? 

Mr. Drerz. Volume or dollars, the picture is about the same. 

Mr. Heatry. I do not have any numbers with me to refute what 
Mr. Dietz has written there regarding the dairy industry. 

Mr. Drerz. That is fine. 

Mr. Heaty. I think that I know enough of the general dairy situa- 
tion to just categorically refute the figures. 

Mr. Harrison. Dairy products are not supported at 90 percent of 
parity, are they? 

Mr. Hearty. They are not. 

Mr. Harrison. They are supported at what percentage? 

Mr. Hearty. They are supported now under a formula used by 
USDA at 81.5 percent. Under our formula, the percentage of sup- 
port is 76. 

Mr. Harrison. At what figure is rice supported ? 

Mr. Heaty. I will have to ask one of the rice experts. 

Mr. Harrison. Those that are supported at the highest levels seem 
to be obtaining the assistance and the interest of the Department of 
Agriculture more than the others; a great deal more than those that 
are not supported at all. There is no difference in the surplus situa- 
tion in any of them. There is a surplus in all of them. 

Mr. Byrnes. I think in some respects this chart may be misleading 
because it shows a percentage relationship between the commercial 
operation and the Government operation, and if you had it on dollar 
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volumes, or even bushels, you would get a different sort of picture 
that might be more clear. 

Mr. Harrison. I wonder. 

Mr. Byrnes. More clear for the point that you are making. 

Mr. Heary. At least with regard to dairy products, I know without 
any doubt that there must be 3, 5, or 10 times as much exported under 
Government programs as is exported in free commerce. Is not that 
substantially correct, Mr. Byrnes? 

Mr. Byrnes. That is the issue shown by the chart. The chart shows 
it is the other way around. I am inclined to agree with you, Mr. 
Healy, from my information about the dairy picture. 

Mr. Drerz. Would you allow an explanation? Unfortunately, we 
had to lump the dairy data together with the livestock figures. If we 
had had more room, we would have broken it down. I had to bring 
this with me on an airplane. 

Mr. Harrison. I see that livestock and dairy are lumped together. 

Mr. Rasuisu. Mr. Chairman, may I suggest that Mr. Dietz and Mr. 
Healy may wish to supply additional data or interpretations of the 
data contained in the chart, for the record. 

Mr. Dierz. We would be most happy to do so. 

Mr. Byrnes. I wish that we could write here a program for agri- 
culture, and particularly would I like to see us write a program for 
dairy products which would put the dairy farmer and the dairy 
industry in a better position than they are today. 

Now, I would like to get back to section 22. I think that everybody 
is agreed it is necessary if we are going to have a Government pro- 
gram somewhat along the lines of what we have today. Others agree 
that if we did not have a Government program for supporting agri- 
culture as such you should have an import-restriction program. 
gather that there are some differences of opinion between Mr. Reuben 
Johnson and Dr. Davis and some of the others as to whether that is 
a true conclusion. 

Now, let me ask the panel this question, and this relates to the 
effectiveness of section 22: Should we leave section 22 as is? Does 
that take care of the problem we have presented to us as a result of 
a Government program, and as a result of the agricultural situation ? 
If not, how should it be corrected, and what changes should be made? 

Mr. Heaty. I think perhaps this might be a time, if the chairman 
will permit, to discuss this proposed amendment to section 22 which 
we have submitted. Was acopy given to you? 

Mr. Byrnes. Yes. 

Mr. Heaty. Basically, it follows the same pattern as section 22 
with 2 or 3 major exceptions. 

In the first place, it defines as the policy not to protect only Gov- 
ernment programs, but to protect American agriculture, whether it 
be supported through Government programs or not. That is No. 1. 

No. 2, it substitutes for the current system of import control through 
exclusion by proclamation a system of licensing. 

No. Sand I think this is most important—it recognizes that per- 
haps notwithstanding any restrictions that might be necessary to pro- 
tect domestic agriculture, that it may be in the interest of the United 
States, and in the interest of our defense program, our foreign rela- 
tions program or what have you, to do business with certain countries. 
It may be, for instance, advantageous to this country to do business 
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with New Zealand. In order to do business there you have to buy 
butter, but in doing that business this proposed legislation says that 
American farmers shall not carry the burden for maintaining happy 
relations with New Zealand. It says that is the job of all of the 
people. Therefore, this proposed legislation provides that notwith- 
standing any of the criteria which are written into it, if the President 
feels he should import New Zealand butter to maintain relations with 
New Zealand he is free to do so without any regard to licenses, quotas, 
or domestic situations. But it says that we must recognize the import 
for what it is and charge the cost of it to that program. Let us not 
burden the American farm program with maintaining relations with 
New Zealand. Let us burden all of the people because it is the re- 
sponsibility of all the people to do that, not just the American dairy 
farmers. 

Mr, Byrnes. How would you pay for it? 

Mr. Heaty. We will pay for it out of the foreign relations budget, 
or the defense budget. 

Mr. Byrnes. What do you pay, and to whom do you pay it?) What 
are the mechanics? 

Mr. Heaty. The mechanics are as follows: If we are in a surplus 
situation, a dairy surplus situation, such as we are today, and the 
President feels that he wants to import New Zealand butter, then he 
allows New Zealand to bring in so many pounds of butter and an 
7 amount of butter is removed from the market at the expense 
of the defense budget, if it is to be traded off for airbases in New 
Zealand, and insulated from our domestic market. You see, if you 
do not do that, Mr. Byrnes, then we get into the fix we were in this 
summer when New Zealand was importing butter oil to the tune of 
about 10 million pounds, which displaced American butterfat sales 
in the New England ice cream industry, and the result was, of course, 
that that butterfat came into Government warehouses and we spent 
some $5 million out of the farm budget to maintain relations with 
New Zealand. Now that, we submit, should be charged to the pro- 
gram for which the relations are to be maintained. It does give the 
President a free hand to do what he thinks should be done without 
regard to the criteria in the bill. 

Mr. Gatz Jounson. The net effect on butter prices would be exactly 
the same as the net effect was this time. 

Mr. Heary. Oh, no. 

Mr. Gate Jonnson. Wasn’t butterfat being supported ? 

Mr. Heary. We are losing sight of one thing. Our dairy surplus 
is right now within the realm of manageability. We do not have a 40- 
percent surplus or a 2 years’ supply as is the case in some commod- 
ities. It is our hope if we are able to maintain sales, and produc- 
tion does not increase at a rate any greater than it is now, we could 
be out of this surplus situation within a reasonable time. But we will 
only be out of the surplus situation when the Government no longer 
has a car of butter in its warehouses. This butter which was bought 
by the Government this summer is stored there and is available to 
the market when the market can absorb it. The butter that the Presi- 
dent would buy under this proposition would be effectively and con- 
tinuously insulated from the domestic market. In that respect. it 
would have an appreciably different effect on prices; not currently 
but maybe a month from now or a year from now. 
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Mr. Dierz. I would like to say, as mentioned in the compendium, 
Mr. Lynn’s statement, we are in favor of section 22 which provides 
the necessary protection. Protection made necessary by unrealistic 
domestic farm programs. This last year we took leadership in a sec- 
tion 22 action on butterfat oil. We have in our organization several 
hundred thousand milk farmers, so we took action to plug this loop- 
hole. However, there has been some argument as to where the fund 
authority should rest, whether it should rest in the Congress or in the 
Executive. We believe that it should rest in the Executive and we 
think if that were not so it would virtually emasculate the Reciprocal 
Trade Agreements Act. 

I know that next year this will be a subject that will be discussed 
very completely and very thoroughly. I am sure most of us agree 
that every Representative in the House of Representatives and every 
Senator in the Senate is not in favor of log-rolling. This is a nega- 
tive practice. I think that if this authority, either under the “escape 
clause” or section 22, were shifted we would see the worst rash of log- 
ee to the general harm of the United States we have ever seen 

efore. , 

Mr. Heary. I ask that the record show that the National Milk 
Producers Federation was the only national farm organization which 
appeared before the Tariff Commission on butter oil or exylene. We 
agree that the operational authority under section 22 should rest in the 
executive also, As a matter of fact, we proposed in this amendment 
here to put it with the Secretary of Agriculture. He knows most 
about food. 

Mr. Drerz. I was referring to the White House when I said the 
Executive, with a capital “E.’ 

Mr. Byrnes. Do we agree that there is a defect in the present sec- 
tion 22 in its inability to act immediately, or its failure to act imme- 
diately and to cope with the various subterfuges that can be entered 
into by foreign exporters, or domestic importers such as the case of 
exylene last year? It got in, and in the course of a couple of months, 
in the amount of 9 million pounds and it was 74 percent butterfat, 
as I recall. In my judgment, and I think it would be the judgment of 
anyone who looked into it, it was a subterfuge for getting in butter 
oil for the ice cream industry and to get around an order which had 
previously been issued by the President restricting the importation 
of butterfat. Yet there continued, by reason of the original order 
and the interpretation by the Customs Bureau, an open door to this 
exylene for a period of several months and during that period there 
came in at least 8 or 9 million pounds, as I recall. And the only rea- 
son we did not get in any more is because I understand we had a tacit 
understanding with the New Zealand Government that they should 
control their exporters and not have them send in any more for a 
while. 

Mr. Revsen Jounson. I think that there is a defect in the way 
section 22 operates. 

Mr. Davis. I have listened for quite a while. 

Mr. Harrison. You certainly have. 

Mr. Davis. We are in agreement, as I understand it, that we are 
likely to need something in the nature of section 22 for some time 
in the future. 
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Now, it seems to me there is something Congress can do to help 
clarify this matter, and that is to integrate section 22 into our foreign 
trade policy, make it a part of it. In doing that, it seems to me, we 
also need to take into account its counterpart; namely, the device by 
which we keep ourselves competitive in world markets for our export 
commodities when our price is higher than world markets. We need 
to deal with both of these items simultaneously. My thought is that 
Congress could greatly clarify the whole picture if it established 
section 22 and the device for getting into world markets when we 
have a traditional position in markets when our price raises us above 
world markets as phases of our international trade policy. My feel- 
ing is that the biggest problem we have had in section 22 has been 
its hit-or-miss method of application. Because we have always con- 
sidered it as an exception to our trade policy, we have always been 
apologetic about applying it. The result is that neither our own 
people, nor other countries, could anticipate what our action was 
going to be. There is always a temptation for other countries to try 
to run around section 22 and enter goods into this country in every 
way possible. .This they do because they feel a strong need for 
dollars. 

Now, when we do apply section 22 we often do it late. We do it 
with apology, and those people who have bought goods for entry are 
unhappy, people who thought they were going to make an end run 
around section 22 but who got caught and did not make it. Then 
such traders are unhappy. It seems to me if we quit being apologetic 
about the use of section 22, if we would say to the world that such 
section is to be a part of our trade policy for so long a time as we 
may have a domestic price support program that intermittently puts 
us above world prices, we will fare much better. 

Mr. Harrison. What are you going to do about GATT? 

Mr. Davis. Well, it seems to me that what we should do is to recog- 
nize section 22 as part of our trade policy and then reconcile this 
fact with our policy on GATT. Actually, I feel that this is nossible. 
You see, in doing this we would not be trying to rationalize with 
our own international trade policy any more than other countries 
have to rationalize. They have the same kind of problem. The big 
difference is we are carrying a bigger load in terms of world re- 
sponsibility than others and because of this our action on section 22 
has wider significance. It seems to me as we seek to reconcile section 
22 with our trade policy we should establish a rule of reasonableness 
such as that I mentioned before, and this reasonableness should 
apply both to the use of section 22 and to the use of subsidies for 
exports. 

But to sum it up. I would suggest Congress define section 22 and 
its counterpart, the use of subsidies, when we are priced out of world 
markets, as a part of our trade policy for such period while we are 
using price supports that intermittently get us above world prices. 
If we would follow such policy with consistency it would actually 
improve our relations with these other countries because they would 
know what to anticipate. I think it is the uncertainty as to what we 
intend to do that is the greatest upsetting factor in world trade and 
that stimulates resentment toward us. Really, we have not used 
section 22 excessively, but it is the uncertainty about it that creates 
the resentment, and the fact that people get stopped by section 22 in 
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the middle of efforts to import farm commodities. This creates a 
resentment. 

Mr. Rasuisu. I would like to ask a question of Dr. Davis with re- 
— to our obligations under GATT and what he has described as 
the apologetic posture we have assumed with respect to GATT. 

As I understand it, there is a provision in GATT, I think it is article 
11, relating to the use of quantitative import restrictions when there 
are domestic agricultural programs. The GATT waiver which the 
United States obtained was occasioned by the fact that the GATT 
article can be invoked if there is some kind of restriction on domes- 
tic production that goes along with the domestic support program. 
It was only in recent years when the application of. article 22 was 
extended to products where the domestic programs did not include 
acreage or production restrictions that we have had this embarrass- 
ment with GATT that led to the waiver that was referred to earlier. 

I wonder what views the members of the panel would have with 
respect to the use of section 22 under circumstances where the domes- 
tic agricultural program does not involve restrictions on domestic 
production ¢ 

Mr. Harrison. With that question before us, we will adjourn until 
2 o'clock. 

AFTERNOON SESSION 


Mr. Harrison. When the committee arose, the staff had posed a 
—s for discussion. If it is agreeable, we will start off on that 
subject. 

Mr. Rasuisn. I believe I directed a question in the first instance 
to Professor Davis. Shall I repeat it? 

Mr. Harrtson. Please do. 

Mr. Rasuisu. The question related to Professor Davis’ observation 
about the embarrassing position the United States has assumed vis- 
a-vis GATT as a result of restriction on agricultural imports under 
section 22. 

I raised the point as to whether that embarrassment was not the 
product of a special situation. The GATT does have a provision, 
article 11, permitting member countries to impose quantitative restric- 
tions on agricultural imports where that member country maintains 
domestic agricultural programs, and where that program has as a 
feature of it, provision for the restriction of domestic output. I 
asked whether the waiver which we obtained from GATT was merely 
an attempt to adjust our obligations because we were imposing import 
restrictions on agricultural products where there was no quantitative 
restriction on domestic output as provided for by article 11. 

In addition to that, I asked whether members of the panel would 
have some observations about that feature of the GATT provision; 
namely, the maintenance of restrictions of some sort on domestic 
output. 

Mr. Davis. My feeling is that fundamentally many other countries 
are pretty much in the same boat with us when you get down to it, 
and that an exploration of this principle today, even more than in 
earlier periods just after the war, would reveal a fairly good meeting 
ground between countries. 

My guess is that other countries would probably agree to waiving 
this provision if they had reason to believe our policy would be a 
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reasonable and balanced one, both with respect to our entering their 
markets through export subsidies and permitting them to enter our 
markets under section 22. The same principle of reasonableness 
— apply both ways. I think we could work out a solution with 
them. 

I think one of the things that is affecting this favorably is that, 
whereas right after the war currency shortages were extremely acute, 
they now are becoming less so. I believe that, as that happens, other 
countries will find they do not want to commit themselves to always re- 
strict their production as a prerequisite for applying an import quota 
on a price-supported commodity. I think we are moving toward a 
common ground with them. 

Mr. RasuisuH. Which might conceivably take the form of a revision 
of the GATT provision? 

Mr. Davis. Yes; it seems to me that could be done. 

Mr. Rasutsx. Do I get the suggestion from your observation that it 
was reasonable, at least in 1947, to expect countries to impose restric- 
tions on imports only if they did impose restrictions on domestic pro- 
duction? Was that regarded as a reasonable solution, given the 
atmosphere of the times? 

Mr. Davis. I think the exchange difficulties after the war led to a 
greater sensitivity on that than now. I think now more and more of 
these countries are getting in the same position with respect to their 
price-support programs that we are. 

Mr. Byrnes. I think the point Mr. Rashish makes goes to the ques- 
tion of whether there should be a distinction made between agricul- 
tural items on which the Government is imposing production controls 
as against agricultural commodities which it is not controlling. In 
other words, whether you should have a different policy for milk and 
dairy products, which you do not control as far as production, as com- 
pared to the policy on, let us say, cotton or tobacco or something like 
that. 

AsI got it, that was the basic question he asked. 

Mr. RasuisH. Yes. 

Mr. Davis. What I had in mind saying—I guess I did not make it 
clear—is that I do not think we can make a distinction between sup- 

orted crops that do or do not have production controls. I do not 
lieve the other countries would be unreasonable on that point now. 
I think we can reconcile our position with them. 

Mr. Byrnes. In other words, as far as you can see, the distinction 
that GATT makes is rather unrealistic in having a different policy 
toward items under production control and items that are just sup- 
ported by the Government? 

Mr. Davis. Yes. 

Mr. Harrison. Is it not true that the GATT has some sort of pro- 
vision which other nations can take advantage of for the purpose of 
imposing restrictions, but that we cannot? I refer to currency 
controls. 

Mr. Rasuisu. There is a provision for the imposition of quotas for 
balance of payments reasons. 

Mr. Harrison. In most cases they do not need anything further. 

Mr. Revsen Jounnson. Mr. Chairman, I think it might be appro- 
priate to inject our feeling with regard to this. I believe there are 
37 member countries to GATT. These countries, many of them, have 
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rice support programs, they have export auaidy programs, and the 
ae either a section 22 or some other law which protects their agri- 
cultural producers just as our section 22 protects our agricultural 
producers. 

If they did not have this out, they would not be members of GATT. 

Now, with regard specifically to the question raised by Mr. Rashish, 
we have in the United States many different types of market prora- 
tions involving many different kinds of commodities. Marketing 
orders and agreements, price supports, Federal purchases, various 
supply diversion programs, any means that you would take to help 
to strengthen the bargaining power of the producer, whether it be 
State or Federal, should come to play in this consideration of the 
question raised. This business of just saying that some production 
or acreage control would be the only thing you would consider in 
connection with article 11 of GATT would be much too strict. 

We borrow this term, “market proration,” from the petroleum in- 
dustry. They use this in connection with their interstate pacts and 
other means they have of developing bargaining power for themselves. 

Mr. Rasnisu. If I may pursue this point a bit further, what I 
have in mind is the question of improving the operation of section 22 
and whether any members of the panel feel that, either by legislation 
or by Executive order, section 22 might be improved in its operation, 
given its intent. 

I directed the question to Professor Davis because on page 2 of his 
statement, in points 3 and 4, particularly, he refers to the fact that 
the United States should make it clear that we will not use section 22 
to block reasonable imports based on past performances. 

As I understand it, there is a provision relative to the administra- 
tion of section 22, that consideration should be given to some base 
preiod performance of imports as a basis for setting the import quota. 

The first point I would ask is whether in the opinion of of the par- 
ticipants in the panel, and perhaps they have had an occasion to review 
the operation of section 22, adequate attention has been given to the 
standard Professor Davis has laid down here—that is, not to block 
reasonable imports based on past performances, and, secondly, whether 
in legislation, if that is the appropriate place, some standard of that 
sort should be inserted, and how that might be administered in prac- 
tice. 

I have in mind, just to elaborate this a little bit, the following kind 
of consideration. The basic commodities that enjoy mandatory price 
supports, virtually all of them—cotton, wheat, corn, tobacco, rice, I 
do not know about peanuts—are crops for which we have traditionally 
enjoyed an export market, and in which we are generally regarded as 
highly efficient producers. 

If there were no historical record of imports of these products, ex- 
cept, perhaps, for special types, one might conclude that restrictions 
on imports of those commodities under section 22 could amount virtu- 
ally to embargoes, whereas, for other products, some of the nonbasic 
commodities that are designated as enjoying mandatory price sup- 

orts—diary products, wool, et cetera—different treatment would o 
indicated according to the standard of reasonable imports based on 
past performances. 

Mr. Davis. In general, I would agree with the comments you have 
made. It seems to me that reasonableness has to be a two-way street. 
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You see, our use of section 22 governs the right of other countries to 
enter our markets when our prices are above world prices, and our 
export subsidies govern our right to enter other countries’ markets 
when our prices are above world prices. 

It seems to me that the same principles need to govern both situa- 
tions, and I am suggesting that we look at the two together, therefore, 
and apply to both of them simultaneously a principle of reasonable- 
ness. That is a rather vague term, but I have thought on this quite 
considerably, and I canont think of a better approach to it than one of 
reasonableness. One cannot single out a single set of factors for all 
commodities, because situations will be so different, case by case. 
One cannot say, well, these 5 or 6 factors are the ones that should 
govern all action under section 22, nor can we weight this one 20 per- 
cent and another one 10 percent, et cetera. It is not that kind of a 
situation. 

On page 3 of my prepared statement in the last part of the second 
paragraph, I touched on this idea of reasonableness a little more spe- 
cifically. 

While such concept of reasonableness must be based on historical trade pat- 
terns, there also must be a willingness to adapt such patterns to change and 
progress, and because of the rapid rate of change in the postwar era, no past 
period can be considered as normal and, hence, a satisfactory base for continuing 
trade relationships. 

I think that the historical pattern should serve as a starting point 
with respect to action under section 22. It seems to me, then, you have 
to develop a course of action from this base, taking into consideration 
the important factors in the picture. The postwar trade pattern of the 
world is vastly different from before, first because a large part of the 
world is more or less sealed off as far as the Western World is con- 
cerned. Second, because as we came out of the war there was a ter- 
rific shortage of both foreign exchange and goods in certain countries. 

All of this has altered the trade pattern and as we come to 1957 we 
cannot tie to any previous period as a base. This is less so, I think, 
today than generally in the past. 

So I am suggesting here, then, a concept of reasonableness which 
one might say starts from a historical base, and then reasons from that 
to an appropriate solution to the specific case under consideration. 

Fully as important, it seems to me, as the concept of reasonableness 
itself on this two-way street, is the development through time of a 
record for consistency, equity, and justice. We ought to be so con- 
sistent in our action that other countries can anticipate what we will 
do in a given set of circumstances. Also, as I said this morning, we 
ought to quit being apologetic about action under section 22. 

Then when a situation develops which fits the principles we estab- 
lish, we should not equivocate in applying section 22. Instead, we 
should move with dispatch, certainty, and consistency and by so doing 
help other countries to anticipate our action. As other countries learn 
our policy they can anticipate in advance that they can or they cannot 
trade with us under these conditions, and make their decisions accord- 
ingly. In this way they can better avoid being caught off base in an 
embarrassing position that may be costly to them. 

Mr. Rasuisu. In order to achieve such certainty, is there a need for 
improving or revising the legislative standards and perhaps also the 
administrative standards of, for example, section 22 so that there could 
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be an advance declaration of what the policy is and how it is to be 
executed ¢ 

Mr. Davis. I would think the general concept of considering section 
22 and its counterpart, the export arrangement to enter markets when 
our prices are above world prices, should be set by Congress. It seems 
to me Congress might establish this as an integral part of our foreign- 
trade policy. 

The finer points, it seems to me, should be left to administrative de- 
termination by definition and proclamation. 

Mr. Rasuisu. Do you regard section 22 as adequate today in that 
respect ? 

Mr. Davis. It seems to me section 22 probably is adequate in the 
sense that it gives enough flexibility to do about what you need to do. 
But it lacks the status aheine a part of our international trade policy, 
really. Rather we now look upon it as a sort of necessary evil, some- 
thing that is illegitimate rather than a part of our trade policy. 

Mr. Byrnes. Could I ask this of Dr. Davis? I have a question re- 
lating to a shifting from the present system, which says the President 
can impose embargoes, which leaves a lot of questions in anything. I 
think that is the big uncertainty. Will he? What will the Tariff 
Commission find ? if you shift it over to a proposition of licensing, 
as was suggested, with then the authority to relax the licensed quan- 
tity on the reasonable basis, then you would at least from the stand- 
point of the proposition you just presented have a definite policy 
statement that is not to come in except under special circumstances, 
and a recognition of our attempt to be reasonable. 

Would you think the committee might give consideration to a 
shifting to that concept rather than the embargo concept ? 

Mr. Davis. First, let me say I have not given very careful or serious 
thought to this proposition of licensing. Just offhand I would think 
that I would avoid it if I could. I do not see why, if the policy I 
have suggested were adopted, that the actual time lapse in imple- 
menting action under section 22 could not be greatly shortened even 
under our present setup. 

Mr. Byrnes. I mean from the general philosophy. The philosophy 
now is that we will only take action to restrict where we can find a 
combination of all kinds of circumstances, and then the President 
finally agrees, and the assumption is that the State Department has 
finally acceded to the position of the Agriculture Department in the 
matter; that only then will we impose this limitation. 

My thought was we would get more definiteness and certainty in the 
picture as far as not taking an apologetic attitude if we said from 
the beginning, our policy is against these items coming in if we are 
supporting them, and buying them at the present time. It can, how- 
ever, be relaxed so that we would remove that uncertainty that exists 
now. 

Mr. Davis. You do not have to have the licensing arrangement 
to do what you said, do you? I am not ready now to accept the 
licensing system as necessary. 

Mr. Byrnes. It would amount to the same thing, either that or an 
automatic quota that automatically went into effect. 

Mr. Davis. Somebody would have to make the decision that this is 
the cutoff point. 
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Mr. Byrnes. Yes. If you were buying commodities and supporting 
commodities, you can have that as a factor. Another factor could be 
whether the market price of the commodity at a particular time is 
below the parity price that had been calculated, below, let us say, 
100 percent, if that is the standard you are going to use, or whatever 
percentage, you could have an automatic formula, I suspect. 

Mr. Davis. You have to let some in if we have been receiving im- 
ports. Section 22 limits the ad valorem or quota to 50 percent of a 
base period. Inherent in section 22 is this idea of recognizing previous 
trade patterns. It seems to me that this is part of the reasonableness 
IT have attempted to define, particularly if we want other countries to 
let us in to their markets, too. I would like, I believe, to see this done, 
carrying out that philosophy. 

Mr. Byrnes. That is a limitation on our authority or the President’s 
authority ? 

Mr. Davis. Yes, the 50-percent provision limits the degree of action 
by the President. 

Mr. Byrnes. Rather than a grant to the importer or the foreign 
exporter. 

Mr. Davis. That is right. 

Mr. Byrnzs. I was thinking if we reversed 

Mr. Dayis. Let me try to answer you in principle. I do not think 
I have thought carefully enough about the licensing proposition to 
propose one method over another, administratively. 

It seems to me, though, we do need to have a definite enough policy 
established so that other countries looking at the facts themselves, 
even before we take action, can anticipate what we are going to do. 
I think we render them a disservice not to have a better defined policy. 
I think our own traders and other countries both would respect us 
more and like us better and we would improve our relationships with 
them if we would be sufficiently definitive as to our policy that they 
could pretty well anticipate what we were going to do. 

Mr. Gate JoHnson. Do you think that would be so if it really re- 
sulted in their imports being lower to us than the present procedure? 

Mr. Davis. Nobody now can anticipate how low or how high our 
present procedure will be. It is hit or miss. 

Mr. Gate Jonnson. They knew what it has been and what it is 
now. 

Mr. Davis. It is not consistent. 

Mr. Gate JoHnson. Reasonableness can be interpreted many ways. 

Mr. Heaty. I would like to say first of all that in drafting this leg- 
islation we have 3 or 4 things in mind. We did not intend to go back 
and repair leaks in the dike which have taken place over the years. 
We would think that the Secretary would grant licenses at least in the 
amount which is currently coming in. So that it would not lower 
current receipts. 

Mr. Gate Jounson. Is that spelled out in the proposed act? 

Mr. Heaty. No, it is not, but I would think that by the time it got 
through this Congress that could be well understood and established 
in the legislative history. 

Secondly, I think the point Mr. Byrnes was making is well taken, 
that any action under this licensing system, any official action which 
was taken, would benefit the foreign country, whereas any action 
taken under section 22 deters their operation. 
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Mr. Byrnes. It at least has a psychological effect. 

Mr. Hearty. That is correct. That is part of the reason we wrote 
the thing as we did. ‘ae 

Now to get back to something more basic, Mr. Rashish’ original 

question here, as I remember it, goes to the point of this whole dis- 
cussion today, the foreign-trade policy in relation to agricultural 
volicy. 
' As to whether foreign trade should be governed by the amount of 
quota restrictions which are placed upon the productive efforts of 
American farmers or not, I think is really one of the basic things 
that we have to consider. I think it goes just a little bit again beyond 
these CCC programs. We have got to consider as to whether our 
Sectianonill policy should accommodate our domestic agricultural 
policy, or whether the reverse is true, whether our domestic agricul- 
tural policy should accommodate our foreign trade policy. 

Of course, I am here attempting to convince the committee that 
the domestic agricultural policy should predominate. ' 

Now with that in mind, I think that since I may not get another 
chance to do this, we have heard Mr. Davis talk for a number of years, 
first when he was a representative of the farmers of this country, and 
next in the Department of Agriculture, and I do not think we have 
ever heard him say anything which benefited American agriculture 
any more than what he has said today. 

Mr. GAs Jounson. He thought you were going to stop before you 
did. 

Mr. Heaty. I think it is important for all of us to realize that peo- 
ple who not only represent farmers here in this city do consider that 
they have something to do with our domestic economy and that their 
productive effort and their productive ability should be retained. 

Mr. Gate JoHnson. I would like to just raise an issue that bothered 
me somewhat throughout this panel discussion and is emphasized 
by a point made now. 

It is that in terms of our decisions with respect to international 
trade that the emphasis should be, or priority should be, given to our 
agricultural policy. 

It does not seem to me that we can, as Americans, really adhere to 
such a policy or such a set of priorities. Certainly we are spending 
several tens of billions of dollars each year in a program designed for 
our national security. Insofar as our measures we take in other areas, 
such as agricultural policy, interfere with the results we get from 
these expenditures, I do not see how we could say they necessarily 
should have priority. 

Maybe in an individual case decision will come in that way, but as 
a flat principle or flat statement, we simply cannot in terms of the 
other programs and activities that our Government carries on—and 
I think that it has to carry on—say that whenever there is a conflict 
it should always be resolved in favor of the agricultural program 
or in favor of our agricultural interests. 

What this usually means is in favor of the agricultural program 
we now have. I think this should also be considered more fully 
than it is generally, whether or not there are other alternatives to our 
farm programs that can be adopted which would result in a trade 
position more consistent with our overall international trade policy. 
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For example, we have the Reciprocal Trade Act, which has some- 
what different objectives from our farm programs. This has also 
been passed by the Congress and has been in effect about as long as 
our major farm programs. We do have the question of resolving a 
conflict, not just taking one side and saying the other area is of no 
significance. 

Mr. Harrison. Mr. Dietz, I will be glad to hear from you now, and 
then Mr. Johnson in a moment. 

Mr. Drerz. I think that it is quite necessary, and this may sound a 
bit elementary, not to shift our emphasis here or overemphasize what 
we bring into the United States; 13 to 15 percent of the production on 
our farms this year was exported. In the year 1956, we shipped over 
$4 billion worth abroad. We shipped in about $1.5 billion in com- 
petitive products. 

This is a wide margin. The interests of the people who own and 
Sperete our farms and ranches obviously are with keeping exports 

] . ' 

ie Harrison. Four billion exports, and 114 billion imports? 

Mr. Dietz. Yes, in the year 1956. The $11% billion are commodities 
that compete. I am not referring to complementary foods. I am 
speaking of commodities that we have to worry about here. 

Let us keep our minds on the most significant things. We must 
keep export markets strong and large. They are very important to 
the income and welfare of our farmers. 

Mr. Harrison. Mr. Johnson. 

Mr. Revsen Jounson. I would like to speak to the comments of 
Dr. Johnson. I think it is pretty obvious from some of the state- 
ments he made in his overall statement at the beginning, and to some 
I made in mine, that we do not agree on a few points. 

If you follow logically the point he has made here that you give 
first consideration to foreign policy in what you do in the realm of 
a ‘icultural policy, we certainly have to make a lot of shifts in the 
United States. AJ] of these shifts would not be confined to agricul- 
ture. What about our airline subsidies that help keep out competi- 
tion from airlines of other nations? What about our maritime 
subsidies? 

I am not suggesting we do away with any of them. I am suggest- 
ing that you have to Mending the base considerably that Dr. Johnson 
is talking about if we should start to make over ourselves simply on 
the basis of foreign policy considerations. 

Mr. Harrison. You talk about the farmer and price support, and 
so forth. What percent of the American farmers are benefited by 
price-support programs? I am talking about the number of farmers 
now. We will talk about his wealth next. What percent of the 
individuals? 

Mr. Rasuisu. CED just got a report out which says that 30 percent 
of farm income was from supported crops. 

Mr. Harrison. That is too high. It is 23 percent of income. What 
percent of the number of farmers? 

Mr. Reuzen Jounson. Maybe we are naive, but we believe that the 





fact that you do have some type of support for: 

Mr. Harrison. Helps all farmers. I am familiar with that theory. 
I want to know how many farmers, what percent of farmers, have 
their prices supported. 
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Mr. Revsen Jounson. If you are trying to make a point that 
there are too few, I would agree with that. 

Mr. Harrison. I am not making any point. I am simply asking 
a question. 

‘What percent of the farmers are directly benefited by the parity 
program, price-support program ¢ 

Mr. Revsen JonHnson. On a nose-count basis, no one could give an 
answer to that. But some indication is given by the number of 
individual loans made on certain price-supported crops. The Com- 
modity Credit Corporation reports that in the fiscal year 1957, 301,033 
corn loans were made; 3,304,732 cotton loans; 7,071 loans on rice; 
231,898 loans on wheat; 45,199 loans on barley; 9,195 loans on dry 
edible beans; 37,654 loans on flaxseed; 12,677 on cottonseed; 90,708 
on soybeans. These figures highlight a side of the price-support 
program we tend to overlook. It has a stabilizing effect on both the 
agricultural community and main street. 

Mr. Harrison. The only information I have is the statement of the 
Secretary of Agriculture that in revenue, from the point of view of 
revenue to the farmers, 77 percent of the revenue to farmers is not 
subject to price support. Would you dispute that as a fact? 

Mr. Revusen Jounson. Yes, I would. I think, Mr. Chairman, 
that you will find the Secretary of Agriculture, in making state- 
ments as to how few farmers are affected by price supports, has 
narrowed his definition to the six crops for which mandatory sup- 
ports are in operation. Front office statements are always highly 
selective in order to make a point in opposition to price supports. 
But official USDA figures and facts can give a complete and dif- 
ferent picture. While there are only 6 basic crops for which Con- 
gress has established mandatory price floors, there are 16 additional 
commodities, including sugar, for which various systems of price 
supports are applied in order to stabilize the market. Certainly 
every producer of each of these crops benefits from the price sta- 
bilizing effect of price supports, whether or not he ever puts a bushel 
or a pound into a storage program. And I think anyone who 
thought about the problem at all, would readily acknowledge that 
all livestock prices are influenced by the price of feed grains, al- 
though it would take more direct support measures to correct condi- 
tions that can lead to wild price fluctuations. 

Using official figures concerning marketings under price support- 
ing programs for the year 1956, we find that food grains, feed crops, 
and oil-bearing crops were marketed for 23 percent of the total cash 
receipts to farmers; cotton and cottonseed accounted for 8 percent; 
tobacco and sugar for 5 percent; dairy products brought in 15 per- 
cent; and wool around one-half of 1 percent. So crops on which 
price-support programs have a direct and visible effect represented 
52 percent of the cash receipts from farm marketings in 1956. Live- 
stock and poultry and their products brought in 38 percent of the 
cash receipts. Fruits, vegetables, and tree nuts represented 11 per- 
cent of the value of cash marketings. 

In relation to fruits and vegetables, I would like to point out that 
many of these producers have available to them augmented bar- 
gaining power through Federal marketing agreements and orders. 
In 1957, 30 such marketing agreements and order programs are in 
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effect for fruits and vegetables. This kind of program provides for 
regulation of quantity and quality of the commodity which can be 
marketed; allocation to each handler of the quantity which he may 
purchase and market; control and disposition of surpluses; estab- 
lishment of reserve pools. Under certain conditions the quantity 
and quality of imports of fruits and vegetables covered by market- 
ing agreements and orders may be regulated. California has laws 
authorizing agreements and orders for processed fruits and vege- 
tables which include the establishment of prices and quotas for indi- 
vidual producers. A good start toward bringing price stability into 
this area of fruit and vegetables has been made in spite of the oppo- 
sition of fruit and vegetable processors. 

We would like to see marketing agreements and orders applicable 
to any agricultural commodity, or regional, or market classification 
thereof, wherever effective proposals can be developed by joint 
private-public consultation and the proposal is approved by two- 
thirds of the producers affected. 

Mr. Heaty. This applies here again only to milk, but the price of 
every pound of milk sold in this country is supported by the milk- 
price-support program. 

Mr. Harrison. They lowered the price support and the price of 
milk went up on the market, and they raised it, and it went down. 

Mr. Hearty. No. We are talking about farm prices here. 

Mr. Harrison. I am talking about farm prices. 

Mr. Hearty. The farm price of milk in this country, every pound 
of it is affected directly and in proportion to the price support level 
exactly. 

Mr. Harrison. Is this not also true—we keep talking about the 
farmer here—there certainly could not be any dispute of the fact that 
if you put it to a popular vote of the American farmer, he would 
reject the parity support program in its entirety. Would anybody 
dispute that fact ? 

Mr. Hearty. I would. 

Mr. Revusen Jounson. I would. 

Mr. Heary. We just returned from our annual meeting at which 
we had representatives of a half million dairy farmers. They voted 
two things. 

No. 1, such a price-support program “should provide returns to 
dairy farmers which maintain balance in agriculture and are in line 
with current national economic levels.” 

Mr. Harrison. I know that. 

Mr. Hearty. That is one. The second one was, “maintain in any 
event”’—they assume this is higher than what they are talking about— 
“a support level which will return no less than the current dollars 
and cents price to farmers.” 

Mr. Harrison. Let us see if we can agree on this: That it is unfair 
to have a small percent, say 23 percent of farmers have the benefit 
of price-support programs while 77 percent does not enjoy such 
benefits. Is that true? 

Mr. Hearty. I would say, “Yes; that would be unfair.” Here 
again I have got to say that as this applies to milk, that is not the 
case. 

Mr. Harrison. Sir? 

Mr. Heatry. As it applies to milk, that is not the case. 
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Mr. Harrison. I am not talking about any one line of agricultural 
endeavor. For instance, what that chart shows is that not only do 
those who have price supports get the benefit of that floor on their 
product, not only do they get the benefit of the soil-bank plan which 
is denied to the others, but in the Government export programs, 
which is intended to apply equally to all agricultural endeavors, in 
order for the Government to get rid of the enormous amount of stuff 
it has in warehouses, it favors those groups in the overall programs. 
Is that not true? 

Mr. Byrnes. Mr. Chairman, could I make a comment? 

Mr. Harrison. Yes. 

Mr. Byrnes. I think we have gotten a little away from section 22. 
I think you are overlooking the fact that the national economy is 
benefited by a healthy dairy economy; for instance, the Nation is 
helped and we all benefit by any food and fiber program, in a healthy 
situation. 

It is not a question of how many people are immediately benefiting. 
It is, does the whole program have an effect as far as our whole 
national health and our whole national economic picture is concerned, 
which I do not think you can pinpoint as you have attempted to pin- 
point by reference to the chart or reference to how many people 
would vote for support levels. 

Mr. Harrison. When you have a program for the benefit of one 
group of farmers that is to the direct disadvantage of another group, 
then you have a different situation, have you not? 

Mr. Davis. As a matter of fact, I believe this is true, Mr. Chair- 
man: This percentage of 23 that you referred to applies only to the 
5 basic crops. In contrast, section 22 pertains not only to them, but 
to all marketing agreements, market orders, conservation programs, 
et cetera. 

Mr. Harrison. Yes. 

Mr. Davis. That would be a much larger group. I thought you 
were relating this to section 22. 

Mr. Harrison. No. We keep talking about the farmer. We have 
to protect the farmer with these price-support programs. I thought 
I might interpose that opinion. 

Mr. Saptax. Mr. Chairman—— 

Mr. Harrtson. Mr. Sadlak? 

Mr. Sapiax. You are not in any way hinting that there ought to 
be publication of all those who enjoy the supports and how much they 
get in support, the number of farmers involved, et cetera ? 

Mr. Harrison. I so voted. 

Mr. Byrnes. I would like to get back to some of the provisions of 
section 22 in the present operation. There is one aspect of this that 
worried me. I would like the comments of the panel, if they could 

ive them. It arises out of the report of the Tariff Commission on 
fhe Exylone case where some members of the Commission took the 
position that under the present act, if a new commodity has no his- 
torical import record, that the President is almost powerless as far as 
mposing an embargo on it. 

In other words, the Commission said that in the Exylone case the 


i 
law was such that the President could not take restrictive action, 
except as it reconstructed a historical import of this item that was 
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designed just for the purpose of getting around a quota that had pre- 
viously been ordered. 

It occurred to me that maybe some members of the panel might 
have some comments, at least, to the need for revising the present 
restriction in the act which prevents the President from issuing an 
order which restricts the imports to less than 50 percent of a normal 
period. Mr. Davis? 

Mr. Davis. My answer to that would be that if you applied this 
principle of reasonableness, which I have discussed, you would auto- 
matically come to the answer that only one factor, such as the his- 
torical base, is not enough. 

It seems to me that one should try to arrive at what, under all cir- 
cumstances that pertain, is a reasonable action, based on the princi- 
ples that are established. 

Now, if this one factor was weak, or almost nonexistent, then that 
means that you would rely more on the other factors present in 
applying a concept of reasonableness. But it does not mean that 
you would not arrive at a decision. You would still be able to solve 
the problem, it seems to me. 

Mr. Byrnes. But the present law would certainly make it impos- 
sible, if these two Commissioners of the minority were right. It 
would prevent a reasonable rule from applying. 

Mr. Davis. I do not think it should be that way. 

Mr. Harrison. Mr. Johnson ? 

Mr. Revsen Jounson. I would like to move along here to another 
subject, Mr. Chairman, which I think relates to the proceedings of 
the panel. Maybe I should start off by asking Mr. Davis a question 
or two. 

I have been very interested in what he has been saying. I think 
there is a lot of merit to what he has been saying. It seems to me 
that inherent in any program in which there is a degree of reason- 
ableness or balance that you have the element of negotiation that I 
made reference to this morning in my opening statement. The mat- 
ter of trade is a two-way operation, and there has to be the element 
of “negotiation.” I like to use that word. One of the things that 
does bother me in the area of conflict between us is that through the 
negotiation process, conceivably you would be able to do away with 
section 22, but you would do it because you use reasonableness and 
balance in negotiation and arriving at common understandings as to 
divisions of markets, tariff levels, and so forth. Of course there 
would be established in the domestic price-support program the level 
below which you would hold imports out of the domestic market. 

But, Dr. Davis, as I interpret your statement, do I read into it that 
you are in favor of drifting back to some kind of an equilibrium 
between domestic farm prices and the world market prices of specific 
commodities ¢ 

Mr. Davis. No; not necessarily. I have tried to say this: It seems 
to me that we can be more objective in dealing with section 22 if we 
try to set up a procedure here that will pertain to any kind of a farm 
policy rather than try to relate it to a set farm policy because as I 
see section 22, it has to pertain to marketing agreements and orders, 
and to the basic price supports, the nonbasic mandatories, the non- 
mandatory, and to all of them. 
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For that reason I think there needs to be considerable flexibilit 
to meet change through time. I am trying to suggest an approac 
to section 22 that will pertain indefinitely as long as we have a situa- 
tion in which our prices are higher than world prices. ; 

By a concept of reasonableness, I am not talking about the price 
revel: I am talking about the latitude that we allow on other coun- 
tries on imports before we shut them off, and I am talking about, on 
the converse side, the extent to which we are permitted to stay in world 
markets, even when we are priced out of them without a subsidy. 

Mr. Revsen Jounson. I understand. Under point 1, page 2, of 
your statement, you say, “If possible, ultimately eliminate the need 
for section 22 in export subsidies.” 

What do you have in mind to do to eliminate section 22? 

Mr. Davis. Well, it seems to me that as our economy continues to 
evolve and mature in terms of a balanced use of technology, that we 
will move toward a point where we are in balance with world prices 
at a fair price level. 

Anyway I would hope that such would be the case. Thus point 1 
merely states an objective. My feeling is that we probably will at- 
tain that objective more through market development than we will 
through controlling production. 

I think we have considerable potential in the field of market de- 
velopment and expansion, but that is quite a subject in itself and I 
think not exactly germane here. 

Mr. Revsen Jonnson. I think we all recognize the potential of 
full market development, particularly in the undeveloped area of 
the world. You would view additional markets as being the means 
of maintaining some kind of farm income stability and adequacy of 
farm income in this country? 

Mr. Davis. Yes; I anticipate here such an objective. I believe we 
should strive to move toward a better balance in the agricultural 
economy through utilizing our capacity to produce to improve our 
living standards at home and strengthen our relations abroad. 

Now, I am not trying to state here how we do this. It seems to me 
it is not the job of this committee to resolve that issue. I just stated 
point 1 as an objective because I anticipate it would be something 
toward which we should strive. 

Section 22 is needed today because our prices are not always in 
harmony with world — We may not arrive at this objective in 
years. Anyway, until we do, it seems to me, we need to address our- 
selves to how we operate under section 22. On that point, I think 
we need considerable flexibility because no two commodities are the 
same, the programs of different commodities are different and no two 
situations that come up, where we have to apply section 22, are exactly 
the same. 

That is why I finally suggested a concept of reasonableness rather 
than a set of factors, per se. 

Mr. Revsen Jounson. In seeking to eliminate the administrative 
difficulties in applying section 22 we can get on common ground. 

Mr. Davis. My point is I do not think you or I or all of us here have 
to agree on the exact type and level of support in order to agree on 
a policy with respect to section 22, and for that reason it seems to me 
that. we serve our purpose better by trying to settle basic farm policy 
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here. I think that if we approach section 22 right, we will find a set 
of principles which will apply under any type of price mph or 
marketing policy that results in our domestic price being above the 
world price. 

Mr. Revsen Jounson. I see what you mean. It is questionable 
as to whether or not we would arrive at the same set of recommenda- 
tions you have made as regards section 22 over the long pull. But 
I, very frankly, do not agree that we can ignore domestic farm pro- 
grams in the formation and direction of our trade policy, including 
what we do with section 22. 

Mr. Davis. We might not arrive at the same use of section 22, per- 
haps, following different philosophies or different basic concepts of 
price supports, but it seems to me that we should not attempt to write 
that into section 22. Such basic policy is part of the Agricultural 
Adjustment Act and the farm-program legislation, and section 22 
merely supplements that. I think on section 22 we can agree on the 
principles I have stated regardless of any differences regarding sup- 
port policies. 

Mr. Harrison. Mr. Rashish ? 

Mr. RasuisH. I would like to raise a further question about the 
clarification of the legislative standards contained in section 22. I 
would preface my question by an observation that the inference could 
be drawn from some of the discussion today that American agricul- 
ture is really terribly inefficient compared to world agr iculture and 
that import restrictions protect agriculture against the competition 
of more efficient producers abroad. 

From the record of recent history and the revolution in agricultural 
productivity that has taken place in the last decade, it would seem that 
that was not the case, and that it was simply the existence of domestic 
support programs, which have raised the domestic price of these prod- 
ucts above the world price that has necessitated section 22. 

I come then to the question of what properly constitutes import in- 
terference with domestic programs within the meaning of section 22. 
Are the standards laid down in section 22, as they have been adminis- 
tered, clear, and predictable? For example, is section 22 designed, as 
some people have observed, to protect the Treasury from supporting 
the world price of domestically supported products and does the term 
“import interference” refer to this aspect of the problem ? 

Mr. Hearty. Mr. Chairman—— 

Mr. Harrison. Mr. Healy? 

Mr. Heaty. I think there are 3 or 4 things here that perhaps we 
should comment on. No. 1, I will agree with you that American 
farmers are not inefficient, but I think what the Congress had in mind 
in designing farm legislation was to put them on a par with other seg- 
ments of our population, which is higher than that elsewhere in the 
world. 

To get to your question, I doubt that the intent in section 22 was 
not to protect the Treasury from inroads because of imports, but 
instead was because when Congress had developed a farm program, 
it had decided to help farmers, and section 22 is an extension of that 
thinking, that the icons also decided they should help farmers 
through the control of imports. 

I think here also that we should say, or I should say, that I have 
complained considerably through the day here about section 22. 
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However, I would like for the record to show that those complaints 
are not basic. They are more minor, operational difficulties that we 
encounter under it. We like section 22. We would like to see some 
slight improvements in it. I do not think it is designed to protect 
the Treasury. I think it is an extension of the farm program. 

Mr. Harrison. Mr. Dietz ? 

Mr. Dierz. I should like to direct a question to Mr. Healy, if I may. 

I have read with interest Mr. Norton’s statement. He refers 
throughout his statement to the United States during the last 25 
years as enjoying an increasingly high standard of living. 

I remarked earlier that in the year 1956 milk products enjoyed a 
substantial margin of exports over imports. Two hundred percent 
more were shipped abroad. I have said also that in all farm com- 
modities we shipped out over 200 percent more than was brought in. 

I will remind you again that we have had the Reciprocal Trade 
Agreements Act and program for over 20 years. We have had the 
GATT for over 20 years—for a long while—and we have had sec- 
tion 22 for a considerable period of time. 

Now, just what is the complaint? I think we are not in too bad 
shape. The principal thing is that we should try to export for dol- 
lars and get out from under Uncle Sam’s tutelage as soon as possible. 
I do not think the situation is as bad as Mr. Norton makes it out to be. 

Mr. Harrison. Let me ask you a question along that line, a little 
apare from what we have been discussing. 

Suppose the United States enacted the OTC legislation that is 
pending. Could we then continue to get the waiver under section 22 
that we have been getting each year? 

Mr. Drerz. I looked into this while we were having luncheon. I 
understand the section 22 waiver is open ended. It does not have to 
be renewed each year. 

Mr. Harrison. We have acknowledged that, have we not? When 
we apply for a waiver, do we not acknowledge that GATT has a right 
to deny the waiver? Otherwise why have we applied for it? 

Mr. Drerz. I think we do. 

Mr. Harrison. Suppose we did go into OTC and applied for the 
waiver and it was denied? Then where would we be? 

Mr. Drerz. I think we could make assurances. We could withdraw 
from the organization within 60 days. This is your assurance and 
insurance. This could easily be done. 

Mr. Harrison. You would think if the waiver were denied they 
should withdraw from OTC? 

Mr. Dietz. We are not at that particular spot as yet. 

I would like to say that we are in favor of section 22. As I have 
said before, we believe it can be improved. We have heard several 
times from our members that it is not fast enough. Moreover, there 
was obviously the loophole in exylone last year. This was unfortu- 
nate and should not be allowed. 

Mr. Hearty. The question was directed to me and I thought this 
morning that we had agreed here that both Mr. Dietz and I would 
furnish accurate numbers for the record, which we will do very 
quickly, because from my knowledge of the milk industry, and because 
I am connected with the organization that I am with, it is profound. 

We now that there have been no substantial commercial exports of 
milk, but we will supply that for the record. Therefore, we do not 
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see where GATT or OTC have materially benefited the dairy industry 
in this country at all. 
(The following letter was received by the subcommittee :) 


NATIONAL MILK Propucers FEDERATION, 
Washington, D. C., December 24, 1957. 
Hon. HALE Boaes, 
Chairman, Subcommittee on Foreign Trade Policy, 
House Ways and Means Committee, 
House Office Building, Washington, D. C. 


DeaR Mr. Boecs: On December 10 when I testified before the Suhcommittee 
on Foreign Trade Policy, I promised to furnish certain information pertaining 
to exports of dairy products. 

If you will recall, I pointed out that the exports of dairy products listed by 
the Department of Agriculture as “commercial” included items which com- 
manded less than the market price. Our investigation discloses that most 
of the butter, cheese, and nonfat dry milk exported was subsidized. While we 
fully subscribe to the need for subsidizing exports, we do think that increases 
in subsidized exports have little to do with foreign trade. If dairy products 
exports were not subsidized, the total volume would be negligible and sub- 
stantially less than the imports. 

The Foreign Agriculture Service on page 11 of its July 1957 Foreign Agricul- 
ture Circular points out that there were “commercial” sales of butter in 1956 
amounting to 16,429,000 pounds ; cheese, 14,602,000 pounds ; and nonfat dry milk, 
15,700,000 pounds. These products almost exclusively were purchased under 
the price support program by Commodity Credit Corporation for approximately 
60 cents, 35 cents, and 16 cents per pound, respectively. They were sold back 
to the trade for export at approximately 39 cents for butter, 22 cents for cheese, 
and 9 cents for nonfat dry milk. From these figures it can be seen that the 
products exported were valued at about $17,480,000 in the domestic market, but 
were sold abroad for a little in excess of $11 million. Foreign trade in ‘“‘com- 
mercial” dairy products, thus, was subsidized by nearly $614 million. 

Using butter as an illustration, it should be pointed out that the total exports 
reported by the Department of Commerce in 1956 was 40,383,000 pounds. This 
number, however, included the giveaways as well as the 16,429,000 pounds of 
subsidized “commercial” sales. When exports are being subsidized, the volume 
handled is no criteria of our stake in foreign trade. The volume instead depends 
upon the amount of subsidy granted. 

The argument that we must permit imports of dairy products if we are to 
export is equally without foundation. 

We trust that this information will fulfill the commitment which I gave to 
you. Nevertheless, if you desire any further information or comments regard- 
ing our position, be assured that we will supply it at your request. 

Sincerely, 
Patrick B. Heavy, Secretary. 

Mr. Hearty. Furthermore, Mr. Chairman, we subscribe completely 
to what I think your views are regarding the recognition of GATT 
by the Congress. I think never has GATT itself been subjected to 
the scrutiny of this committee and certainly we are well pleased that 
you do write into each of your reciprocal-trade laws the fact that it 
is not a recognition of GATT. 

Furthermore, we believe that if you would approve entry into 
OTC, which is an organization set up to administer GATT, that it 
would be almost complete agreement with our entry into GATT and 
for that reason we do oppose both of those organizations, at least until 
GATT itself is submitted to the scrutiny of Congress, but I thought 
that between Mr. Dietz and me we had agreed to kind of call a mora- 
torium on this argument about how much milk we export, which I 
am sure is considerably less than he thinks it is. 

Mr. Drerz. Sir, may I just say one short sentence here? 

Mr. Harrison. Yes. 
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Mr. Drerz. I would hope in responsibility to your members, as we 
to our members, that you are looking forward to an expanded world 
milk market. The Farm Bureau thinks that there will be tremendous 
opportunities around the world as the standards of living in these 
nations improve, to move in on new milk markets. I think we have 
to think ahead a little bit. 

Mr. Hearty. We, too, believe that. We think, or we know, that 
there are more people in the world to drink milk and eat dairy pro- 
ducts than there is milk and dairy products for them, and certainly 
the major program of our organization. envisages the farmers of this 
country giving food away abroad to develop markets which we know 
will be stolen from us by people who can produce milk cheaper than 
we can, but we are willing to continue to give and develop markets 
with our own money until the day arrives when we develop market 
No. X out here that we can keep for ourselves. 

We think that we do have a future in the world dairy market and 
we know that it is there, but we must keep our own markets here for 
ourselves until those markets can be developed, or we will not be-here 
to develop them. 

Mr. Harrison. Doctor Johnson. 

Mr. Gate Jounson. The only comment I wanted to make was that 
if my interpretation is correct, our failure to get waiver from GATT, 
the General Agreement on Tariffs and Trade, under section 22, 
means only we then become fair game for anyone else of removing 
any concessions they have made to us under trade agreements pre- 
viously. 

This is the value of getting the waiver on section 22. I think it is 
not that we could not impose import restrictions, but if we im 
them without waiver, presumably Canada, England, France, could re- 
move almost at will any trade concessions that they had previously 
negotiated. 

Mr. Harrison. Our State Department says that Congress author- 
ized participation in GATT when it enacted the trade-agreement law. 

Mr. Gate Jonnson. I am not arguing that at all. Our failure to 
get a waiver essentially means that certain commitments which other 
countries have entered into would no longer be valid upon them, just 
because we are asking for an exception, namely, the right to impose 
these import quotas on commodities not covered by GATT, and that 
this is where the problem arises. 

Mr. Davis. Mr. Chairman, I sort of think that we are making this 
problem bigger than it is. I have the feeling that if we were to hold 
out to the countries of the world a possibility that we would become 
definitive with respect to section 22 and our export-subsidy program 
that we could rather easily resolve this question of waiver with them. 
I do not anticipate that that would be a great stumbling block to 
doing what we are talking about here under section 22. 

Mr. Harrison. Mr. Morrison, you had a. question. 

Mr. Morrison. I had a point I wanted to raise, but I think I might 
make a remark or two that might clarify what we have been talking 
about here, or at least clarify the extent to which we know that 

things are obscure. 

It has never been clear to me what actions we take under section 22 
that require the waiver and those that are in accord with article 11 
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of the GATT that has been previously referred to and I doubt very 
much if it is clear to anybody else. One reason for my thinking this 
is so relates to the fact that we maintained restrictions on imports of 
cotton throughout a long period when there was no restriction on 
domestic production, when the price-support program had no effect 
and yet we maintained the restrictions without any formal waiver 
of GATT obligations. Was this simply a matter of oversight and 
should we have sought a waiver from our GATT obligations if we 
were to maintain restrictions on imports of cotton. I do not know 
whether we should have or not, but I do not know of any other restric- 
tions on imports that would be out of order under our commitments 
under GATT if those restrictions were not during the period referred 
to. The same question might be raised with respect to some of the 
restrictions we have established in connection with marketing order 
and agreement programs. What has been the nature of the restric- 
tions on marketing or production under some:of these programs has, 
I believe, been quite obscure. That is one point that I think should be 
clarified. 

I would like to make another remark with reference to the point 
that Mr. Byrnes has raised about this exylone. It seems to me that 
in this area the executive branch has made difficulties for itself by 
excessively legalistic interpretations. I refer to some commodity clas- 
sifications that require very detailed specifications. I do not think 
the difficulties referred to are necessarily attributable to the language 
of the legislation, although it is true that the interpretation has been 
in that direction. These difficulties appear not only under section 22, 
but also in connection with the escape clause. You know the escape 
clause reads that if increased imports of a commodity cause serious 
injury to a domestic industry, the President may impose restrictions 
on them. Now suppose that you never had any red motorcycles im- 
ported, but there were a lot of black ones? Possibly one could argue 
that imports of red motorcycles have not increased, and increased 
duty or other import restriction could not be imposed on them under 
the provisions of the escape clause. 

The point is, I think, the legislation—both section 22 and the escape 
clause—permit a commonsense approach to these matters, and I do 
not know how you could clarify the legislation beyond the point where 
you do not require certain commensense judgments as to what are 
appropriate categories of goods for the purpose of applying the poli- 
cies represented by section 22 and the escape-clause legislation. 

Mr. Byrnes. Would you yield at that point? 

Mr. Morrison. Yes, sir. 

Mr. Byrnes. I would not be disturbed at all except that 2 mem- 
bers of the Tariff Commission come to the conclusion that it has got 
to be red motorcycles or else there is nothing they can do about it, 
and when 2 members of the Commission—and it is not just somebody 
down in the State Department or somebody down at the White House 
that comes to this conclusion, but it is an independent agency, after 
a fashion—2 members come to a conclusion, that gets me worried about 
the situation and the state of our present law. 

Mr. Morrison. This is not simply a matter of the Tariff Commis- 
sion. We have the Department of Agriculture considering whether 
imports of Provalone cheese not in original loaves should be part of 
the category of goods that is restricted in section 22. 
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Mr. Byrnes. If the gentleman will yield, there again that comes 
as a result of a Tariff Commission report to the President and a quota 
restriction as far as the President is concerned, and then the Depart- 
ment of Agriculture tried to interpret what. can come in as far as that 
order is concerned, to so advise the President or so advise the Tariff 
Commission as to whether or not they have to go through a new hear- 
ing to get Provalone in smaller loaves to come under the original 
restriction. 

Basically, what we have had here, it seems to me, is a return 
to the interpretation by the Tariff Commission more than anything 
else, and the Customs Bureau, as to what was required in order to 
comply with section 22, because it is the Tariff Commission that has 
been using the authority in the first instance, and O. K.’d or rejected 
by the President, but the basic proposition has come from the Tariff 
Conseatanen: 

Mr. Morrison. My recollection is not exactly the same as yours, 
Mr. Byrnes. I think the Tariff Commission in the cheese case was 
controlled by the requests of the Department of Agriculture. 

Mr. Byrnes. Yes; but there is no limitation on what their con- 
clusions can be. 

Mr. Morrison. But to get to the point that I think is fundamental 
here, it relates to Mi. Davis’ suggestion of getting the instructions 
with reference to the application of section 22 spelled out more logi- 
cally, or more definitely and more meaningfully from the point of 
view of the needs of our agricultural situation. 

Mr. Davis. And also establish them as part of our national foreign 
policy, instead of as an exception to it. 

Mr. Morrison. It seems to me the panel could very well consider 
what might be involved in that. As I understand you, Mr. Davis, 
you think the touchstone for the application of restrictions is that 
prices here are higher than abroad, but prices here are higher than 
abroad, or out of accord with the normal relationship to prices 
abroad, partly on account of these programs. 

Would your specifications come to anything else than that we retain 
a perfectly free hand to do anything we find appropriate with respect 
to imports; in short, that we would have no international obligations 
as regards imports of agricultural products that were binding 
upon us? 

Mr. Davis. I am suggesting that we apply the same concept of 
reasonableness to the import operation as we do to the export opera- 
tion when we are above world prices, and it seems to me that if we 
do that the other countries will accept both on a better basis than 
if we try on the one hand to move everything we can into foreign 
trade and on the other hand to shut them off at the first entry of an 
item, 

I think we have to follow a consistent policy with respect to the 
two, because actually we are being consistent then with our desire 
to enter other markets and our desire to let them participate in ours. 
It seems to me like these factors are two sides of the same coin. 

A policy relating to international trade, when our prices are above 
world prices, is not something that can be spelled out: absolutely and 
specifically, certainly in advance it cannot. Nor can we have one 
set of specifications for all commodities. Actually, what I am sug- 
gesting is similar to many legal concepts where we first set up the 
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principles and then work out the details in terms of decisions on 
specific cases. 

It seems to me that the question which Mr. Rashish asked earlier 
fits in right here. He asked the question of what needs to be done to 
section 22. I think that section 22 is not too bad as it now stands. 
I think it is in pretty good shape. 

I believe that most of the complications that stem from it now 
would be taken care of if we merely enunciated clearly, or Congress 
enunciated clearly, that section 22 was a part of our national foreign- 
trade policy. 

Mr. Morrison. It seems to me the direction of clarification that 
you suggest, possibly you suggest, but certainly Mr. Healy suggests, 
would be that we should do anything that we care to and our trade- 
agreements legislation and our weiks agreements should recognize 
that we may do anything that we found convenient. Yesterday we 
had here people from the electric industry and petroleum industry 
who suggested that that was the appropriate policy with respect to 
their situation. 

I suspect that that is the appropriate policy according to every 
element of our economy that finds import competition inconvenient 
or disadvantageous to its interests. If this view were to be adopted, 
what would be left of the trade-agreement program, which essen- 
tially involves tying down our tariff controls by some sort of con- 
tractural arrangement, admittedly not firm in all circumstances, but 
to some extent, tying the tariff treatment of particular imports down 
in agreements with foreign countries ? 

Mr. Davis. Certainly I would not go so far as to say we should 
cut out all exports even when our prices are above world prices. It 
seems to me we should give some regard to what has taken place in 
the past, and then bring that up to date by interpreting it in terms 
of all current factors. I think we will sell ourselves short if we get 
unreasonable on imports. We will sell ourselves short in getting 
into the other markets of the world. That, after all, is basically 
important to us. 

think we have to be reasonable in the exercise of controls over 
imports if we expect other countries to be reasonable in letting us into 
their markets. Actually, I think when you come down to it that 
that is pretty much the principle of the reciprocal trade idea. 

Such a policy of reasonableness on section 22 and export subsidies 
is consistent with our concept of reciprocal trade. Every country 
in the world has the problem of reconciling farm policy with trade 
policy to a degree, and it seems to me that they will be sympathetic 
to our approach if we act with consistency and if we apply the same 
rule to letting them into our markets as we do want them to apply 
to our getting into their markets. 

Therefore, I would not say we should cut imports off completely. 
I think we have to look at the two sides of this proposition. That 
is why I have suggested that we look at both dictate that stem 
from our prices being above world prices when we consider section 22. 
I do not think that we can adequately consider one side alone. 

Mr. Morrison. Do we not have to look at the circumstances that 
make our prices higher than world prices? 

Mr. Davis. I think we do. I think it is going to take time for 
that one to solve itself. I think that in the process of solving itself 
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it is going to be more than just changing our farm program. I think 
that the very structure of our market system is going to change with 
technology. It is going to take some time for this to happen. I 
think we are going to e amazed at the changes that take place in 
even the basic fiber and structure of some of our markets in the next 
10 years. 

We will not get out of farm difficulties by just killing the present 
farm programs. We need to move towards balance in the food-fiber 
sector of our economy—balance that will be brought about through 
market growth and development. This will take time. Meantime, 
we likely will keep section 22. 

That being true, it seems to me that we have to try to improve the 
administration of section 22. In doing so we need to keep section 22 
in gear with changing policies. That is what I have tried to do here 
in this suggestion that I have made. 

It seems to me that my suggestion meets that requirement; that, as 
programs change, our use of section 22 will change, and probably even 
diminish in time. 

Mr. Gate Jonnson. I think one of the important points that Mr. 
Morrison raised in his question has been ignored. He mentioned sec- 
tion 22 of our Trade Agreements Act. If one does that, it doesn’t 
really open it up to petroleum. After all, petroleum has been put 
under control in most of the States, and Oklahoma and in Texas 
through the Commissions, and others control the output of petroleum. 
Presumably the electrical people might set some arrangements where 
they could get their output controlled a bit. Are we not really open- 
ing up the gates to something really which the United States through- 
out much of its history did not do or have—quantitative control on 
imports? 

Mr. Davis. It seems that we are asking for trouble inevitably if we 
say that we are not going to reconcile this trade policy with our 
general trade policy. This will mean we will keep it as an exception 
to such policy. Twenty years have gone by already since section 22 
was set up and we have considered it as an exception, thinking some 
day we were going to reconcile it. Much of our trouble, it seems to 
me, stems from the fact we have dealt with it on this basis. 

Mr. Gate Jounson. It seems to me that there have been some real 
savings, some real safeguards, particularly to our international trade 
policy. What liberality we have been able to achieve has been due 
to the fact it has been an exception. It has meant that each case has 
been thought out in the open, with the overall policy of liberalizing 
trade as one objective against the needs of the farm program. If you 
bring them both under the same house as you imply, I think this kind 
of reaction to the exceptions that we are asking for may be more 
limited. I expect their trade has remained freer because section 22 
has been outside. 

Mr. Davis. Early in this administration I sat in a place where de- 
cisions were being made on these things, and it seemed to me that more 
clearly than any other one thing that was said to me by representatives 
of other countries about our program was this: We wish you would 
be ays as to your policy so we can anticipate what you are going 
to do. 

Mr. Harrison. That criticism has been made about the escape 
clause in particular. They have always wanted it to be more definitive. 
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Mr. Davis. Even so, I think we have made it more complicated 
than need be for traders in our own country, or representatives of 
foreign countries to anticipate what we were going to do. I think 
this stems pretty much from the fact we have looked upon section 22 
as something illegitimate, something we have had to live with rather 
than something that ought to be reconciled with our trade policy. 
I think it can be reconciled to our advantage. 

Mr. Heaty. First of all, I would like to say two things: first, we 
would subscribe to this theory of reasonableness that Mr. Davis has 
propounded when we reason with all the factors. That is important. 

No. 2, I think also Mr. Davis’ first premise here has already been 
adopted by the Congress because when it passed section 22 it said in 
emphatic terms that nothing in the trade agreements should work 
against the principle set forth herein. So I think section 22 is a pr 
of our foreign trade policy. Of course, we believe that should be 
the case. 

Now, I would like to go to Mr. Morrison’s red motorcycle example, 
which is another reason we propose this system of licensing that we 
have set forth here. 

You see the problem under this section 22 is that the man on the 
firing line is the customs inspector at the dock, and he has to have 
something in writing. His instructions will say, “Red motorcycles 
are excluded,” or only 5 can come in, and if he has admitted 5 he is 
finished with red motorcycles. So the Congress can and must set 
forth pretty broad terms in its legislation, but sooner or later some- 
body hie to get specific and write down “Red bicycles with two 
wheels.” 

Now, we have perhaps the finest example of the inadequacy of this 
system in the history of the import problems in this country in the 
last 2 years. The exylone illustration about which we have heard 
very much today did not start with exylone; it started with butter 
oil. There was no restriction against the import of butter oil. There 
was restriction against butter and cheese and dry milk and dry butter- 
milk and dry cream, and so forth, but someone left out butter oil. 
Butter oil is the expensive part of milk. Somebody discovered it and 
shipped great quantities of it into this country. We immediately 
went to work and got the Secretary of Agriculture to ask the President 
to ask the Tariff Commission to hold hearings, all of which happened, 
and a quota was set up for butter oil, 1,800,000 pounds during the first 
year and 1,200,000 thereafter. So somebody neglected to say, for in- 
stance, that if you add 6 percent sugar to butter oil, well, that can 
come in free. So New Zealand figured out they could bring in a 
product called exylone. They took butter oil and put 8 percent sugar 
with it and then it became quota free, and they started shipping that 
in in great quantities. 

That brings to mind another point. During all this I talked with 
Mr. Woodward, who is the commercial counselor at the New Zealand 
Embassy—and all of this originated in his country—and attempted 
to talk good faith to him, that it was the intent of the Congress and 
the intent of the President in issuing his proclamation to exclude such 
products and his reply was, “If it is technically legal, it is legal.” 

Those are the people we are attempting to deal with inGATT. If 
we must attempt to write down every period and dot every “i” when 
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we cannot use good faith, then we are in serious trouble because we 
are dealing with great segments of our economy. 

I think that your red motorcycle illustration is very pointed. I 
think it is very good. I am lad it came out. I think that we have 
to be in a position so that the man on the firing line, the customs 
officer, will have something that he can rely upon to do the job that 
was meant to be done by all the legislation, the Executive orders and 
regulations and proclamations. 

fr. Dierz. I spent over 6 years in American embassies in Europe 
as an attaché for agriculture. If Mr. Healy thinks that the New 
Zealanders are the only ones who have a monopoly on angles like 
that, he is mistaken. Some of our people do pretty well, too. 

Mr. Hearty. I am afraid they all do. 

Mr. Drerz. I just wanted to add that. 

Another thing I would like to ask Mr. Healy. Have you made any 
estimate as to how much money this license plan would cost? 

Mr. Hearty. What do you mean? 

Mr. Dierz. Expense to Uncle Sam. 

Mr. Heatry. It would be much less expense than the tariff hearings 
and everything we go through with right now because the burden 
for all this proof would be upon the man who wanted to attempt to 
circumvent the intent of the law rather than on the Secretary and 
the Tariff Commission and the President and so on. 

Mr. Dierz. Not only do you think it will be less expensive but it 
would be simpler? 

Mr. Heaty. Much more simple. 

Mr. Drerz. It looks a bit involved tome. The plan looks as though 
it would be very hard to administer. 

Mr. Heary. It would be very simple. An importer would describe 
his product to the Secretary of Agriculture and apply for a license 
to import it, and the Secretary would have to determine, yes, it will 
harm or it will not harm. If he determines it will not, all he has 
to do is to stamp it. 

Mr. Morrison. The thought that I have given to this has indicated 
that—and I do not know whether it is practical or not—this sort of 
classification question, or the particular aspects to which you refer, 
are in a large part a byproduct of the system that you are advocating. 
You put a quota on cotton. Along comes somebody and says, “The 
requirements I have for cotton are not for cotton of the character of 
the bulk of the American production.” So we have to have a separate 
quota for short harsh cotton, and we have to have another one for 
medium staple cotton, and we have to have another one for long staple 
cotton, and presumably you may get somebody whose requirements 
are for Sea Island cotton, so you have to get into more and more 
detail by virtue of the very types of importing regulations that you 
are advocating should be adopted generally with respect to dairy 
products. 

Mr. Heary. No; I think not. 

Under the system we advocate we would have no quotas whatsoever. 
An importer would merely describe his product. If it happened to 
be cheese in cut loaves—and this is another subterfuge ona b dairy 
importers—he could apply for permission to import cheese in cut 
loaves, and if the Secretary determined it was within the framework 
of the policy which had been developed he could approve it. There 
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would have to be no quota, no prior description of any product: by 
“Y governmental agency. 

Mr. Morrison. In other words, you are advocating complete free- 
dom on the part of the Department, or the Secretary of Agriculture, 
to regulate everything. You require no definition of principles in 
the legislation. You just delegate him authority to do anything he 
thinks proper. 

Mr. Hearty. No. There are criteria. 

Mr. Morrison. What would they be? 

Mr. Hearty. They are set up in the legislation. 

Mr. Morrison. If there were criteria establishing quotas on various 
types of imports it would involve the sort of thing I am talking about. 

Mr. Heary. As as a matter of fact, Mr. Morrison, I have had many 
talks with this Mr. Woodward that I mentioned before, and we at 
one time proposed to him that we would ask the Congress and go 
to the Tariff Commission and recommend we get rid of all these prod- 
uct descriptions and just press for an import quota on butter oil and 
milk solids, not fat, and he and others like him could import them 
in any form they wanted. But they did not like that. 

I would also join you in making a case for simplicity which I think 
we have done. 

Mr. Morrison. It has not been my intention to criticize Mr. Davis’ 
proposal, or yours, but to clarify the question of what would be the 
content of the legislation that would accomplish this sort of thing 
that Mr. Davis has been advocating. 

Mr. Davis has denied any intent of getting to the specific details. 
That is not what I am thinking of. What sort of principles could you 
enunciate that would effectuate the policy he advocates? In that con- 
nection, it occurs to me that perhaps what Mr. Davis would advocate 
would involve international commodity agreements. You know in the 
ITO charter, or the proposed charter, there was a proposal for such 
agreements. It would seem to me you could not get these things tied 
down satisfactorily for a trade agreement system without having 
some definitions of your principles, not only in the domestic legisla- 
tion but in the trade agreements themselves. 

Mr. Davis. When you speak of an international agreement are you 
thinking about a set of principles or are you thinking about an agree- 
ment in the more formal sense of quotas, like the whoat agreements, 
and so forth? 

Mr. Morrison. As I remember, the provisions in the ITO charter 
laid down principles under which international agreements were to 
be cencmmadh If countries entered into them they accepted certain 
limitations on their freedom of action. The consuming as well as the 
producing countries had some say in their administration, and so on. 

Mr. Davis. It seems to me you might have some collaboration and 
an agreement, ultimately. I do not see that it follows at all that you 
would have to come to a formal type of a commodity agreement like 
the wheat agreement, or the sugar act, or anything like that which 
involves international quotas. It seems to me you would define this 
concept of reasonableness to some extent, but even then I think you 
have to leave a good deal for administration and then let the country 
that feels it is being wronged have a chance to present its case to 
you later on. 





FOREIGN TRADE POLICY 589 


Mr. Morrison. It seems to me that if we had in our legislation a 
directive to the executive branch to impose any import restrictions, or 
provide export subsidies in accordance with the difference between the 
prices of the various American products and the world prices, we 
would be reserving a substantial degree of freedom of action in the 
field and a possible corollary of that would be that we would agree 
to some set of principles in accordance with which this freedom of 
action should be exercised. 

Mr, Davis. Well, I would think you would start with considerable 
freedom. I would rather see the more definitive terms established 
through precedent and consistent action on my part than to have them 
spelled out in specific form. It seems to me the variety of circum- 
stances that will arise for different commodities is going to be so great 
you cannot anticipate all of them and you would pretty soon find 
yourselves in such rigidity you could hardly operate if you try to 
make the law, itself, too specific. 

Mr. Morrison. Can you not anticipate to some extent what the sit- 
uations may require and how our freedom of action might be re- 
stricted by adherence to to some rules? Or does your view mean that 
we cannot appropriately limit our freedom of action in any degree 
whatever. 

Mr. Davis. I think we have to exercise some restraint on it and I 
think we have done that in section 22. All during the postwar years 
when these commodities were accumulating Laaitty the authority has 
existed for selling every bushel and every pound of CCC stocks abroad 
at any price from zero on up. But we ten not. It seems to me that 
we will have to go by the same type of self-restraint that we have 


exercised in the part But we can make our policy much more mean- 


ingful than we have in the past if we say to the world that we are 
looking upon section 22 and its counterpart as an integral part of 
our national foreign trade policy so long as we have domestic support 
programs that get our prices intermittently above world prices. 

Mr. Gate Jounson. I would like to ask a question: What kind of 
restraint, if any, is really placed on the Secretary of Agriculture? 
Before you answer that I would like to give you the line of thought 
that I have here. As I read this very hurriedly I have the impres- 
sion, for example, that the Secretary of Agriculture, under this act, 
or amendment that you propose here, would be able to place a quota 
or embargo on the importation of coconut oil under one of two cir- 
cumstances, either (a) because it interferes with the dairy price sup- 

ort—and after all, your biggest loss of market in the last 10 years 
1as not been to butter oil or exylone, or anything else like that, but 
to margarine, the domestic consumption going down from 16 pounds 
to about 8, so obviously, under some criteria that could be dreamed 
up coconut oil, along with soybean oil, has interfered with the opera- 
tion of the butter program. Similarly, getting outside of your baili- 
wick a bit, coconut oil more directly interferes with cottonseed oil, 
since they are very good substitutes. So, would the Secretary of 
AgHanHP have the authority to embargo the importation of coco- 
nut o1l 

Mr. Heary. I do not think that he would have the authority to 
embargo the importation of coconut oil because it interferes with 
the dairy program, because by the very nature of it it does not. 


99921—58——_35 
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Mr. Gatz Jounson. You do not think margarine is competitive 
with butter? 

Mr. Heaty. Yes, but it is not made out of coconut oil. 

Mr. Gate Jonnson. It can be. 

Mr. Heaty. It can be, but it is not. 

Mr. Gate Jounson. There was a time when it was—up until the 
time that soybean oil was developed. 

Mr. Heary. The soybean producers are producing so much oil now 
they are not going to let coconut oil steal their market. From my 
own standpoint, I do not care what it is made out of. Here again, 
as regards specifics and generalities, this bill which we have drawn 
here lists the intent of Congress—as most of them do—and it would 
be just up to the Secretary of Agriculture to interpret that intent 
just as he must do under all of the legislation which he administers 
now. Presumably he would listen to people who wanted to talk to 
him before he took some action under this law. We hope he would 
be guided by what they have to say. 

Mr. Byrnes. I think that Dr. Johnson was trying to create really 
a hypothetical case using coconut oil because coconut oil had inter- 
fered in the past, and we have looked upon it in the past in the dairy 
field with disfavor by reason of the contribution that it made to less 
expensive substitutes. 

Mr. Gate Jounson. That is right. 

Mr. Byrnes. Would it not be true even today under section 22 that 
the Secretary of Agriculture, using your hypothetical case and re- 
verting back to coconut oil, could, under present law, go before the 
Tariff Commission and say, “This is interfering with a support pro- 

ram we have for butter and we therefore ask that a quota be estab- 
ished on it.” I think under the present law you have the right and 
the President has the right to impose restrictions on it. I do not 
think from that standpoint you are getting into any new field on any 
kind of an item. I think section 22 is broad enough to give discre- 
tion, but also I think, as Dr. Davis says, it is so broad no one knows 
whether we are going to use it or not, or to what extent. 

Mr. Gate Jounson. Under section 22 there are two additional 
courts of review besides the one that Mr. Healy has in his act. You 
now have really three courts of appeal—the Secretary of Agriculture, 
the Tariff Commission, and the President, the Executive. 

Mr. Morrison. I think one reason the complications have not arisen 
as seriously it is possible to imagine they might under certain circum- 
stances, relates to a matter that Mr. Healy referred to, that the pro- 
duction of margarine is largely from domestic oils. Similarly, the 
rayon that may be interfering with the market for cotton is largely 
of domestic production so that import restrictions would not provide 
the protection consistent with the agricultural program. On that 
account it may be it is unlikely situations calling for import restric- 
tions will arise as frequently as might be imagined. However, the 
question Mr. Johnson is addressing himself to indicates the intricacies 
of this agricultural program in the whole complex of our economy. 

Mr. Hearty. That is correct. We in agriculture, look upon section 
22, you might say, as a tool. We are currently confronted with 
serious problems in agriculture. What we would like to do is to limit 
those problems, at least for the dairy people, to domestic problems 
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until they are solved. In that respect we look upon this section 22 
as a tool to some solution to our domestic agriculture problems which 
we must solve. If we attempt to take on the world’s surplus of milk, 
we have bit off quite a chew. The United States does. produce a sur- 
plus, and in our worst year we produced between 8 and 9 surplus in 
milk. That 9 percent of our surplus amounted to only one-third of 
the world’s surplus of milk. We have since reduced that to some- 
thing like 314 or 4 percent, but unless we are able to limit this prob- 
lem to those of our own making, then their solution is going to be 
increasingly more difficult. 

I will pave to agree, Mr. Morrison, there is domestic competition, 
but that is something we can solve here without taking on the 
products of the rest of the world. 

Mr. Harrison. I think that we will stand adjourned at this point. 

Mr. Revsen Jounson. Mr. Chairman, I understood at the outset 
that we would have permission to revise and extend our remarks. 

Mr. Harrison. Yes. 

Mr. Revsen JoHnson. There was a point that probably you would 
like to have some additional material on. I do not think that I ever 
got around to answering the question that you raised right after the 
noon hour. I would like to put some material in the record at that 
point, if I may. 

Mr. Harrison. We are holding the record open for 2 weeks. You 
will have an opportunity to edit your remarks and supply any addi- 
tional information you would like. 

Mr. Drerz. The official position of the American Farm Bureau 
Federation on international affairs will be resolved in Chicago this 
week. I would be happy to enter that into the record if I may, Mr. 
Chairman. 

(The above-mentioned position follows in resolution form :) 


Porticy of AMERICAN FarM BUREAU FEDERATION FOR 1958 Wuicu Is APPLICABLE 
TO SUBCOMMITTEE HEARING OF DECEMBER 10 


RECIPROCAL TRADE AGREEMENTS 


In order to promote a high level of trade among nations the following policies 
should be supported : 

(1) We consider the long-term extension of the Reciprocal Trade Agreements 
Act to be of critical importance to the American farmer and to the Nation as a 
whole. The reciprocal-trade-agreements program has been a basic national 
policy for over 20 years. It has provided a means toward obtaining an ex- 
panding economy based on a high level of mutually beneficial international 
trade and unity of the free world necessary for national security. This pro- 
gram is fundamental to the maintenance and development of foreign markets 
for American farm products. Unless foreign customers are given a greater 
opportunity to earn dollars with which to buy our farm products, American 
agriculture may be forced to resort continually to interim programs such as 
Sales for foreign currency. In order to create the confidence necessary for 
permanent trade relations, it is important to assure stability in our foreign- 
trade policies. 

Continued efforts should be made to negotiate agreements to reduce trade 
barriers, eliminate unfair or discriminatory trade practices, and develop 
measures of international cooperation for the expansion of trade. 

The United States should insist that other nations adhere to their commit- 
ments under reciprocal trade agreements. 

Reduction of duties on those items which are needed for farm production and 
which are a significant factor in the price-cost squeeze should receive special 
emphasis. 
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-The escape clause should be maintained as an appropriate means of avoid- 
ing undue hardship to any industry, Final authority for action under this 
clause should remain with the President in order to assure the proper considera- 
tion of all factors influencing the Nation’s well-being. 

“Section 22” provides a necessary protection for Government programs and 
should, where necessary, be applied with minimum delay. 

(2) The Tariff Commission has been established by Congress as the body 
responsible for evaluating requests for import controls. An amendment to the 
Reciprocal Trade Agreements Act provides that this congressional mechanism 
can be bypassed under the guise of national security. We believe this circum- 
vention of the Tariff Commission establishes an extremely unfortunate prece- 
dent. Appropriate action should be taken to correct this situation. 

(3) Further efforts should be made to simplify United States customs 
procedures. 

(4) Our essential raw materials stockpiling program should be continued with 
proper safeguards. Surplus farm products should be traded, under Public Law 
480 and otherwise, for essential materials that may be stored indefinitely withb- 
out deterioration. Security stockpiles should be isolated from normal domestic 
requirements and used only in case of national emergency. 


COMMON MARKET 


The General Agreement on Tariffs and Trade (GATT) should be an important 
element in our foreign economic policy. It is the principal arrangement by which 
the United States has sought to carry out the provisions and purposes of the 
Reciprocal Trade Agreements Act. With the European Common Market a 
reality and other similar trade arrangements a definite possibility, the United 
States must be prepared to negotiate with these countries as an economic unit. 
The common market can broaden the market for farm products if it lowers aver- 
age restrictions, but it will be harmful if it increases restrictions against out- 
side products or results in new preferential arrangements with other suppliers. 
The United States must watch closely the common market arrangement. Es- 
tablishment of the Organization for Trade Cooperation (OTC) could aid in 
keeping the activities of the European Common Market under close observation 
and help expand agricultural trade on a nondiscriminatory basis. 

OTC should not have authority to impose obligations on any member. We 
are opposed to the incorporation of OTC as a specialized agency of the United 
Nations. 

EXPORT OF FARM PRODUCTS 


The level of farm exports is a major factor affecting the prosperity of farm 
people. To maintain and expand farm exports we must be prepared to deliver 
quality products, competitively priced and vigorously merchandised, in mar- 
kets where customers have the ability and continuous opportunity to earn dollars 
to pay for these products. For the most part, our exports should complement 
and supplement the economies of customer nations. 

Farm Bureau has a direct responsibility to assist in the development and ex- 
pansion of a foreign-trade program. We should be aciive in those areas where 
policy decisions affecting foreign sales of United States farm products are being 
made. Farm Bureau should continue to sponsor international trade conferences 
relating to particular commodities as a means of achieving a mutually satis- 
factory settlement of specific problems. 

In order that the level of United States farm exports may be most effectively 
maintained and expanded by the policies set forth in the preceding sections, we 
recommend : 


(1) The establishment of a United States agricultural trade center in Europe 


It is recommended that the American Farm Bureau Federation take immediate 
action to establish an agricultural trade center in Western Europe in coopera- 
tion with other United States agricultural interests, provided sufficient private 
capital is made available. 

Western Europe is by far the largest commercial market for United States 
agricultural exports. It is one that could bring some 200 million customers 
within the reach of United States sales promotion programs. 

These facts, coupled with the fact that the European common market is a 
realty, make it imperative that American agriculturai interests enter this 
market on a competitive quality basis to provide facilities designed to stimulate 
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sales, to service United States agricultural commodity, interests abroad, to ex- 
plore new markets, and to conduct aggressive campaigns s to bring trade oppor- 
tunities to the attention of our agricultural attaches and foreign buyers through 
eloser liaison with trade commissions. 


(2) Eatension of Public Law 480 


Farm Bureau takes pride in its leadership in developing the Agricultural 
Trade Development Act. This law has been successful in moving substantial 
quantities of surplus farm products into foreign markets. We recommend that 
this law be extended and adequate funds provided. We believe, however, that 
this program should be terminated as soon as our agricultural surplus situation 
will permit. Public Law 480 was designed as a temporary program to help 
relieve problems caused by unrealistic domestic farm programs. It is not a 
permanent solution nor a satisfactory substitute for trade for dollars. 

Sales for foreign currency must not replace sales for dollars. Public Law 480 
sales efforts should be directed toward those countries which lack sufficient 
dollar exchange to purchase our farm products. 

Agriculture’s primary task in the export field is to develop dollar markets for 
its products on a permanent basis. United States agricultural exports have now 
reached an all-time high; but it is alarming that Government assistance through 
Public Law 480, the mutual-security program, loans, and export subsidies was 
required to move over 70 percent of our farm exports in fiscal year 1957. It is 
imperative that American agriculture not become permanently dependent on 
these export aids. 

(3) Increased emphasis on the accurate description of agricultural products 
of the quality and grade desired in foreign commerce. Export certificates 
should designate quality accurately to insure protection to the ultimate consumer 
and original seller. 

(4) Competitive pricing of United States farm products. Government-owned 
farm products should be priced for export at levels designed to meet competition 
in world markets. Such products should be priced at points of storage, as 
well as f. o. b. ports, to facilitate sales. The Commodity Credit Corporation 
should pursue policies which encourage the movement of surplus commodities 
into world trade through private channels before they become the property of the 
Government, 

(5) Effective use of our agricultural attachés, who are in a position to provide 
valuable assistance in developing exports. We recommend adequate financial 
support for the Foreign Agricultural Service to enable it to attract competent 
personnel and allow sufficient funds to enable them to do their job in all important 
foreign countries. This will greatly facilitate the collection, evaluation, and 
dissemination of agricultural information and service to those interested in the 
export of agricultural commodities. 

(6) Avoidance of programs giving away our farm products, except in emer- 
gencies. Give away programs tend to disrupt commercial markets and prevent 
the development of sound, long-range programs and permanent marketing 
facilities. 

(7) That the United States not relinquish control of large quantities of our 
agricultural surpluses for distribution by an international organization. 

(8) Support of a strong United States merchant marine. However, we favor 
repeal of cargo preference legislation which impairs the competitive sale of 
United States products and requires United States agriculture to bear a dis- 
proportionate share of the burden of subsidizing the United States merchant 
marine. 

We believe that United States and world shipping services should function 
as a service, so that world trade is not limited or curtailed by the lack of ship- 
ping at reasonable rates. 

(9) Offering farm products in world markets without regard to destination 
whenever it will advance the welfare and security of the people of the United 
States to do so. 


Mr. Harrison. I want to thank you gentlemen for this discussion 
here today. It has been tremendously interesting to me. I know that 
it has been to the members of the committee. I am certainly grateful 
all of you for coming here and giving us the benefit of this very fine 

iscussion. 
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Thank you very much. 

We will stand adjourned until 10 o’clock tomorrow morning. 

(Whereupon, at 4 p. m., the committee adjourned to reconvene the 
following day.) 
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WEDNESDAY, DECEMBER 11, 1957 


Hovss or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON Ways AND Mzans, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to adjournment, in the 
main hearing room of the Committee on Ways and Means, Hon. Burr 
Harrison (acting chairman of the subcommittee) presiding. 

Mr. Harrison. The committee will come to order. 

The panel discussion before the Subcommittee on Foreign Trade 
Policy of the Committee on Ways and Means today is concerned with 
foreign trade policy in relation to wages and employment and the 
ciablei of adjustment in the domestic industry occasioned by import 
competition. 

Several of the participants in the panel contributed to the com- 
pendium of papers assembled and recent published by the subcom- 
mittee. All of the participants are highly qualified on the basis of 
their experience and studies to discuss the subject here under consid- 
eration. I wish to thank them for their generous contribution of time 
and effort in the studies of the subcommittee. 

The participants in the panel are: 

Mr. Solomon Barkin, director of research, Textile Workers Union 
of America; 

Mr. Martin Gainsbrugh, chief economist, National Industrial Con- 
ference Board, Inc.; 

Irving B. Kravis, chairman, department of economics, Wharton 
School of Finance, University of Pennsylvania ; 

Mr. Stanley H. Ruttenberg, director of research, AFL-CIO; 

Walter S. Salant, Brookings Institution ; 

Mr. N. Arnold Tolles, professor, New York State School of In- 
dustrial and Labor Relations, Cornell University. 

We had expected to have Mr. Elmer S. Cope, director, department 
of economics and international affairs, United Steelworkers of 
America, participate in the panel. However, he has come down with 
an illness which has made it impossible for him to be here. 

I might call attention to the fact that the subcommittee has in- 
vited the comments in writing on the subject matter of the subcom- 
mittee studies. These comments will be included in the appendix 
to the record in this proceeding. In this connection, the record will 
be kept open for 2 weeks after the conclusion of these panel 
discussions. 

I will also mention at this point that the participants in this panel 
will be given the opportunity to edit, revise, and extend their re- 
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marks. For this purpose, copies of the transcript will be distributed 
to them. 

I call your attention to the fact that we have been able to pro- 
vide only two microphones on the tables at which the panel is sitting. 
It will be well if, as each person speaks, he avails himself of the micro- 
phone in order that he might be heard throughout the room. 

I think the discussion may best be gotten underway by giving each 
of the participants in the panel an opportunity to make a brief open- 
ing statement, after which the discussion can proceed informally with 
members of the subcommittee and its staff participating in the dis- 
cussion. 

To put that in operation, we will just go in order, and I will call 
first on Mr. Barkin for such preliminary statement as he should care 
to favor us with, 


STATEMENT OF SOLOMON BARKIN, DIRECTOR OF RESEARCH, 
TEXTILE WORKERS UNION OF AMERICA 


Mr. Bargin. My own statement is largely directed as a comment 
and evaluation of the proposals and positions taken by the men in 
this panel who have contributed to the compendium. I have ad- 
dressed myself largely to the questions of whether the proposals for 
equeliging labor costs or correcting national substandard wages and 
labor standards and the introduction of a system of adjustment would 
prove adequate to dispel concern among import-affected industries. 

I would like to say that we are very much in favor of the concept 
and proposal directed toward the constitution, formation, negotia- 
tion, or Pelee of some system of international labor standards. 

As a matter of fact, my union, being in the textile industry, is 
aware of the problems of international rite competition or compe- 
tition based on labor standards. We offered such a proposal in 1945 
at the time of the formation of the United Nations, and issued such a 
statement as well as a short study in support of it. 

We have urged upon many bodies similar action in this field sub- 
sequent to that time. However desirable this goal be, obviously it is 
a long-term objective for which the technical means are not even as 
yet available. 

The President of the United States has issued an Executive order 
which calls attention of the negotiators to the fact that it is desirable 
to withdraw or suspend concessions in cases where labor standards 
for particular commodities in the exporting country are substandard 
as relates to the wage standards in that country. 

When that issue arose in questions of the textile industry we sought 
to investigate labor standards in the exporting divisions of the textile 
industry of these respective countries. We found we could not qual- 
ify for special consideration under that particular principle. 

My paper says ORY that with respect to Japan and India, which 
are the major sources of competition in cotton, the exporting divisions 


of the cotton textile industry in those countries are on a par with, 
and in many cases are higher than, the prevailing wage in those coun- 
tries. As a matter of fact, the most modern companies of those coun- 
tries are the ones that are engaged in the field of international trade. 

As relates to the woolen and worsted industry, a similar finding is 
true, namely, the four major countries exporting woolens to this coun- 
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try—that is, Japan, England, France, and Italy—show the same re- 
sults, that the industries in these countries are not substandard with 
respect to the wage standards of those countries. As a matter of fact, 
in many cases they are in the higher levels. That is true of woolens 
in Japan. It employs a larger proportion of male help than is true 
of the cottons. 

The method of equalizing labor costs is again an inadequate ap- 
proach. In industries such as textile, if you compare the labor 
costs, the efficiencies which have been attained in these countries 
through the use of modern equipment are relatively high. In a coun- 
try like Japan, for example, all of its textile branches are very effi- 
cient and have modern equipment, or at least have applied modern 
techniques to the equipment which they have themselves designed 
and applied in their country. They have made changes in the equip- 
ment which make it better suited to their own purposes. They have 
applied modern methods of manufacture and the modern techniques 
and the modern concepts of processing. 

Similarly, in a division of the inebestey only recently subjected to 
competition, namely, carpets, the same conclusion holds. The effi- 
ciencies in Belgium and in England are on a par, or almost on a 
par, with those in the United States. 

If you turn to the rayon staple industry, the same istrue. The rayon 
staple and rayon filament yarn industries are almost as efficient, if not 
equally efficient, as those in the United States. There is no offset to 
wages, and consequently, unit labor costs are much lower than in the 
United States. 

As for the adjustment programs, again I wish to endorse them on 
their own merits. My union has been most sensitive to the need for 
such an adjustment program. So long as there is technical change 
in the United States of the sweeping nature as that affecting the tex- 
tile industry ; so long as there is any program of reciprocal trade, there 
will be areas and plants that are closing even if there is no effort 
at further liberalization in the tariff schedule. 

For example, during the last 2 weeks one plant, Merrimack, closed 
or announced closing in Lowell, Mass., and another Safie Manufac- 
turing, announced closing in Rockingham, N. C. It so happens that 
both of them are of approximately equal size. Both of them em- 
ployed around 1,500 people; both manufactured very different prod- 
ucts. The Merrimack makes the very controversial item of corduroy 
and the other is making print cloth. 

We are in favor of a program. But may I call your attention to 
the fact that it is my belief and it is our union’s belief that the restric- 
tive provisions which are contained in the present proposals will 
furnish our companies and our people very little help. Frankly, it 
would try us to the extreme to try to prove that the particular com- 
pany closed because of tariff liberalization. I could not in good con- 
science appear before you and say that the determining factor in the 
Merrimack Manufacturing or Safie Manufacturing was liberalization 
of tariff, because there are other technical factors and style factors 
Spish have been at play. That goes for many of the divisions of the 
industry. 

Consequently, we urge such legislation for all distressed industries. 
We need a considerable relaxation of the provisions. We would 
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like to have this provision generalized for all distressed industries 
and liberalized with respect to concerns that are not in distressed in- 
dustries that might have been affected by the liberalization programs 
under our tariff laws and tariff program. 

We also would like to call attention finally to the following. It 
appears to us that the concepts underlying the trade program, the 
protective divisions of the trade program—namely, peril points and 
escape clauses—are hardly sufficient to round out a procedure and 
technique necessary to preserve those sectors of American industry 
which are necessary to the maintenance of a national economy. 

Consequently, we urge that the tariff program be amended to pro- 
vide for a section in addition to the peril point and escape clauses, 
so that the Congress of the United States would provide the Presi- 
dent with the guides for the determination of the industries and the 
productive capacity or total capacity of industries which should be 
maintained. 

The President, through his representatives, should, after careful 
study, announce his conclusions and allow them to be subject to 
review and criticism at public debate. After such hearings, they 
should be reviewed and the results promulgated. The respective in- 
dustries should then be permitted to initiate actions under escape pro- 
visions requesting a system and a level of rates which would assure 
the continued operation of the prescribed domestic volume of pro- 
duction. 

Of course, the Executive must be provided with the necessary pow- 
ers for protecting the public from exorbitant prices and restrictive 
production practices in these industries. This system of protection 
of American productive capacity is illustrated by the current systems 
of control of imports in the woolen and worsted and cotton industries. 
Imports of woolen and worsted fabrics are now subject to a rate of 
25 percent for a volume equal to 5 percent of domestic production, 
and all imports above that volume are assessed at a 45 percent rate. 
Imports of Japanese cottons are now limited to a self-administered 
quota set by that country after discussions with the United States. 

We think that that type or program should be added, and the need 
for it, of course, is illustrated by our own experience in our industry, 
and the experience with lead and zinc and other areas of serious im- 
pact where questions have arisen concerning national interests and 
for which the executive branch of Government has very little guidance 
at the present time. 

It is my belief that we have now come to the stage in the develop- 
ment of reciprocal trade where directives from Congress in this field 
are desirable. 

Finally, a good deal of the discussion in this field is, of course, for 
the purpose of affecting public attitude rather than setting a program 
which would be in the best interests of our country. They are bar- 
gaining positions rather than definitions of precise programs which 
specific groups have been advocating. That is particularly true of 
the advocates of the extreme liberal trade program and those of the 
protectionists. 

We wish to call attention to our conclusion, that even the complete 
removal of American trade barriers may not be sufficient to abolish 
the dollar shortages and imbalances in trade. The dollar gap is not 
the result of American import policies, but of long-term changes in 
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the world economies and the structure of American economy. The 
ratio of American imports to domestic production has been declini 
in terms of value, though it has been maintained in terms of physica 
volume. American imports have been concentrated in crude agricul- 
tural materials and semimanufactured goods. Our continental econ- 
omy naturally has a high degree of self-sufficiency. 

nly the most optimistic projections of our needs for these materials 
suggest a rise in the ratio of imports to gross national product, and a 
number of students have held to the contrary. I have simply used 
the most optimistic one which one of the students has developed. 

Even the most liberal trade program may, therefore, yield inade- 
quate results in terms of the values of imports. We shall have to 
maintain a foreign-aid program long beyond the present as an effective 
means of offsetting our excess of exports over imports. 

The great need is for a careful study to bring the economies of the 
free world into balance with one another. We do too little one 
about triangular trade, and the integration of the various regions 0 
the free world. 

The statistics and discussion are almost built on the concept of the 
relation of the United States on a bilateral relationship with a specific 
country. There is a need all through the postwar years, which has 
not been satisfied, for a rather thorough study of the means of balanc- 
ing the economies of the various regions of the free world. Except 
for our investment in raw materials, we have relied exclusively on 
the haphazard systems of economic growth and decentralized efforts. 
There is a place for overall planning among the free nations which 
would assure a careful understanding of local resources and skills. 
Mere destructive competition and the expansion of unnecessary capac- 
ity appears to us to be wasteful of our resources. This is happening 
particularly in such common industries as textiles. 

The road to understanding is not through the carefree, sweeping, 
and undifferentiated reductions, but to the dovetailing of economies 
based upon the principle that each of the countries or the integrated 
economies may maintain their own basic industries and arrange for 
the most favorable exchange of products which does not destroy the 
industrial capacity desired to be retained by the respective countries. 

Thank you, sir. 

(The following statement was filed by Mr. Barkin :) 


STATEMENT BY SOLOMON BARKIN, DIREcTOR OF RESEARCH, TEXTILE WORKERS 
UNION oF AMERICA, AFL-CIO 


The papers are designed to dispose of the contention that wage differences 
among competitive industries of, different countries are measures of cost dif- 
ferences and to propose policies which might mollify the workers, industries, and 
communities in the import-affected industries. It is suggested that a program 
for correcting national substandard wages and labor standards and inequalities 
in unit labor cost together with relief for the affected workers, industries, and 
communities and the continued use of the peril points and escape clauses would 
allow the domestic groups affected by imports to acquiesce to the lowering of 
tariff duties or would permit Congress to override their opposition. 

We are in favor of the promotion of fair labor standards on an international 
basis. Emil Rieve, the former president of the Textile Workers Union of Amer- 
ica, urged in 1945, at the time of the formation of the United Nations, the adop- 
tion of a code of international labor standards. We wholeheartedly endorse 
every effort at correcting the substandard labor conditions in the respective 
countries through negotiations, legislation, and treaties. 
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But the realization of this humanitarian purpose is a distant goal. It can 
provide no immediate program for equalizing unit labor costs or standards. We 
urge that the committee recommend the promotion of such commitments by for- 
eign countries through trade agreements, commercial treaties, the International 
Labor Office; and informal discussions with representatives of foreign countries. 
But such a program cannot be placed on par with our own control of interstate 
commerce through the Fair Labor Standards Act or the prospective program of 
the European common market. The former prescribes specific minimum uniform 
terms for all covered industries; the latter looks to the ultimate equalization of 
certain terms of employment and labor costs and provides an interim system of 
duty offsets. 

Mr. Tolles restricts his proposal to the implementation of the suggestion con- 
tained in the Randall Commission to seek the elimination of substandard wage 
conditions in the exporting countries, while Mr. Ruttenberg would prefer to have 
a system of labor cost equalization and an ILO program of standards, both are 
recognized as distant objectives. He recognizes that for current purposes the 
Randall Commission formula for seeking protection against substandard condi- 
tions in the exporting countries remains “the best available for determining the 
existence of unfair labor standards.” ‘The executive branch of the Government 
has been empowered to proceed in this direction but has, to my knowledge, found 
no occasion to implement this directive. 

We urge that the Government adopt as its policy the promotion of fair labor 
standards abroad. But we do not believe that it can have any practical import 
for our trade policy. Certainly, we would not follow the proposal that we open 
our markets and witness the destruction of an American industry in the hope 
that a foreign country will eliminate unfair labor standards so that at a future 
date when the American industry may no longer exist we shall be able to con- 
template a condition of fairer labor standards in the foreign country. 

We must add, further, that we, too, believe that the adjustment programs 
should be extended to workers, industries, and communities adversely affected by 
imports. Wewould gofurther. We believe that the Federal Government should 
adopt legislation providing aid to all distressed communities whether the cause 
of their distress be changes in technology or consumer and producer deniands 
or foreign trade. We cannot tolerate the continued wastage of manpower, pri- 
vate and social capital, and the economic losses resulting from less than the 
maximum utilization of our resources. We have made such a commitment 
under the Employment Act of 1946. Certainly, groups directly affected by a 
specific national policy such as the encouragement of imports should be assured 
this type of assistance in their adjustment to new employments. 

But we cannot endorse this program as an alternative for action under the 
escape clause. The procedure laid out in the current bills for such adjustment 
relief is so restrictive as to be of little value except in the unusual case where a 
direct, immediate, and positive relation between unemployment and plant closings 
can be traced to imports. While there are some such instances, in the over- 
whelming number of cases industrial contraction occurring in the import-affected 
industries is the consummate result of many forces, one of which is imports. As 
a result it is exceedingly difficult to identify imports as the determining or primary 
cause and thereby to qualify for the proposed relief. 

Not only is the proposal no substitute for the continuance of protective meas- 
ures, but we believe that in most instances, certainly in the textile industry, the 
industries, communities and workers would be unable to qualify under its terms. 
We therefore emphasize most strongly that no matter how welcome an adjust- 
ment program might be, it will not provide an alternative or in any way mollify 
the opposition to the reduction in protection for these import affected industries. 
It has to be considered on its own merits as an appropriate step to be taken to 
assist the groups adversely affected by direct Government policies. 

Insofar as the textile industries are concerned we have found the Randall 
Commission formula as it would affect substandard conditions in exporting 
countries to be of little protection. Whether we consider Japan or India, the 
exporting companies are among the high-wage groups within the textile indus- 
tries of those countries and the wages in these companies are not substandard 
as relates to the wage patterns within these respective countries. As respects 
Britain, France, and Italy, particularly in the woolen and worsted industry, we 
are not dealing with substandard industries in their respective national econ- 
omies. Tables 3c, 3e, and 3f submitted by the United States Bureau of Labor 
Statistics on pages 768-780 make these facts clear. The textile earnings in 
France constitute 98 percent of the average of all manufacturing and trade; the 





woolen and worsted industry are ‘82 percent of all manufacturing of Great 
Britain; and the woolen and worsted industry is 88 percent of all manufacturing 
in Italy. The respective positions are even more favorable when the rates are 
compared in terms of the respective earnings of male and female workers 
separately. . 

If we follow the line of analysis considered by Messrs. Kravis and Ruttenberg 
and attempt to evaluate the respective unit labor costs giving weight to the 
productivity in the respective industries, we again reach the conclusion that the 
wage differential does not measure the differences in labor productivity. The 
exporting division of the textile industry of Japan is highly efficient. Many of 
the concerns exporting Indian cottons are outstandingly proficient in their 
utilization of labor and capital. The woolen and worsted industry of the three 
European nations referred to above can almost match the levels of labor pro- 
ductivity in the United States in this same industry since they have since the end 
of the war substantially modernized their equipment, particularly insofar as 
relates to the introduction of automatic looms. 

The major thesis presented by these two papers as relates to national differ- 
ences respecting wages and productivity will not stand up under close scrutiny. 
As respects the textile industry,’we would: believe most pertinent Professor 
Kravis’ statement that “low wages aid the competitive position of.an industry 
* * * when wages are low relative to labor productivity as compared to the 
relationship in other countries.” Certainly this important conclusion is relevant 
to the textile industry. Since it is one of the major industries affected by the 
downward revision of duties, the principal thesis presented by these two con- 
tributors cannot provide a sound basis for policy determination. __ 

These papers are based upon the outright acceptance of the principles of the 
freest trade possible within the confines of practical political policies. Two of 
the papers acquiesce to the provisions for peril points and escape clauses hoping 
thereby to disarm the spokesmen for the import affected industries, knowing full 
well that neither of these measures as applied by the past or present adminis- 
trators have been of substantial benefit to’ the import affected industries, Cer- 
tainly the escape clause has seldom been effectively applied and most appeals 
have been denied. As for the peril points, they are so shrouded in mystery. that 
none of us really know of their import or application. 

After displaying the appropriate obeisance to these protective tools, these 
men disclose a hope that they will be ineffectively applied for otherwise they 
could not perceive any considerable volume of imports in these competitive areas. 
Their belief in the direct relation of wages and productivity. must also have 
doubtful validity in their own minds for if these conclusions were really valid, 
trade would be at a standstill. 

What is important is for the exponents of trade liberalization to unfold for 
us the likely impact of a liberalized program. What volume of trade are we 
likely to realize if varying degrees of liberalization were invoked with the 
retention of the peril points and escape clauses? Would the volume of trade be 
sufficiently significant to aid these foreign countries? Is the volume of trade 
large enough size to be worth the battle? Are they looking for a pyrrhic victory 
or are they truly seeking to destroy substantial segments of American industry? 

The advocates of liberalized trade have tended to minimize the likely impact of 
a reduction of rates. But if that be the case, are they fighting for political 
symbols? Why are we not getting a carefully prepared story of the likely impact 
on the specific industries? Howard Piquet showed such estimates and our fears 
were confirmed. The lowering of duties would be most destructive. And his 
estimates were most conservative for foreign industries had not yet attained the 
levels of productivity that they have since achieved. We cannot dismiss these 
facts. Liberalization of tariff rates will seriously complicate the economy of 
the domestic textile industry where domestic forces are causing its physical 
contraction. 

We therefore believe that the major arguments in these papers are weak: 
(1) The major domestic import affected industries are likely to be in the category 
of those in which productivity and wages are not closely correlated. (2) A 
practical program of the equalization of labor rates or labor costs or labor 
standards through a system of international labor agreements or trade agree- 
ments, which we endorse, has not yet been formulated and is of such a long-term 
nature as to be of no practical relevance to the determination of current tariff 
levels. (3) No system of releif is a substitute for actual jobs in an existing 
industry. The assistance should be offered to the victims of the normal opera- 
tions of the current tariff system rather than as a substitute for protection. 
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Not one of the papers addresses itself to the problems of the desirability of 
maintaining American productive capacity and skills irrespective of the com- 
parative costs. They are so wedded to the concepts of liberal trade and national 
specialization that they do not assess its practicability or desirability in the 
current world. They do not raise the question as to whether the free world has 
been so integrated as to warrant our embarking on a program of a common mar- 
ket such as is contemplated in Europe. Nor is the distinction clearly perceived 
between our state of affairs and that of Europe where the nations are starting 
to integrate their economies. 

That fact is that we continue to be a a national state which has needs for 
maintaining its own national existence. We are carrying on a system of trade 
with other countries for our own advancement and to assist other countries. 
We are promoting integration in Europe; we are favoring a similar plan for the 
Latin American countries. But we are not creating an integrated world economy. 
And we have not clearly perceived the trade relationships between these vast 
systems. Nor have we spelt out the role which the American economy should 
play in the new world system in view of our high degree of self-reliance in terms 
of most raw materials, agricultural products, and manufactured goods. Unlike 
the traditional home of free trade, England, we are a highly self-sufficient nation 
and science has liberated us from our dependence on other countries for many 
products. Our imports have to an increasing degree tended to be composed of 
raw materials for our large industries. Even many of them have diminished 
in importance as our industries have created scientific substitutes, as in the case 
of silk and wool. 

While uncertain of the prospective effects of these proposed programs of liber- 
alizing tariff duties to the level of peril points and the effective implementation 
of the escape clauses, we are aware of the consequences of the current and past 
recession upon the volume of imports. Many witnesses have already testified 
that there is no step more vital to the maintenance of the economic health of the 
free world and the continued high volume of trade than the restoration of the 
high volume of domestic activity which necessarily results in a continuing large 
inflow of imports. The current recession is doing great injury to our allies. 
The restoration of full economic activity will do more to improve their economic 
plight than any program of trade liberalization which is now being discussed. 

In evolving a program of international trade we must go farther than merely 
the prescription of peril points and escape clauses. These must be more care- 
fully administered. As for the peril points, the affected industries and public 
must know more about the criteria of their selection and the levels which have 
been selected. They must be open to public debate and discussion. They are 
now clouded in mystery and are unknown to the affected industries or people. 
The escape clause must be administered in a manner which would really provide 
industries with effective protection from injury rather than an opportunity for 
protest after injury, ofttimes fatal, has been inflicted. 

We must also deliberately determine the size of the domestic productive capac- 
ity of each affected industry which our Nation will preserve. The Congress of 
the United States should provide the President with guides for the determina- 
tion of the industries and the productive capacity or total capacity of industries 
which should be maintained. The President, through his representatives, should 
after careful study announce his consclusions and allow them to be subject to 
review and criticism at public debate. After such hearings they should be 
reviewed and the results promulgated. The respective industries shall then be 
permitted to initiate actions under the escape provisions requesting a system 
and a level of rates which would assure the continued operation of the prescribed 
domestic volume of production. 

Of course, the Executive must be provided with the necessary powers for pro- 
tecting the public from exorbitant prices and restrictive production practices. 
This system of protection of American productive capacity is illustrated by the 
current systems of control of imports in the woolen and worsted and cotton 
industries. Imports of woolens and worsted fabrics are now subject to a rate of 
25 percent for a volume equal to 5 percent of domestic production and all imports 
above that volume are assessed at a 45 percent rate. Imports of Japanese 
cottons are now limited to a self-administered quota set by that country after 
discussions with the United States. 

We wish to state that even the complete removal of American trade barriers 
may not be sufficient to abolish the dollar shortages or imbalances in trade. The 
dollar gap is the result not of American import policies but of long-term changes 
in the world economies and the structure of the American economy. The ratio 
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of American imports to domestic production has been declining in terms of value i 
though it has been maintained in terms of physical volume. American imports | 
have been concentrated in crude agricultural materials and semimanufactured ' 
goods. Our continental economy naturally has a high degree of self-sufficiency. if 
Only the most optimistic projections of our needs for these materials suggests a ii 
rise in the ratio of imports to gross national product. Even the most liberal i 
trade program may, therefore, yield inadequate results in terms of the value of i 
imports. We shall have to maintain a foreign-aid program long beyond the if 
present as an effective means of offsetting our excess of exports over imports. ! 
The great need is for careful study to bring the economies of the free world 
into balance with one another. Except for our investment in raw materials, 
we have relied exclusively on the haphazard systems of economic growth and 
decentralized efforts. There is place for overall planning among the free na- | 
tions which would assure a careful understanding of local resources and skills. 
Mere destructive competition and the expansion of unnecessary capacity appears i 
to us to be wasteful of our resources. The road to understanding is not through | 
the carefree, sweeping, and undifferentiated reductions but to the dovetailing 
of economies based upon the principle that each of the countries or the in- 
tegrated economies may maintain their own basic industries and arrange for the : 
most favorable exchange of products which does not destroy the industrial ca- i 
pacity desired to be retained by the respective countries. 


Mr. Harrison. Thank you very much, sir. 
Mr. Gainsbrugh, may we hear from you? 


STATEMENT OF MARTIN GAINSBRUGH, CHIEF ECONOMIST, 
NATIONAL INDUSTRIAL CONFERENCE BOARD, INC. 





Mr. Garnssrucu. We were invited by the committee to present the 
results of the study we have been conducting for the past several 
months on labor costs for identical products here and abroad. I want 
first to extend my apologies to the members of the panel and to the 
committee for not having submitted our results earlier, but we have 
been fighting a deadline ever since this study was undertaken, and the 
impossible does take a little longer. 

ye have some of the preliminary results available, however, today. 
The complete text of my statement appears elsewhere, but I would 
like to use my opening time to highlight some of the findings of this 
-study, if I may. 

Our primary purpose in conducting this study was to obtain orig- 
inal data on what it costs to produce identical, or nearly identical, 
products here and abroad. The data are for the same manufacturer 
with plants here and abroad producing identical products here and 
abroad. 

What is the comparable production cost in such cases? No com- 
prehensive body of factual information exists on this subject. In 
fact, to our knowledge, there is little more available than the very 
modest preliminary results we had back in 1954 of a pilot study of 
this character, Studies in Business Economics, No. 45, “Convertibility 
and Foreign Trade,” The Conference Board, 1954. 

Since both the Subcommittee on Foreign Trade Policy of the House 
Ways and Means Committee and the sponsors of this study expressed 
particular interest in an extension of the findings of our previous 
efforts, we made this assignment a major phase of the present study. 

Such information is of considerable interest to the businessman 
anticipating doing business abroad, or doing business abroad cur- 
rently, to students of the causes and patterns of foreign trade and 
also to those responsible for the formulation of foreign economic 
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policy. Businessmen interested both in expanding their activities 
abroad and in understanding the nature and causes of the competitive 
situations in which they operate at home and abroad have frequently 
called upon us for information of this particular type. International 
cost comparisons and their implications have long been fundamental 
to theories and analyses of foreign trade developed by experts and 
students in the field. 

Finally, while other considerations obviously enter into the devel- 
opment of a national public policy on trade with foreign countries, a 
factual body of information on comparative costs and even more on 
the experiences of companies operating in international trade should 
serve a useful function. 

Our approach to assembling the data was to solicit cooperation of 
American producers, producers with manufacturing establishments 
abroad producing the same or similar products. Our questionnaire 
asked for both accounting data and supporting information on the 
general topic of comparative costs and their determinants. This 
questionnaire was sent to a large sample of American business firms, 
over a thousand in all. This sample necessarily had to be designed 
by us, for no existing frame was available from which any such sam- 
pling could be made. That is an interesting comment in and of 
itself—that. we have no comprehensive or current list at the moment 
of American companies doing business abroad. 

Many of our letters came back with the respondents saying, “We 
do not know why our name is on your list. We are not at the mo- 
ment engaged in producing abroad—at least in the sense in which you 
define ace 

This lack of comprehensive information on business activity abroad 
made it impossible to design this sample in accord with the approved 
precepts of scientific sampling, and our response, consequently, 
should perhaps more properly be viewed primarily as a panel of 
response from a wide variety of firms and industries. 

We think the results are notable. Here are some of the highlights. 
We now have secured comparative costs of production here and, 
abroad for 68 different commodities, produced in 20 countries. AI] 
told, our findings are based upon 158 sets of comparative unit costs, 
for similar cost data for some commodities produced in more than 
one country were reported to us. Table B-1 in the full statement 
shows the distribution of our response by countries and by industries, 
We have 38 comparisons for the United Kingdom of identical prod- 
ucts produced here and abroad by the same manufacturers, 28 for 
Canada in all, 64 for Western Europe, 49 from Latin America. 

Table B-2 presents the distribution of these comparisons by indus- 
trial groupings, 51 comparisons of identical or closely similar chemi- 
cal products; 25 comparisons of food and related products; only 1 of 
textile-mill products. 

Now, let. me give you a thumbnail sketch of the data which will 
appear in full in our completed report which will be forthcoming in 
the weeks immediately ahead. We found that in 60 instances foreign 
unit costs were higher than comparable American unit costs. In 6% 
instances, foreign unit costs were lower than comparable American 
unit costs. 

Perhaps the best way to drive this point home is to ask you to look 
at table B-8. This shows the ratio of foreign unit costs to United 
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States costs, classified by cost categories. There at the top of the table 
you will see we had reported to us by our sampling group 69 instances 
of identical products in which costs of production were lower abroad 
than in the United States. That is total unit costs. Costs were the 
same or approximately the same in 29 instances, costs were higher 
than the United States in 60 instances. 
But move across the page. In connection with what Mr. Barkin 
has already told us, you will see that in 109 out of 143 instances direct 
labor costs per unit were lower abroad than in the United States. 
In 24 instances they were higher abroad than in the United States. 
Now look at overhead costs. This we described as the residual of 
cost of production, after you take out materials and labor—electric 
energy consumption or fuel costs would be an outstanding illustration 
of what we meant by overhead. In all, 78 instances were found where 
overhead costs were lower than in the United States. In 52 instances 
they were higher than in the United States. Yet on balance, the total 
unit costs are about the same as in the United States for the group 
we surveyed. 
What makes the difference? It is primarily to be found in unit 
material costs. They were substantially higher abroad than they were 
in the United States. That is the way to decode table B-3. 
Coming back to the bottom of page 2, while the number of product 
comparisons with lower costs abroad is greater in our sample, the 
difference, fewer than 6 out of every 100 instances, does not appear 
substantial enough for any generalization other than the obvious one. 
Some commodities are cheaper and some are more costly to produce 
abroad than in this country. So much for production costs in total. 
Our returns produced more sharply ahek findings when the three 
major cost components were examined. In more than two-thirds of 
our comparisons unit labor costs were relatively lower, and in only 
10 were they about the same. 
The substantial contribution to lower unit labor cost was reinforced 
in the majority of instances by relatively lower foreign overhead 
costs; 78 of our 158 cost comparisons included a lower ratio for the 
overhead item than the comparable costs in the United States. 
What produced our seeming general standoff between United States 
and foreign unit costs was the offsetting nature in the estimates re- 
ported to us of the relative cost of direct materials. The answer 
appears to be that for our sample, at least, the cost of raw materials 
accounts for so large a proportion of the average production cost dol- 
lar that it offsets both lower labor and lower overhead items, for a 
broad range of foreign products. 
The result, then, as I have reported it, was that for the 158 products 
unit costs were fairly evenly distributed between those higher and 
those lower than the United States. 
We also present some tables here, which I will not follow through, 
because of time, dealing with the geographic pattern of production 
costs. On page 7 we direct attention specifically to the lower pro- 
duction costs in Western Europe. 
I would like to use the balance of my time, however, if I have any 
left, Mr. Chairman, to offer some specific generalizations which emerge 
from our study, beginning on page 10. May I proceed? 
Mr. Harrison. Yes. 


99921—58——36 
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Mr. Gatnspruen. Point 1: Differences in the nature or quality of 
materials used in production have little effect on comparative costs, but 
higher prices of materials abroad do exert an effect. 

he second point, we were told, is that use of component parts and 
assemblies tends to be about the same in foreign and domestic opera- 
tions. 

Point 3: The proportion between skilled and unskilled employees 
does not significantly vary in the operations in the United States 
compared with the operations abroad. 

Point 4: Differences in charging depreciation have little effect on 
comparative costs, but on balance perhaps aid foreign producers rela- 
tively more by permitting them to recapture the cash expended on 
fixed investment sooner than in the United States. 

Point 5: The relationship of actual operations to full plant ca- 
acity appears to exert little pervasive or significant effect on costs 
ere or abroad. 

Point 6 to us is a very important conclusion. Fringe benefits are 

a significant and increasingly important factor in unit costs here and 
abroad. If anything, their cost on the average appears to be higher 
abroad, particularly if allowance is made for fringes financed by 
taxes and distributed through public programs. The most significant 
factor in existing differences between foreign and domestic unit labor 
costs, however, is the often substantial wage differential. 

Point 7: The vast majority of our respondents cited relatively lower 
wage rates abroad as the major contributor to differentials in labor 
costs. Specifically, three-quarters of all firms replying underlined the 
wage factor. While the relationship varies widely by product, often 
with the degree of automation in the production process, there is 
little possible doubt that unit labor costs generally lower abroad than 
in the United States. 

Now, Point 8 is on productivity. In a substantial majority of 
American plants abroad, production per man-hour is less than in the 
domestic plants operated by the same company. The strong consensus 
was that the difference is attributable to less automation and mechani- 
zation abroad than exists in the United States operations. 

Some evidence did emerge from our response which appeared 
roughly to support generalization on an important aspect of produc- 
tivity. Many of our respondents explicitly stated that productivity 
and wage levels were closely correlated here and abroad; that is, that 
relatively lower productivity was accompanied by lower wages and 
vice versa. 

No. 9: 34 companies flatly stated to us that foreign governmental 
assistance to foreign producers has not affected their ability to com- 
pete in foreign markets. Another 27, however, reported encountering 
some form of governmental activity which puts the American exporter 
or producer at varying degrees of disadvantage. 

Point 10: Transportation costs necessarily vary, and vary substan- 
tially, depending upon the nature of the product and the distance over 
which it is to be shipped. Our survey results, however, indicate that 
transportation costs are not always an insurmountable factor. Of 
39 firms which provided transportation cost data, 15 estimated that 
the cost of transporting a product now made abroad back to this 
country would be less than 5 percent of its foreign unit production 
cost. 
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Point 11 is for some of the skeptics about this survey. There will 
be some, undoubtedly. No generally significant relationship was found 
in the survey between unit costs and volume of output. It is possible 
to discern a crude trend whereby unit costs tend to fall with risin 
volume; but noclear cause and effect relationship can be inferred. 
For many industries and products the economies of scale and larger 
output are not clearly operative and volume is not always the key to 
lower costs. Hence, the present generally lower volume of American 
operations abroad does not appear to exert any upward bias upon 
comparative foreign costs reported by American firms. _ 

Point 12: It was the consensus of cooperating American firms that 
mechanization exerts a determining force in comparative costs only 
when there is a substantial difference in its degree between two estab- 
lishments. For example, when it was reported that mechanization 
abroad lag considerably behind that in domestic plants, almost 
invariably this fact was also noted as a significant reason both for the 
present higher costs and as an avenue for future foreign cost reduction. 

Lastly, and perhaps this is already obvious, but in the main, the 
survey’s evidence —— the conclusion that the most significant 
single determinant of unit cost and its trend is the nature of the s 
cific product. This underscores the need for specific industry studies. 
Some products are more cheaply manufactured abroad, some have 
lower unit costs in this country, The outcome will depend upon a 
variety of factors, including the relative cost and the amount of ma- 
terials consumed, wage rates and unit labor costs, the d of mech- 
anization, average capital requirements, the amount of power con- 
sumed, and similar determinants. 

I thank you. 
Mr. Harrison. I thank you very much. 
(The above-mentioned statement is as follows: ) 


















































TESTIMONY BY MARTIN R. GAINSBRUGH, CHIEF EcoNOMIST, NATIONAL INDUSTRIAL 
CONFERENCE Boarpb, ON LABOR Costs FOR IDENTICAL Propucts HERE AND ABROAD 


Our primary purpose in conducting the field survey which I shall report upon 
today was to obtain original data on the comparative unit costs of production 
within manufacturing here and abroad. both in total and for each of the tra- 
ditional major components of cost. No comprehensive body of factual informa- 
tion exists on this subject. In fact, to our knowledge there is little more avail- 
able than the very modest results of a previous effort we made to collect such 
data.* Since both the Subcommittee on Foreign Trade Policy of the House 
Ways and Means Committee and the sponsors of this study expressed particular 
interest in an extension of the findings of our previous effort, we made this as- 
signment a major phase of the present study. 

Such information is of considerable interest—to businessmen, students of the 
causes and patterns of foreign trade, and, apparently, to these responsible for 
the formulation of our foreign economic policies. Businessmen interested both 
in expanding their activities abroad and in understanding the nature and causes 
of the competitive situations in which they operate at home and abroad have 
frequently solicited our aid in obtaining the little that has heretofore been 
available on his subject. International cost comparisons and their implications 
have long been fundamental to theories and analyses of foreign trade developed 
by experts and students in the field. Finally, while other considerations ob- 
viously enter into the development of national public policy on trade with foreign 
countries, a factual body of information on comparative costs and on the ex- 
pestaoeee of companies operating in international trade may serve a useful 

unction, 


2 Studies in Business Economics, No. 45, Convertibility and Forei - 
ence board (1954), y ‘oreign Trade, the confer 
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Our approach to assembling data was to solicit the cooperation of American 
producers with manufacturing establishments producing the same or similar 
products both here and abroad. We drafted a questionnaire requesting both 
accounting data and supporting information on the general topic of comparative 
costs and their determinants. This questionnaire was sent to a sample of 
American business firms in all lines of industrial activity, a sample which neces- 
sarily had to be designed by us for no existing frame was available from which 
any sampling could be made. The lack of comprehensive information on business 
activity abroad made it impossible to design this sample in accord with the 
approval precepts of scientific sampling and our response, consequently, should 
perhaps more properly and strictly be viewed as a panel of response from a 
wide variety of firms and industries. 

The results, we believe, are notable. Comparative costs of production here 
and abroad for 68 different commodities produced in 20 countries were submitted 
by 49 American firms. All told, our findings are based upon 158 sets of com- 
parative unit costs, for similar cost data for some commodities produced in 
more than one foreign country were reported to us. The distribution of our re- 
sponse by country and by two-digit, SIC industrial classification is presented in 
table B-1. A cross-classification of the data by country and by industry is made 
in table B-2. 


Tas_e B-1.—Deseription of cost comparisons included in the survey 


A. DISTRIBUTION OF PRODUCT COST COMPARISONS BY COUNTRY 





Number of Number of 

Country : comparisons | Country—Continued comparisons 
United Kingdom_--........ = 38 BM aNG se oss i EE LOS 4 
nc tiicithnetitetotininestneiecniigebebdeis . 28 TN nt ceeptiestm eps efttpeipil 4 
I Ane ae 16 ei 3 
Beramio ih i) So 18 aaa arth evanta-cranenscmic cs mers 38 
Avuetraliano ob os.) 2320-1cu 8 Cubic goo el eo as 3 
NS iischiovermeentitemdgi iden ibid (0 Mel ities ssn ue 2 
Be icaaenicdphtis brhtenthedetinenpnit ies 6 FADO cheb penielnnqsnshediesedie: 2 
Welk, COTMIORY ee 6 Be a rcinnimniynaemaniaiiontend ie 
I 6 RSI sc ccacuihieteeatneinedtonciumetbienteanistaaiil or 
South Atries. i 5 Soaim ti ve 1 
TNO atabidestsiisennsenneassd, 158 


B. DISTRIBUTION OF PRODUCT COST COMPARISONS BY INDUSTRY 
Number of 


Industry: comparisons 
weekend Miedrees peotwete fi 2 8 ne eee mene 25 
eR TE ne TREY BS BUR Se PEO RF EE ae ee a 1 
| COORG, RES nee einer wenee adage 9 
eee Tannese @neees "ORCI ewe moana 51 
ere WUPONENS 22 OUTS Buse od en ee oe kina abepesipancain 10 
Leather: and: leather: prodtcteo_ + 8a oot ee sam ta 
a, Rs BU EE eee on necro erm en punpenemenga opamaneten 1 
EE GEE, FO eee eee eee ice mer womvmnerarepereneoonaenngenieesigieananyia 3 
Enna UI | UI ISOs BITS ON, canes cscs egpegoeneeogegenpstnmuaehtrinapenthem 16 
Demers Gmmpme SICIT ION eo eee ee ene 7 
Fe eee a on nn areimseosnen aigntoungeancranseighch 7 
Dee ee eee eee nn, nape eccres peetnpnenenenguansenpiay 4 
CI INEL) SIDE IOI Ce eae emer anenereyeer an 8 
SET ISEURI 7 RESTITUTION onan en ere weernenee=ntronqummep ema ovapapperie 12 

SE aia ae noe a enenpiiien ap meensheniyy pendiebtnaapacis 158 


Source: The conference board. 
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TaBLe B-2.—Product cost comparisons classified by country and industry 


United Austra-| Bel- | West 
King- | Canada} Mexico| Brazil lia gium | Ger- 


Food and kindred products----_.... 
Textile mill products_..........-- 
Pulp, paper, and products. -....--. 
Chemicals and allied products 
SUIT Patch bntaswocsnpeccecccentcws 

Leather and leather products...........-..-.-]...---.-]---.--.- 

Stone, clay, and giess paoducts......~..~..-. ~~. ).--.--s<fonno--<p]04s--seapeyeidvenb end 
Primary metal products... .........-.----.-- 

Fabricated metal products_-_........--.-.--- 

Machinery except electrical_..-.......-...--- 

Electrical machinery... -.....-.-.-.---.--.-- 

Transportation equipment .._-............--- 

Instruments and related products 
Miscellaneous manufactures......-......-.--- 





France | Argen-| South | Hol- | Vene- |Colom-| Cuba 
tina | Africa | land | zuela bia 


Food and kindred products-.--.............--- 2 1 1 1 2 1 
WG ME OGUIOOE oe x on ia cc cn ew bocnlecoccans BR Woccbeiemag Als ne dig tats neediest aaa 
Pulp, paper, and products-- -_. dds Ek ids Selbepandhoan idee 1 Fhe. 5.5 chs... ca cade aw eaenes 
Chemicals and allied products. ......-....-.-- MBs itch atin BF hacks oacini 1 1 2 
SE EE. |, at nanmmiahiadansenstasmionsest ee DD Vescin atin cbbenciiinin 1 1 1 
Leather and leather products..............-.-.|---.----]---. Lunaaeneeae 1 
Stone, clay, and glass products 
URMBOEY URGE DUOUIGER a onc coco ncececsiswnclann ce seuhss napus els aut akhigletd adalah Geindnpen idee Rt ile 
Fabricated metal products. -..............---.]-------- 2 1 1 
Machinery except electrical 
EINE MEIN Phi icc cilind dcicnde chabonciocascchulovaluwksfadecsabtheiwdctiodndabieidalesbbe dues 
Transportation equipment -____._._..._...--- 2 fans cs caacesaccylcpessuew espe cntmeciitectm 
Instruments and related products _...........).....--.|----..-- 1 
Miscellaneous manufactures 


———— | | | | | | 











Food and kindred products. -................ 
Dathhe WN TORO iad 5 ne 5 cin bt dice -aesapgh -nvbvievel ine dabunle| a4 spenalbedieabsind=qhdadhaetgeth 


Pe NE SORE | oo carnnenewnesunbabnanepsebesupiaiih=deednglon dine skeen ematical 
Ohernicals: and products 






Leather and leather products._....-.........- 
Stone, clay, and glass products__._...........}-.-.---- 
Primary metal products... 
Fabricated metal products 
Machinery except electrical. .............--.-|-.. 
Electrical machinery. .--..-.- e 
Transportation equipment. .-__ 
Instruments and related products... ........-].--.-.--f- 1. s4.5] sic] ee alk es elk 
Miscellaneous manufactures...............-..|---.---.]..-.-.-- 


aSton® 






-_ 
NOR NNOOe 


a 





Source: The conference board. 


As a thumbnail sketch of the data which appear in full detail in the com- 
pleted report, we found that in 60 instances foreign unit costs were higher 
than comparable American unit costs and 69 were lower (see table B-3); 29 
of our 158 sets of total unit cost comparisons fell in a range we have defined 
as the “same as” United States costs. While the number of lower costs abroad is 
greater in our sample, the difference—fewer than 6 out of every 100 instances— 
does not appear substantial enough for any generalization other than the obvious 
one that some commodities are cheaper and some more costly to produce abroad 
than in this country. 














560 FOREIGN TRADE POLICY 


TaBLeE B-3.—Ratios of foreign unit costs to United States costs classified by 
cost category 


A. BY RELATIONSHIP TO UNITED STATES COSTS 





Cost category 





Foreign costs 


Direct Direct | Overhead 
materials| labor 





Total, all products: 


Costs lower than United States___...........-._...-....._- 69 48 109 78 
Costs same as United States._....._......._....--_--_-.._ 29 23 10 13 
Costs higher than United States__................---.--.--- 60 78 24 52 

ee eeeee SeeONR oc ocl otk ee eect 158 149 143 143 
Cost categories not reported separately 1_............-._.___}.--2.-2 9 15 15 


eres Gene tel) ON oo a eee do cn ccenecnn 158 158 158 | 158 
| 





B. BY PERCENT OF UNITED STATES COSTS 








i PCM RRS USCERSCRe Sabb aneesisdedcabascccoace 4 10 64 29 

i gaa cera Seob btlenda dst atekcocdubbebockdaie 43 18 41 | 39 

slat Ne ea a ns ol eee 17 20 4 10 

emer coe eS Sh0 i ee eek eae nubere 29 23 10 13 
Sadassussstchas em ct hee 21 21 2 10 

ne reek Be ee ae ee 25 33 10 16 
Ranasbeeessedetclc. Ulu eneuuamibctoslcaie oe 14 24 12 26 
Preemie nmr na ae as ck cs iee 158 149 143 143 
Categories not reported separately !__......__....---.._..-- eer aera | 9 15 15 
Grand total, all products..................-..---.-.--.-.- | 158 | 158 158 158 





1 In 9 returns, comparative unit costs were not broken down into cost categories. In 6 others labor and 
overhead were not reported separately. 


NotTe.—Foreign costs classified as being the ‘‘same as’’ United States costs include those falling between 
95 and 105 percent of United States costs, inclusive. Consequently, those classified as ‘‘lower’’ are less than 
95 percent of United States costs and those “higher” are more than 105 percent. 


Source: The Conference Board. 


Our returns produced more sharply etched findings when the three major 
cost components were examined. In more than two-thirds of our comparisons— 
109 instances to be exact—unit labor costs were relatively lower and in only 
10 were they about the same. For 15 product comparisons, neither separate 
labor nor overhead cost estimates were submitted. 

The substantial contribution to lower unit cost made by relatively lower labor 
costs was reinforced in the majority of instances by relatively lower foreign over- 
head costs. Seventy-eight of our one hundred fifty-eight cost comparisons 
included a lower ratio for the overhead item than the comparable costs in the 
United States. The contribution of overhead to total cost was the same in 
13 instances and higher than in the United States in 52 instances. 

What produced our seeming general standoff between United States and 
foreign unit costs, then, was the offsetting nature in the estimates reported 
to us of the relative cost of direct materials. The distribution of relative ma- 
terials costs was roughly the inverse of that reported for overhead—78 instances 
of higher costs than in the United States, 23 cases of close similarity, and 48 
examples of lower costs. It might, therefore, roughly be expected to offset the 
influence of lower overhead abroad. This did not prove to be the case, 

The answer, instead, appears to be that, for our sample at least, the cost 
of raw materials accounts for so large a proportion of the average production- 
cost dollar that it offsets both lower labor and lower overhead items over a 
broad. range of foreign products. The result, as we have seen, was that the 
158 products were fairly evenly distributed by cost between those higher and 
those lower than the United States. 

A great deal depends in a given product, consequently, upon.the importance 
of the materials’ share of its cost dollar. Where it is large, the American 
producer appears, at least from our 158 comparisons, to have the advantage. 
Conversely, the producer abroad must offset higher costs of materials consumed 
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by lower labor and other costs paid. Where labor and, to a lesser extent, | 
overhead are more important, the foreign manufacturer of that product has 4 
the advantage. i 

The same conclusion comes out perhaps even more clearly in the distribution 
of the three cost components by their ratios to the comparable United States 
category in table B-3. In 105 instances, for example, the labor component of 
foreign costs was less than 85 percent of the United States, in 64 instances it 
was actually less than 55 percent. Where foreign unit costs were less than in 
the United States, particularly when substantially so, the combination of very ' 
low relative labor costs and moderately lower materials costs were often found. | 
Higher foreign unit costs, on the other hand, were frequently the product of 
similar or, for a few, modestly higher labor costs, and of substantially higher | 
materials costs. 


THE GEOGRAPHICAL PATTERN OF PRODUCTION COSTS 


The information the survey collected represents an extensive geographical 
dispersion, 20 individual countries in all. Of our 158 comparative cost ob- j 
servations, 64 came from Western Europe, 49 from Latin America. Canada 
was also well represented with a count of 28. The remaining cases were dis- 
tributed among Australia, South Africa, Japan, and the Philippines. In the 
three countries the number of returns were few. The full summary of the 
geographic classification of our data is to be found in tables B-4 and B-5 at 
the end of this statement. Table B-6 classifies the 20 countries according to 
low and high-cost tendency as contrasted to the United States. } 

For the purposes of this survey, countries from which six or more experiences 
were reported were selected for more detailed investigation. No pretense can 
be made that this cutoff is in every instance sound. Clearly, with the wide 
range of diverse industries that compose an economy, a definitive investigation of 
comparative production cost within a given country would entail an undertaking 
of great scope. 

Nevertheless a consistency and logic in the cost patterns emerged for most of 
the countries from which we received a reasonable number of reports. Thus, 
the data are at least suggestive if not always conclusive. Certainly reports 
from these countries warrant more extensive review. 

The twofold distribution of countries by comparative cost, as in table B-6, 
corresponds fairly well to prevailing general impressions. This is probably the 
first time, however, that such impressions have been documented empirically 
by reference to actual unit production cost experiences of firms manufacturing 
the same or similar products here and abroad. 

A rather striking feature of this distribution is the fact that there appears to 
be little correlation between countries in which production costs are low and 
those in which American capital investment is high. In fact, if any trend is 
discernible, it would appear to be the reverse of the one that would be antici- 
pated. Canada, for example, which ranks first in direct United States capital 
investment, appears to be a comparatively high-cost production area. But that 
situation may be a product of exchange-rate fluctuations and special consider- 
ations of proximity, ete. 

Venezuela, the second most important area of American direct investment is 
also found in the high production cost column. Again, however, special circum- 
stances provide at least a partial answer. The bulk of United States invest- 
ments there are in the petroleum field, though iron ore mining and other indus- 
tries are growing in importance. (Our survey returns, though, do not include 
any cost comparisons relating to the extraction or refining of petroleum and its 
products. ) . 

Brazil and, to a lesser extent, France, are other examples wherein American 
investments are large despite the relatively high production costs. And they 
exceed those of the United States despite the fact that in both instances the local 
currencies have depreciated sharply since the war. In this connection it should 
also be noted that the most recent devaluation of the franc is not reflected in 
the information received from that country. It is quite feasible that the 20 ! 
percent devaluation of last August has brought French production costs more in i 
line with American levels, or perhaps even below. ; 

But currency fluctuations, while obviously of no slight importance in compar- 
ing country production costs, probably do not provide the entire explanation for } 
the anomaly of American direct investment being heaviest in relatively high 
production cost areas. To come up with a full answer to this seeming incon- 
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sistency would require a detailed country-by-country economic study. Short. of 
that, some reasonable explanations do suggest themselves. For one thing, the 
heavy inflow of American investments into a country in itself may exert pressure 
on costs by precipitating increased competition for available local resources. 

Most important, low production costs alone obviously do not motivate firms 
to lecate abroad. One attractive inducement is the promise of sales offered by 
local and adjacent markets. Where on-the-spot sales volume is potentially large, 
but exports to that country are limited by transportation costs and, probably 
more frequently, by trade barriers and currency restraints, going into business 
there provides one solution to expansion, or even to survival. These and other 
reasons for moving abroad are discussed at much further length in other parts 
of our complete report. 


COSTS ARE LOWER IN WESTERN EUROPE 


Another sharp pattern emerged from the classification of countries into high- 
and low-cost producers; namely, that Western Europe, alone of all world areas 
shows a distinct and consistent pattern. Of the 64 cost observations received 
from that area, 43 showed production costs to be less expensive than they are at 
home. In 10 cases they were about the same, and in the remaining 11, more 
expensive. Moreover, of the seven European countries involved in our compila- 
tion, all but one reported that, on balance, costs were lower than in the United 
States. The exception was France and the special circumstances in that country 
have already been noted. 

Not only are total production costs lower in Western Europe, but the evidence 
Suggests that they are pronouncedly lower. In the United Kingdom, for 
example, a full four-fifths of the cases in which it cost relatively less to produce 
had total costs 85 percent or less than comparable costs in the United States. 
In Western Germany a similar comparison showed half the “lower than” in- 
stances to be at this cutoff level. Conversely, where costs are higher in Western 
Europe than here they are, generally, only moderately higher. Combining the 
“higher than” reports of the United Kingdom and Western Germany, since in 
both instances the number of observations are few, we find that in half the cases 
the cost of producing abroad is between 6 and 15 percent higher than related 
United States outlays. 


THE COST SITUATION IN LATIN AMERICA 


The record for Latin America is mixed, but in general on the high side. Ob- 
servations from that area total 49, of which 25 showed total unit-cost figures 
exceeding those for operations at home. In 8 cases it was just about as ex- 
pensive to produce those as at home, while in 16 costs were reported to be 
lower. On a country basis, Latin America is also most definitely a high-cost 
area. Wight countries are included and, of the group, 5 were in the “higher 
than” category, 1 was neutral (Peru with but 3 observations), and the remain- 
ing 2 were in the “lower than” class (Mexico and Argentina). 


CAPITAL INVESTED AND COMPARATIVE COSTS 


Our scheme of classification based upon the average amount of capital in- 
vested in the pertinent United States industries produced a rather curious 
result, but one whose overall dimensions are in accord with widely held logic on 
the role of capital. In industries and for products where average capital in- 
vested is the highest, American producers in America appear to have a distinct 
advantage. Where capital requirements are the lowest, it is most definitely 
cheaper to produce abroad. In between—and our system of classification only 
provided two intermediate ranges here—there was a remarkably close standoff 
in our sample of comparative costs. For this area, the amount of capital invest- 
ment seems to play little role at best in influencing costs. The complete set of 
results are tabulated in tables B—-7 and B-8 appended to this statement. 

Of the 51 sets of data received which were produced by United States indus- 
tries having, on the average, more than $20,000 invested per production worker, 
26 were produced abroad at a higher cost. Seventeen of the remainder had 
relatively lower foreign costs. In eight they were the same—a frequency, inci- 
dentally, which is almost unchanged with one exception for the “equality” group 
throughout the capital-invested classification. 

At the other end of the scale, 26 out of a possible 44 products reported in the 
industries with less than $10,000 of average invested capital were manufactured 








FORBIGN TRADE POLICY 563 


at lower cost abroad. In between, in the second highest capital bracket the re- 
sults are a draw; and in the other, lower intermediate bracket the eount was 16 
products having lower foreign costs to 15 having higher costs than their American 
counterparts. . « 

Going behind total unit cost information into the three components, we find a 
by now familiar story, with some confusing new twists, The labor-cost advan- 
tage of foreign operations is evidenced throughout this classification—109 of the 
148 comparisons providing separate labor-cost-contribution data were lower, a 
response which prevailed in all except the top bracket of our four capital invested 
brackets. 

GENERAL FACTORS AFFECTING COMPARATIVE COSTS 


Our respondents also, supplied a substantial body of information in explanation 
of the comparative cost data they were submitting.. The following observations 
summarize our analysis of these reports: 

1. Differences in the nature or quality of materials used in production have 
little effect on comparative costs, but higher prices of materials abroad do exert 
an effect. A contributing factor is greater reliance abroad upon imported mate- 
rials and another appears to be the lower volume of foreign operations. Gen- 
erally lower volume abroad suggests that purchases of materials are on a 
correspondingly smaller scale. 

2. Use of component parts and assemblies tends to be about the same in foreign 
and in domestic operations. 

3. The proportion between skilled and unskilled employees does not signifi- 
cantly vary in the operations compared. Such differences as do exist usually 
entail more extensive use of skilled labor in European plants and less in South 
American establishments than in the United States. The most frequently cited 
factor for the use of more skilled employees abroad was the relatively extensive 
automation which prevails in the United States. Industries which lend them- 
Selves to a relatively high degree of mechanization tend to employ a smaller pro- 
portion of skilled workers at home as compared to their European operations. 

4. Differences in charging depreciation have little effect on comparative costs, 
but, on balance, perhaps aid foreign producers relatively more by permitting them 
to recapture the cash expended on fixed investment sooner. 

5. The relationship of actual operations to full plant capacity appears to exert 
little pervasive or significant effect on costs here or abroad. 

6. Fringe benefits are a significant and increasingly important factor in unit 
costs. If anything, their cost on the average appears to be higher abroad, par- 
ticularly if allowance is made for fringes financed by taxes and distributed 
through public programs. The most significant factor in existing differences 
between foreign and domestic unit labor costs, however, is the often substantial 
wage differential. 

The estimates we received of fringe costs in relation to total unit labor costs 
vary according to country and company. Some companies reporting on Latin 
American operations quoted fringe benefits as high as 40 to 50 percent of total unit 
labor costs, but more frequently the range was from 25 to 30 percent. Approxi- 
mately the latter level was reported from companies operating plants in Western 
Europe. These ratios, however, should not be interpreted too rigidly, for, as 
previously suggested, there was considerable variation. 

In many countries, weifare program costs are administered through payrolls. 
In others they are funneled through the national government’s budget. Perhaps 
a good example is provided by England, where fringe benefits were reported to us 
to be lower than they are in the United States. This cost advantage is more 
apparent than real. A large part of the British welfare program is administered 
through the nation’s budget rather than through payrolls. What is saved in 
the latter connection is paid to the tax collector. 

7. The vast majority of our respondents cited relatively lower wage rates 
abroad as the major contributor to differentials in labor costs. Specifically, 
three-quarters of all firms replying underlined the wage factor. While the 
relationship varies widely by product, often with the degree of automation in 
the production process, there is no doubt possible that unit labor costs are 
generally lower abroad than in the United States. 


PRODUCTIVITY COMPARED, HERE AND ABROAD 


8. In a substantial majority of American plants abroad, production per man- 


hour is less than in the domestic plants operated by the same company. Specifi- 
eally, of 54 responding firms, output per man-hour was reported as being lower 
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abroad by 38, about the same by 14, and higher abroad by only 2. The strong 
eonsensus was that the difference is attributable to less automation and mech- 
anization abroad than exists in United States operations. 

Some evidence did emerge from our response which appeared roughly to 
support generalization on an important aspect of productivity. Many of our 
respondents explicitly stated that productivity and wage levels were closely 
correlated here and abroad; i. e., that relatively lower productivity was ac- 
companied by lower wages and vice versa. 

Some firms went even a step further and stated that, as a result of this 
relationship, neither factor greatly affected comparative unit costs. Given com- 
parability in the influence and costs of the other deterinants, they felt that unit 
costs would be comparable despite differences in intercountry wage levels. Put 
another way, lower wage rates abroad may be in at least some countries and 
for some products offset by the lower productivity of labor. The extent to 
which this hyothesis is true, and for what countries and for what products, 
still remains an open question. 

9. Thirty-four companies flatly stated to us that foreign governmental assist- 
ance to foreign producers has not affected their ability to compete in foreign 
markets. Another 27, however, reported encountering some form of govern- 
mental activity which puts the American exporter or producers at varying 
degrees of disadvantage. The catalog of government-inspired or created dis- 
advantages for the American producer operating abroad submitted to us was an 
extensive one. The largest volume of responses along this line came from firms 
who have been adversely affected by exchange difficulties or quantitative controls. 

10. Transportation costs necessarily Vary, and vary substantially, depending 
upon the nature of the product and the distance over which it is to be shipped. 
Survey results, however, indicate that transporation costs are not always an 
insurmountable factor. Of 39 firms which provided transporation cost data, 
15 estimated the cost of transporting a product now made abroad back to this 
country would be less than 5 percent of its foreign unit production cost. Another 
12 companies estimated that transporation cost would fall in a 5-to-10 percent 
range and 10 firms indicated that it would be between 11 and 20 percent. The 
median cost was about 8 percent. 

11. No generally significant relationship was found in the survey between unit 
costs and volume of output. It is possible to discern a crude trend whereby 
unit costs tend to fall with rising volume; but no clear cause-and-effect relation- 
ship can be inferred. For many industries and products the economies of scale 
and larger output are not clearly operative and volume is not always the key 
to lower cost. Hence, the present generally lower volume of American opera- 
tions abroad does not appear to exert any upward bias upon comparative foreign 
costs reported by American firms. If this is the case, it does not necessarily 
follow either that in instances where costs abroad are higher they can be largely 
explained by volume differentials or that any future increases in foreign volume 
will bring concomitant cost reductions. 

12. It was the consensus of cooperating American firms that mechanization 
exerts a determining force in comparative costs only when there is a substantial 
difference in its degree between two establishments. For example, when it was 
reported that mechanization abroad lagged considerably behind that in domestic 
plants, almost invariably this fact was also noted as a significant reason both 
for the present higher costs and as an avenue for future foreign cost reduction. 

13. In the main, the survey’s evidence supports the conclusion that the most 
significant single determinant of unit cost and its trend is the nature of the 
specific product. Some products are more cheaply manufactured abroad, some 
have lower unit costs in this country. The outcome will depend upon a variety 
of factors, including the relative cost and amount of materials consumed, wage 
rates and unit labor costs, the degree of mechanization, average capital require- 
ments, the amount of power consumed, and similar determinants. 





Taste B-4.—Ratios of foreign unit costs to United States costs, classified by 
country, relationship to United States costs and cost category * 


(Numbers of products reported] 





Country unit cost 














United Kingdom: 


















































| Costs lower than United States. ............-.-.---.-.-.--- 26 20 
Costs same as United States. .................-----1-.. £06. 7 6 
Costs higher than United States. ............-..-.-..---..- 5 6 
Total products reported ._........-....----.+---.--------- 38 32 
=== 
Canada: 
Costs lower than United States. ............-..--.-----.-.- 7 10 
Costs same as United States_--.- 7 3 
Costs higher than United States. ..............-..--..-.-.. 14 12 
Total products reported._............-- 28 25 
= _—[—S—SSSSS=——— 
Mexico: 
Costs lower than United States. ............-.---.-----.... 7 10 
Costs same as United States. ..............----..-.--.....- 4 0 
Costs higher than United States. .............-.--.--...... 5 5 
Total products separted...... . < ... csvnwsd<cticersncweeawtbe 16 15 
Brazil: 
| Costs lower than United States.................-.---.-+-.- 1 0 6 
Costs same as United States... ...........---....0--.----- 3 1 1 
Costs higher than United States. ...................-.....- a 12 5 
| Total produndts reported... 3222222022 252..0 LG 13 13 12 
—————s COO 
i Australia: 
Costs lower than United States...............-.---..---.-- 1 2 4 
| Ce I hn... oc xtenanousesaeaneees 2 0 1 
| Costs higher than United States. ............_--.------.--- 5 6 2 
Total prodwmets reperted. i 5... os dscns da wankeedn 8 8 7 
France: 
| Costs lower than United States. ................-..--.--.-- 2 2 4 
| Costs same as United States... .........-.--cseess-20----e 0 0 0 
Costs higher than United States. _..............-.-----..-. 4 4 2 
Tete produits venerted.......5<--2252 50 eee 6 6 6 
Western meer: 
Costs lower than United States. .........-...--...-----.--- 4 3 4 
Costs same as United States. ...........-.-.-...-..----. bat. 1 0 0 
Costs higher than United States..._..............--------- 1 3 2 
Toate! prodmets reparted .... .:.. .....<0ceen- stews cdl ede 6 6 6 
| Argentina: 
Costs lower than United States. _.....-....-..-.------------ 5 4 4 
Canis came Ob - United Gintetics .. ... 5 linn ecwcnccccencosess 0 0 0 
Costs higher than United States.................-..-------- 1 2 2 
URE POUIED SUI Ols oon Si keen ntsc er unsanpannbetas 6 6 6 
Allother countries: 2 a1 
Costs Jower than United States. .............22--2.2.--...- 16 11 16 
Costs same as United States....--............-----24.-..-. 5 7 2 
Costs higher than United States................------------ 16 16 16 
Total products reported._.-......--....+-..+----s.-----.- 37 34 34 
Total, all countries: 
Costs lower than United States_-_....................---.-- 69 48 78 
Costs same as United States........-.---speeses--- sends eee 29 23 13 
Costs higher than United States_...........---1-....2-.--2. 60 78 52 
Teter prodnetes renee, ....4sssessssesessta eset dpe eee 158 149 143 
Cost categories not reported separately 3_.........---.--.----.--].--------- 9 15 
158 


Grand total, all countries............--..--.---.+.-------- 158 158 





1 Foreign costs classified as being the same as United States costs include those falling between 95 percent 
and 105 percent of United States costs, inclusive. Consequently, those classified as lower are less than 95 
percent of United States costs and those be god are more than 105 percent. 

2 Countries ar ae than 6 reported products are not separately tabulated. They include the fol- 
lowing: Belgium, Chile, Colombia, Cuba, Holland, Italy, Japan, Peru, Philippines, South Africa, Spain 
and Venezuela. 

3 In 9 returns, comparative unit costs were not broken down into cost categories. In 6 others, labor and 

| overhead were not reported separately. 


Source: The conference board. 
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Taste B-5.—Ratios of foreign unit costa to United States costs classified by 
country, cost category, and percent of United States costs 


[Numbers of produets reported] 





Cost category 
Total 
Country Distribution by percent of unit 
United States cost | Direct | Direct | Over- 
— labor head 








Siaited RimoGom. ....2i....225.4%..s- Less than 55 percent. _-_.-..... 4 
55 to 84 percent...............- 17 
85 to 04 percent._..........__.. 5 
95 to 105 percent_............-- ‘ 
2 
1 


nN 
~ 
-o 


106 to 115 percent_...........-.. 
116 to 145 percent.............. 
More than 145 percent... -___- 
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Total products reported _ 


da dn dab adbncctetln scsi teelcee | Less than 55 percent-_--___._- 
| 55 to 84 percent.._............. 
85 to 94 percent.............--.- 
95 to 105 percent.............-. 
106 to 115 percent............-.- 
116 to 145 percent___.._..._.-.. 
More than 145 percent 
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Total products reported. 
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25 











sila iat. coals: i ctnea tainted otiing bi Less than 55 percent. -_-__-...-- 
55 to 84 percent_..._......_..-- 
85 to 94 percent__.......-.2---- 
95 to 195 percent............--- 


106 to 115 percent.............- 
116 to 145 percent.............- 


KOR OIe No 


_| 
mT 


Cwnhrnao 


More than 145 percent_-_...-_- 





Total products reported_ 16 16 





Less than 55 percent---_.-__.--- 0 
55 to 84 percent...............- 0 
85 to 94 percent_............--- 1 
95 to 105 percent_._....._.....- 3 
106 to 115 percent__......-...-- 2 
116 to 145 percent__............ 4 
More than 145 percent__-....- 3 











a — | 
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Total products reported _ 13 13 12 





Less than 55 percent_-_......-- 
55 to 84 percent...............- 
85 to 94 percent__...........-.-- 
95 to 195 percent _...- eenineees 
106 to 115 percent_.........-.-- 
116 to 145 percent__.........-.- 
More than 145 percent... -..- 
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Total products reported 


Less than 55 percent---.-.-...- 
55 to 84 percent.............--- 
85 to 04 percent................ 
95 to 105 percent__..._....-..-- 
106 to 115 percent._.........-.. 
116 to 145 percent.............. 
More than 145 percent. -...... 
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Total products reported_ 


Less than 55 percent... ....-.-- 
55 to 84 percent...............- 
85 to 04 percent...............- 
95 to 105 percent..........-.... 
106 to 115 percent.............- 
116 to 145 percent._...........- 
| More than 145 percent. - -- _--- 
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Total products reported - 
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Taste B-5.—Ratios of foreign unit costs to United States costs classified by 
country, cost category, and percent of United States costs—Continued 


























































{Numbers of products reported] 
Cost category 
NN ioc ee ae 
Country Distribution by percent of unit 
United States cost | Direct | Direct | Over- 
mate- | labor | head 
rials 
BE inic ch tik atenwnntncditiqucessod Less than 55 percent.-..-.-...- 0 0 5 1 
55 to 84 percent_....___- se 5 2 0 3 
85 to 04 percent...............- 0 2 0 0 
95 to 105 percent_.............- 0 0 0 0 
196 to 115 percent_............. 0 0 0 1 
116 to 145 percent._............ 0 1 0 0 
More than 145 percent... _--- 1 1 1 1 
Total products reported. 6 6 6 6 
All other countries !........-......-~.. Less than 55 percent _ __.__-__- 4 5 10 7 
55 to 84 percent... ..........-- 9 4 ll 8 
85 to 94 percent. -._.........- 3 2 1 1 
95 to 105 percent _-_-........--- 5 7 2 2 
106 to 115 percent. .....-__-. 5 4 1 2 
116 to 145 percent. -_........-- 5 5 4 4 
More than 145 percent - - .__.- 6 7 5 10 
Total products reported 37 34 34 34 
ye RR a EN SS Ee 158 149 143 143 
Cost categories..mot reported, separ |.....sc-----... 2220-222 n cel emeneder 4 15 15 
rately.2 
RI On Tr I eal nee he ce ethmanes 158 158 158 158 


1 Includes the following countries: Belgium, Chile, Colombia, Cuba, Holland, Italy, Japan, Peru, Philip- 
pines, South Africa, Spain, and Venezuela. 


2 In 9 returns, comparative unit costs were not broken down into cost categories. In 6 others, labor and 
overhead were not reported separately. 


Source: The conference board. 


TaBLeE B-6.—Relationship of total unit costs to United States unit costs, by 
country 


{Numbers of products reported] 
Total unit costs relative to United States 


Lower Same as Total 





Unit co*ts generally lower: 
United Kingdom... 
Nn 
Belgium. -..-. 

West Germany... 
Argentina.. ; be. 

Unit costs generally higher: 
CIs aciasansinace 
eee 
Australia 


Nowe oma 


South Africa 
Holland - 
Venezuela 
Colombia. . 


oa 53 
me DWN OOO o owt 8 Q2Aana 
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7 
4 
1 
1 
0 
7 
3 
2 
0 
1 
1 
0 
0 
0 
1 
0 
0 
1 
0 
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Source: The conference board. 
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TABLE B~-7.—Ratios of foreign unit costs to United States costs classified by 
United States capital invested, relationship to United States costs, and cost 


category 




















[Numbers of products reported] 
Cost category 
Total unit 
costs 
Direct ma- | Direct labor | Direet over- 
terial costs costs head costs 
Gesep I (over $20,000) : : 
osts lower than United States_.-...-_-.-- 17 12 30 29 
Costs same as United States-_--..........--- 8 9 5 5 
Costs higher than United States. ..___..-- 26 30 12 13 
Total products reported__-............--- 51 51 47 47 
a II ($15,000 to $19,999) : 
osts lower than United States. -_.........- 10 10 23 9 
Costs same as United States-_---.....-_..-- 8 s 1 2 
Costs higher than United States. -..-.-..... f 10 10 4 17 
Total products reported. -.-_..........--.-- 28 28 28 28 
Group ITIL ($10,000 to $14,999) : 
osts lower than United States----_._._..-- 16 8 22 16 
Costs same as United States_.--_....._._-- 4 1 2 3 
Costs higher than United States. ..-_..-__- 15 20 5 10 
Total products reported... _.-.----- Sebi 35 29 29 29 
Group TV (under $10,000): } 
osts lower than United States--..._-.._-- 26 18 34 24 
Costs same as United States. .-.......-... 9 5 2 3 
Costs higher than United States-_--.-_...... 9 18 3 12 
Total products reported_...-...........-- 44 41 39 39 
SN I I ea ae 158 | 149 | 143 143 
Categories not reported separately !......_...-.|..---.---.---- 9 15 15 
Grand total, all groups.................-- 158 158 158 158 





1In 9 returns, comparative unit costs were not broken down into cost categories. In 6 others, labor and 
overhead were not reported separately. 


Nore.—Foreign costs classified as being the same as United States costs include those falling between 
95 and 105 percent of United States costs, inclusive. Consequently, those classified as lower are less than 
95 percent of United States costs and those higher are more than 105 percent. 

Comparative cost data were initially classified into industries aceording to the 2-digit standard indus- 
trial classification. These industries were then grouped into the above categories according to the United 
States average capital invested per production worker in 1954 for those industries. 

Group I includes chemicals and products, tobacco manufactures, ae and coal products. 

Group IT includes food and kindred products, primary-metal products. 

Group III includes rubber products, paper and products, machinery except electrical, stone, clay, and 
glass products, instruments and related products, printing and publishing. 

Group IV includes electrical machinery, miscellaneous manufactures, transportation equipment, fabri- 
catei metal products, textile-mill products, leather and leather products, lumber and wood products, 
furniture and fixtures, —_— and related products. 

The — of the capital invested brackets is indicated in the column on the left. 

Source: The conference board. 
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Taste B-8.—Ratios of foreign unit costs to United States costs classified by 
United States capital invested, percent of United States costs, and cost 
category 

(Numbers of products reported] 


Cost category 





Total unit 
costs Direct ma- | Direct labor | Overhead 
terial costs costs 


Group I (over $20,000): 
Sane Gee 56 percents 5 sii nih kd. i dee 
Se te es ora ain n cass aan ates anta ang 10 
BS BOOS PONS 6. a i eb e ds. dobbs oi TI GM oe ddbbow baer 
ie OO) Be CIEE ole cchen cmenryieecgp ptasaauen 8 
FOO Cee a oon - pact nececdacasélngun 9 
116 to 146 percent... -22..2---2-. cits. 12 
More than 145 percent. -..........-....--.- 5 


Total products reported ._........--...-.- 51 51 


Group IT ($15,000 to $19,999) : 

Less than 55 percent - -......-.-...------..- 
SBOE Pee sds eh ik eli 8 
Be Es a0 ne he enisheliwhamik dkeuierns 2 

Ser Oe Mr ER. « coke eects dudeatwonecia 8 

108 €0 116 pheréént. |. ......-..-..----.--..- 6 

1 

3 

28 





Fe Oe EP ea = 5 din ge sb sak ncetctccageuse 
More than 145 percent..........--.....-.- 


mm Wo bo GOO 


ee 


Total products reported ._..............-- 





Group III ($10,000 to $14,999): 

Less than 55 percent. ..............-..-...- 
ee EE oe a ncevnnnt aac nanheind 
85 to 94 percent. _-.-....-- Jtpocttbnaheabeds 
95 to 105 percent- - ....-.- nate tirciahaaieheas 
Be 00 Gee No Cw ccsecuccéacschdawaebaes 
136 Gd 165 RO eis teen onndnencuiteiliess 
More than 145 percent..............----.. 


8 wae em 


Total products reported ...-........--..-- 


Group IV (under $10,000): 

Less than 55 percent... ...---.......---.-..- 8 

55 to 84 percent. _ ____- 5 

85 to 94 percent. .....-- 5 
ee ee te 6 Sup ddasesceccw. cdcbasgus 5 
WRG 00: 225 DONUNRR LS 6 none dd eee niden sss cbadiwedcndcbsn t 

10 

4 


_ 
Cewe 





116 to 145 percent. - -. 5 
More than 145 percent. _................-.. 4 
44 


Total products reported 


PGE, Gt PNOUDG Ko: . condi one sc panebuse 158 149 143 143 
Categories not reported separately. -...........}.......-..--- 


Grand total, all groups. ._..............-- 158 158 158 158 


Source: The conference board. 
Mr. Harrison. We will now hear from Mr. Kravis. 


STATEMENT OF IRVING B. KRAVIS, CHAIRMAN, DEPARTMENT OF 
ECONOMICS, WHARTON SCHOOL OF FINANCE, UNIVERSITY OF 
PENNSYLVANIA 


Mr. Kravis. The question to which I address myself is the role of 
wage differences in determining the composition of the Nation’s 
— and imports. 

ndustry after industry has appeared in hearings before this com- 
mittee in the past claiming that it could not compete with foreign 
producers because foreign wages are so low, and Mr. Barkin today 
stressed that point, also. 
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I would like to approach the question of the role of wages in deter- 
mining trade patterns by ot the question : What differences would 
you expect in the general level of wages between the United States 
and foreign countries? The level of wages is related to the level of 
national output. If we examine the figures on national output per 
capita, we find that that of Japan is about 10 percent of that of the 
United States. The countries of Western Europe have per capita 

roduction ranging from 20 to 40 percent that of the United States. 

herefore, we might expect that the average wages in foreign industry 
will bear roughly this proportion to average wages in American 
industry, so that, if we have average hourly earning in American 
manufacturing today of around $2, we can expect that in typical 
Japanese industry average earnings will run around 20 cents an hour, 
and in the typical industries of Western Europe, depending upon 
which country it is, average earnings will run somewhere from 40 to 
80 cents. 

So, the fact that industries report their foreign competition pays 
wages within these ranges is not evidence that the foreign producers 
have any particular advantage owing to low wages. These low wages 
reflect a low level of productivity across the entire Nation and do not 
confer a particular advantage no particular industries. 

Now, it is possible, of course, to argue that all this deals only with 
the national averages, and it may be that some particular industry 
abroad has wages which are low relative to the national average, 
whereas in the United States that industry has a wage which is high 
relative to the United States national average. 

Now, in fact, if you examine the wages in different industries you 
find that the high-ranking-wage industries are similar in all the west- 
ern countries and also in Japan, and as a matter of fact, even the 
Russian wage structure bears a remarkable degree of similarity to the 
American wage structure. In general, it is the newer industries in 
which there has been rapid technological progress which requires high 
capital investment, the durable-goods industries which in all countries 
pay wages which are high relative to the national average. This im- 
plies that the ratio of foreign to United States wages will not vary 
much from one industry to another and that therefore wage differ- 
ences do not explain why some of our industries can and others cannot 
meet foreign competition. 

Now, to check upon this reasoning, I compared the success of the 
United States and Great Britain in capturing third markets, presum- 
ing that neither country would have an equal opportunity to capture 
the other country’s market. For this purpose I used 48 comparable 
industries which accounted for a major portion of manufacturing 
output in both countries. The question in this inquiry was: Is the 
degree of success in international competition related to the relative 
level of wages? If wages were the main factor determining the pat- 
terns of international trade one would expect to find that those British 
industries which had the lowest wages relative to the comparable 
American industries would be the most successful in exporting to third 
countries. 

Actually, there was absolutely no correlation between what relative 
wage levels were and success in capturing third markets. 
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Now, when I convertedi the wages to unit labor costs, a better degree 
of association was found; , In; ether words, productivity differences | 
rather than wage differences tend to account for trade ean | 

I think the policy question that comes up, is this: What do you . 
do in a case where an industry does have low labor costs even though | 
those low labor costs are not attributable to the fact that the wage | 
rates, in terms of time rates, are low relative to the national proraaet 

Mr. Barkin posed this question in hissummary this morning. He 
said, for example, that the Japanese woolen industry is able to export 
successfully to the American market even though its wages are high, 
relative to Japan’s national average. 

Now, if we use the fact that, despite these relatively high w 
the country still has low labor costs relative to the American indus- 
try as a basis for keeping them out of the American market, then | 
it is logical for foreign countries to do the same thing to American 
exports. That is, wherever our unit labor costs are lower than the 
unit labor costs abroad, the foreign producers can say, “Well, this is 
unfair.” The effect would be to restrict our present volume of ex- 
ports, perhaps very seriously. 

The argument that labor costs ought to be equalized in order to 
maintain equity in competition is a very dubious one indeed. This ) 
search for equity was carried to its logical conclusion before this 
committee last year when a Pennsylvania oil producer came before 
you and said, in effect: “Look, my oil well produces less than a bar- 
rela day. How can I possibly compete with the Middle Eastern oil 
wells which produce 5,000 barrels a day?” Of course, the answer is, 
he cannot, unless he gets an awful lot.of protection. 

In the same way, the fact that the economic structure of a forei 
country is such that, even though the country pays decent wages by ! 
its own standards, it still has lower labor costs, is no reason to throw . 
them out of the American market. It is like saying we want to . 
reduce competition to a sports contest so that if anyone abroad does 
have some advantage, why, that is unfair to the American producer. | 
Let us eliminate that advantage. 

It is a little bit like saying that beautiful women should be ex- 
cluded from the stage because their beauty gives them an unfair : 
advantage over other contestants. Also some and intelligent | 
men shoud be excluded from Congress because this gives them an 
unfair advantage over the other aspirants to the public honor. 

The business of equalizing costs of production amounts to exactl 
this kind of nonsense. It is essentially a proposal to throw away all 
the basic economic advantages that come from international speciali- 
zation. I would not argue from this that we should automatically 
refuse protection to any domestic industry, but I think we have to 
be clear that the reason for the protection should not be that wa i 
are lower abroad than they are at home. There may be other valid | 
reasons, but the low-wage argument is a phony. 

Mr. Harrison. Thank you. 

We will now hear from Mr. Ruttenberg. 
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STATEMENT OF STANLEY H. RUTTENBERG, DIRECTOR OF 
RESEARCH, AFL-CIO 


Mr. Rourrenserc. Mr. Chairman, I shall try in about 10 minutes 
to summarize basically two suggestions to the committee. 

Before I do, let us state at the outset that the extension of the 
reciprocal trade agreements program in the forthcoming Congress 
is essential and necessary. e urge strong support for its extension. 

I would like, however, to make two basic points which are devel- 
oped in greater detail in my paper in the compendium. 

It is all right for the theoreticians who support expanded inter- 
national trade to make the arguments which Mr. Kravis and others 
have made about advantages of international trade, compared with 
conditions of particular industries and the advantages which certain 
industries abroad have over American industries. But I am con- 
vinced in my own mind in examining this problem that a liberalized 
trade policy in the United States—in which all of us, I think, believe 
theoretically—will not be able to continue as public policy im the 
United States unless the United States Congress and the Government 
are prepared to face up squarely and affirmatively to the question, 
What do we do about unfavorable, or serious injury which might 
occur in the United States as a result of past or future tariff 
concessions ¢ 

It is all well and good to argue that over the long run new-job 
opportunities will be found elsewhere in other industries. It is all 
well and good to argue, as a good many free traders do, that American 
industry will expand its capacity in other areas and absorb the dis- 
placed workers. Over the long run this approach may be fine, but 
I think that a very great—and I should put great in quotes, I sup- 
pose—British economist, Lord Keynes, said that, in the long run, we 
will all be dead. It is the short run we have to face. In the short 
run, it seems to me, if we want to maintain a liberalized policy in 
trade—and I think we should—then we must face up to the question 
of how two purposes can be accomplished at the same time: main- 
taining and extending a liberalized trade program and avoiding 
serious injury to American industries. 

Basically, this has been the purpose of the reciprocal-trade-agree- 
ments program since its inception. The addition of the peril-point 
and the escape-clause provisions moved further in this direction. I 
must go two steps further. One, I should like to discuss the question 
of fair labor standards in international trade. Mr. Barkin stressed 
this, and the other speakers have touched upon it. I want to make 
just 2 or 3 specific suggestions. I think we must meet the problem 
of answering the question, How can you apply the concept of inter- 
national fair labor standards in tariff and trade negotiations? 

In 1953 the United States proposed in the GATT negotiations a 
particular lower labor standards clause. I think this clause was never 
accepted. We never pushed it, it seemed to me, in GATT. This is 
the beginning of an approach and I would like to read to you that 
proposed clause advanced by the United States in the GATT negotia- 
tions of 1953. 

The contracting parties recognize (1) that all countries have a common in- 


terest in the achievement and maintenance of fair labor standards related to 
productivity, and thus in the improvement of wages and working conditions as 
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productivity may permit, and (2) that unfair labor conditions (that is, the 
maintenance of labor conditions below those which the productivity of the in- 
dustry and the economy at large would justify), particularly in production for 
export, may create difficulties in international trade which nullify or impair 
benefits under this agreement. In matters relating to labor standards that may 
be referred to to the contracting parties under article XIII, they shall consult 
with the International Labor Organization. 

That was the beginning of a statement that we recognized the 
ee of labor standards and tariff negotiations. 

hen, in 1954, the Randall Commission studying this problem, 
came up with a specific prineiple that. where conditions were sub- 
standard in the exporting country, products produced in those indus- 
tries should not enter into international trade. This was a further 
extension of the recognition of the concept with a specific criterion— 
substandard by the standards of the exporting country. This, in 
my judgment, is good but does not go far enough. Again we must 
go further. 

At the conclusion of the 1955 United States negotiations with 
Japan in Geneva, the respective heads of the two delegations ex- 
changed a type of oral, informal understanding. The chairman of 
the Japanese delegation said to the chairman of the United States 
delegation : 

In connection with the recently concluded tariff negotiations sponsored by 
the contracting parties involving Japan, it is the foremost concern of the 
Japanese Government that wage standards and practices be maintained at fair 
levels in industries, including export industries, of Japan. 

Again, this was an acceptance of the notion that labor standards 
must be improved. 


I am not just talking about wages, Mr. Kravis, I am talking about 
y 


unit labor costs involving not only wage costs but also the costs of 
fringe benefits—the total labor costs as they relate to the unit. costs 
of production. 

Now, in this connection it seems to me that there should be some 
direetion to the negotiating parties te GATT to try to come to an 
understanding of how you can promote increased and improved labor 
standards in connection with tariff and trade negotiations. 

For example—and I throw this suggestion out as purely an idea, 
but at least as one idea that I hope will stimulate other people to 
make suggestions about ways to apply the concept of improved labor 
standards to tariff and trade negotiations—the United States might 
sit down with the contracting parties and say, “We will grant tariff 
concessions in a particular industry for a period of, let us say, 5 years. 
During that 5-year period you will be required to improve labor 
standards by X amount. If, after the 5-year period, you have not 
improved labor standards by X amount, the tariff concessions we 
granted 5 years ago will be revoked.” 

Now, I know the arguments about this: You cannot tell other coun- 
tries what to do. You cannot interfere with the labor conditions of 
other countries. But it seems to me essential to have at least some 
concept involving the idea of tying the improvement of labor stand- 
ards to the further granting of tariff concessions. 

In this connection, I am very much pleased by what to me was a 
completely new idea in Dr. Arnold Tolles’ paper. I will not go into 
that because I am sure he will. I am very much impressed with a 
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couple of suggestions he had in this area, particularly his’ proposal 
3 in his paper in the compendium. 
Fair labor standards is. one. area. The second area is an adjustment 
rogram. The idea of an adjustment program has been considered 
im the past. It ro received considerable publicity in the Ran- 
dall Commission when one of the public members of the Randall Com- 
mission, David J. McDonald, president of the United Steel Workers 
of America, made a proposal which in effect said, “Let us kill two birds 
with one stone. Let us continue our international trade and let us 
not interfere with that trade by increasing duties under the escape 
clause, or imposing quotas under the escape clause. But in not im- 
posing quotas or increasing duties, we must recognize that certain 
workers, certain industries, certain communities are injured as the 
result of imports. Therefore, when the Tariff Commission finds in- 
jury in an industry, rather than having the President invoke'the pro- 
vision voluntarily, as he can now, for increasing the duty, or imposing 
a quota, have the President spark off an adjustment pr m that 
would enable workers to be retrained for specific new jobs, that would 
pay them supplemental unemployment compensation during this 
period of net that would train workers for new skills in which 
they would be involved, and would make opportunities available per- 
haps for early retirement of workers in these areas under the OASI 
program. 

For industrial enterprises, this proposal suggested loans for the 
adjustment to economic conditions resulting from trade policies, and 
also to increase industry technical information, market research, and 
other forms of information and advice from Government departments, 
to assist in developing more efficient production methods, as well as new 
lines of products. 

It also suggested the idea of accelerated amortization to permit the 
development of new and different lines of products by business enter; 

rises affected by import competition. The ee also went further 
bop stating that in certain communities in which an industry had been 
affected by imports a program of loans to communities for industrial 
development of corporations as well as technical information should 
be made available. In this way, the Government could help industry, 
either to improve its efficiency so that it could compete with the foreign 
product, or aid that industry, or company, or industrial enterprise 
to convert to products that it can produce more efficiently and in which 
it might not face import competition. 

These proposals, made originally by Mr. McDonald in the Randall 
Commission report, have been incorporated in legislation introduced 
in the Congress of the United States. There is a bill now before the 
Ways and Means Committee, introduced by Congressman Eberharter, 
a member of the full Ways and Means Committee, and introduced 
in the Senate by Senator Kennedy of Massachusetts. 

These adjustment program proposals are important if we are going 
to face up to the question of how a fair and liberal trade policy can 
be continued while at the same time methods are found to keep Ameri- 
can industry, American communities and American industrial enter- 
prises and American workers from suffering unduly as the result 
of competition. 

Now, I would just like to conclude by reading two paragraphs from 
the conclusion of my own statement in the compendium. 
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I have attempted in the foregoing sections to indicate some of the 
major issues which ought to be considered in the further development 
of our trade and tariff policy. My comments have been predicated 
on the conviction that reduction of barriers to trade and expansion 
of international trade are in the best interests of our own security 
and will advance the welfare and strengthen the security of the entire 
free world. 

Yet, mere recognition of the desirability of a liberal trade policy 
will not assure its adoption. Indeed, I have reluctantly come to the 
conclusion that a liberal trade policy for America is doonind unless 
we face up realistically to the serious problems such a policy entails. 
Among the most important are the need to establish fair labor stand- 
ards as a requirement for fair competition in international trade and 
the need to establish a program of adjustment to mitigate the impact 
of import competition. 

Both programs, I am sure, would significantly contribute to a 
greater public understanding of and public support for a liberal 
trade policy. 

Mr. Harrison. Thank you very much. 

We will now hear from Mr. Salant. 


STATEMENT OF WALTER S. SALANT, BROOKINGS INSTITUTION 


Mr. Savant. I should like first to summarize briefly the main points 
of my paper about the short-term domestic economic effects of reduc- 
ing import barriers. 

1. Even a very substantial reduction of import barriers—one that 
caused an increase of imports of as much as $1 billion a year—would 
not have even a perceptible, let alone a substantial, effect on the level 
of this country’s total employment and economic activity. Any fears 
on this score may be dismissed as without foundation. 

2. Intensified import competition may, however, have adverse 
effects on some specific industries, firms, individuals, and communi- 
ties. But it cannot be assumed that such effects will always occur 
or will be serious when they do. 

(a) Some reductions of import barriers may not cause reductions 
of domestic output and employment. They may only force some 
reduction of domestic prices. 

(6) Where reductions of domestic output and employment do 
result, their amounts, per million dollars of resulting increase in 
imports, vary greatly among the different domestic industries whose 
protection is reduced. 

3. I have made estimates of the employment effects of reducing 
the import barriers protecting 72 different industries. Ass 
reductions sufficient to cause an increase of $1 million in imports 
competing with each industry (valued in 1953 prices and at domestic 

orts), assuming also that such an increase directly causes a dollar- 
for-dollar decrease in the domestic production of the industry whose 
protection is reduced (which is the maximum that it could cause), 
and taking no account of any increase in exports, I find that, the 
domestic employment decreases vary from about 51 jobs to 214 jobs 
per million dollars of increase in imports, with the effects in half 
of the 72 industry cases falling betwen 91 and 133, jobs. 
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The ‘effects of a $1 million increase in imports measured in 1957 
prices instead of 1953 prices would undoubtedly be less in most of 
the 72 cases, both because prices are higher in 1957 than in 1953, so 
that: $1 million represent a smaller quantity of goods now than it did 
in 1953, and because output per man has risen, so that a given quantity 
of goods is associated with less employment than in 1953. 

4. These effects do not necessarily occur entirely, or even mainly, in 
what. we generally think of as the import-competing industry—that 
is, in the industry directly subject to the import competition. They 
are distributed over that industry, its suppliers, the suppliers of these 
suppliers, and so forth, and the diffusion differs among different cases. 
Thus, the effects, besides differing greatly from case to case in their 
total amount, also differ greatly in distribution. 

The percentage of the total effect that falls on the industry whose 
ae is reduced varies among the 72 cases from 23 to 91 percent. 

n half of the 72 cases examined, that industry feels 59 percent or less 
of the total effect; in other words, 41 percent or more of the effect is 
in industries other than the one whose protection is reduced. In 
three-quarters of the cases, 32 percent or more of the total effect is 
felt in such other industries. Thus, the effects on the industry whose 
protection is reduced may be serious but they need not be. 

According to my estimates, they range from 17 to 194 jobs per 
million Adtlare of increase in imports that compete with it (again 
using 1953 prices and valuing imports at domestic ports). In half of 
the 72 cases, this effect is less than 63 jobs per million dollars of import 
increase. 

5. Growth of markets is needed in any case to maintain high em- 
ployment in the face of annual increases in output per man-hour and 
in the labor force. In relation to the growth required for this rea- 
son, the additional expansion of national markets required to absorb 
the number of employees that would be displaced even by a substan- 
tial cut in tariffs would be small. 

6. Growth of markets facilitates adjustment, even in the specific 
industries affected, both by reducing the effects upon the absolute 
volume of their production and by making it easier for the labor and 
capital displaced to find jobs and investment opportunities elsewhere. 

7. Although no generalization about effects applies to all industries, 
the total effects on some industries, firms, individuals, and communi- 
ties of an actual reduction of barriers could be serious and might not 
be offset by growth of the economy, for they may not participate in 
that growth. (It should be noted, however, that the same thing is 
true of the dislocations resulting from increases in output per man- 
hour due to changes in techniques of production and those resulting 
from changes in taste.) 

8. Where a reduction of import barriers is regarded as in the 
national interest but would have serious adverse effects on a section 
of the population and where the people affected would also have 
difficulty in adjusting to them, those adverse effects are in my opinion 
a legitimate cause of concern to the Government. Of course, anyone 
who objects to modern governmental concern for welfare cannot con- 
sistently argue that such adverse effects upon a small minority should 
be taken into account in formulating trade policy, but those who think 
this concern a legitimate one cannot consistently argue that these 
effects should be ignored. 
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9. It seems clear to me that concern about minimizing hardship im- 
plies concern about people. This leads to two conclusions: 

(a) Except for considerations of national security, there is no rea- 
son for the Government to protect or cushion the effects on a produc- 
tive activity as such, i. e., where serious injury to individuals does not 
result. The distinction between productive activity and the individ- 
ual engaged in it is not, [ think, merely a fine a distinction 
having no practical importance. I believe there are protected com- 
modities the output of which is produced almost entirely by people 
who produce mainly other things. A reduction in protection of such 
commodities may cut the domestic production of these. commodities 
substantially and still not cause serious hardship to individuals. It 
is important to keep one’s eye on the goal and remember that equity 
or hardship considerations cannot justify protecting an activity. 

(6) I also see no reason for the Government to be concerned if a 
reduction of import barriers reduces only the relative and not the 
absolute share of a domestic industry in the total market for a prod- 
uct. Failure to enjoy a hoped-for improvement of position is not the 
sort of injury about which the Government need be concerned. 

10. The current weakness of business activity and the fears that it 
will weaken further underline the desirability of giving the execu- 
tive branch greater administrative discretion than it now has as to the 
timing of reductions of import barriers. If the Congress gave such 
discretion, perhaps giving instructions as to the factors that the execu- 
tive branch should consider in exercising that discretion, it might feel 
free to go much further than it otherwise would, and could grant 
power to cut duties much further than the administration’s request 
contemplates. 

Turning to the issues not dealt with in my paper, I should like to 
call to the subcommittee’s attention a point in the administration’s 
one for dealing with threatened or actual serious injury which 

have not seen mentioned in the press. The administration wants 
authority to raise duties to 50 percent above the rates in effect on 
July 1, 1934, which in effect means 50 percent above the rates of the 
Smoot-Hawley Tariff Act, or even higher. (In some cases, I under- 
stand, the 1934 rates were above those of the Smoot-Hawley Act be- 
cause excise taxes were imposed on some imports.) This method of 
dealing with the injury problem appears to me shockingly incon- 
sistent with the stated objectives of the administration. 

Finally, I should like to make a few points about proposals for 
adjustment assistance. I believe this general method of dealing with 
some of the economic and human problems of adjusting to reductions 
of import barriers deserves serious consideration. 

1. Assistance for adjustment to increased import competition differs 
basically from compensation for injury. The differences were gen- 
erally not recognized by members of the Randall Commission in con- 
sidering the proposal made by Mr. McDonald. 

(a) Adjustment assistance is intended to increase flexibility and 
mobility, not to compensate for injury. That is a desirable thing in 
itself, entirely apart from the reductions in import barriers with 
which the assistance may be associated. 

(b) Assistance can be made preventive rather than merely reme- 
dial or compensatory. It can be made available to those who merely 
expect to be injured so that they may act before injury occurs. If 
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it is not made actually profitable, it probably will not be large in 
amount. But it will call some bluffs. 

(c) Since it need not require proof of injury, measurement of 
injury, or determination of the cause of injury, it could be far simpler 
to administer than compensation for injury. 

2. If it is felt that proposals for adjustment assistance raise general 
issues of public policy—as I agree mood do—that is a reason for dis- 
cussing those issues, not for ignoring the idea behind such proposals. 

Mr. Harrison. We will now hear from Mr. Arnold Tolles, anne 
sor, New York State School of Industrial and Labor Relations, 
Cornell University. 


STATEMENT OF N. ARNOLD TOLLES, NEW YORK STATE SCHOOL OF 
INDUSTRIAL AND LABOR RELATIONS, CORNELL UNIVERSITY 


Mr. Toties. Thank you, Mr. Chairman. 

I personally paneer this testimony on my part in a very humble 
spirit. I think I know something aliont distribution of wages. 
do not claim to be a technical international trade expert. I had a 
remarkable opportunity this summer to be associated with some of 
these experts over a considerable period of time, and what I tried to 
do was to come up with what I then thought were practical sugges- 
tions to the committee, somewhat more specific than at least some of 
the ideas which have been put. before this subcommittee. They are 
intended to be middle-of-the-road suggestions. 

I find myself in a general way in agreement with almost erenyiiens 
which has been said this morning, except perhaps I cannot believe 
that the treatment of foreign trade policy will make my very good 
friend Mr. Barkin’s industry very happy, regardless of what is done. 

I think perhaps if time permits I can quickly summarize. three 
proposals which I thought out, which are not original at all, but 
together and perhaps alternatively they begin to work in the direc- 
tion of items of actual trade legislation to which the committee might 
give serious consideration. I do not even mean that they are in leg- 
islative form. I am not convinced that they are complete. But it 
seems to me they push along a little bit toward visualizing concretely 
how we could, in the words of Mr. Ruttenberg, make more feasible 
the continuation and, I would say, even strengthening of our Recip- 
rocal Trade Act, which I am convinced needs to be reviewed and 
strengthened, and still take account of the real problems as Mr. Rut- 
tenberg rightly says of the short run which are involved and must 
be involved in such adjustments. 

I began approaching this from the standpoint as I think Congress- 
men like to do, that is, approaching it from the standpoint of the 
interests involved. That has the simple advantage that one can see 
very readily that freer international trade is almost inevitably to the 
interests of buyers, buyers of everything. Workers in our country 
are the majority, but not the exclusive, buyers. I think it is reason- 
ably clear, second, that freer international trade works, in the direc- 
tion at least, of the interest of the sellers and potential sellers of the 
export goods. 

f you are prepared to believe, as I do, that other things being equal, 
the more imports we can admit, the more opportunities we have for 
exporting, then this proposition easily follows. That does not mean 
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that I think that policy on tariffs and trade can solve the dollar bal- 
ance. I entirely agree with Mr. Barkin on his general points here. 
I would just say that you cannot do everything at once. 

Now we come down to the group that we are really concerned with. 
I agree entirely with Mr. Salant that this is always bound to be in the 
United States a very small minority group; namely, those producers— 
and by “producers” here I mean the investors, the managers, and the 
workers—those producers in its broad sense who may be and some- 
times are disadvantaged by a more liberal foreign-trade policy. 

This brings me, in my own way of thinking, directly to the first and 
simplest of the proposals which actually have now been in a form 
partly embodied in the administration’s own proposals; namely; that 
we could—maybe Mr. Salant said this—easily arrange a more rapid 
reduction in the duties and other tariff restrictions than otherwise if 
we are prepared to make these adjustments on a downward sliding 
scale instead of all at once. 

I call this, then, the graduated decreases in import restrictions. | I 
say: Some limited groups of American producers—I mean this in the 
broad sense—may have a temporary grievance against any foreign- 
trade policy which permits an unaccustomed flood of new foreign im- 
ports. At present this kind of grievance is recognized, I think, to 
an absurd extent. 

Under the present law, if it is alleged that a proposed decrease in 
import duties might cause what is called a serious injury to some 
American producer, the American negotiators may be pn from 
including the commodity in question in the reciprocal trade negotia- 
tions. More serious than that is the fact that our American nego- 
tiators are legally unable to make any firm trade agreement with a 
foreign country. 

At any later time, after the agreement has gone into effect, any 
American producer may allege that the actual or anticipated imports 
are causing him serious injury. If the American competitor con- 
vinces the Tariff Commission and the President that the threatened 
injury is indeed serious, imports may be restricted regardless of the 
previous trade argeement. 

Tt often has been commented that this kind of an agreement pro- 
duces a difficult situation abroad as well as at home, because foreign 
producers cannot plan on any legitimate part of the American market. 
There is a penalty for success. If a foreign producer succeeds in 
selling any substantial amount of goods to consumers in the United 
States—to the buyers who benefit—then he may find his market cut 
off precisely because he succeeded, and that, of course, is the reason 
why the J —— have been voluntarily limiting their shipments to 
the United States for fear that if they do not do so the escape clause 
would be invoked on them. 

The competition of foreign imports certainly may injure the in- 
terests of some American producers. The appropriate remedy, how- 
ever, is not permanent protection against the ine competition, but 


rather, the provision for a reasonable period of time for these 
producers to adjust themselves to the new competitive conditons, 
American managements can reasonably ask that they be given a 
breathing spell to allow them to adjust their product specifications or 
the products themselves, or to change the particular form of their 
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installed capital equipment, or to get out of one type of business and 
into another. 

American workers who are confronted with the loss of their jobs 
certainly do need time to find other jobs. 

But what is not needed is an indefinite protection against the com- 
petition of imports from abroad. The economic and political strength 
of the United States has been based on vigorous competition and on 
our exceptionally high degree of mobility of both labor and capital, 
in response to changing competitive conditions. Our foreign policy, 
then, should encourage and not stifle our traditional mobility of labor 
and capital resources. 

Proposal No. I, then, is that any future protection of American 
producers against the competition of imported goods should be ar- 
ranged on a graduated, downward scale over some fixed period of 
time to be stipulated in advance. As applied to future reciprocal 
trade negotiations, the proposal could be, for instance, that the Tariff 
Commission would be authorized to recommend that the reduction in 
import restrictions be negotiated on a downward, sliding scale over 
some specifically recommended period of time. The period of time 
would differ in different cases, but it is important that the period of 
time be known in advance so that both the domestic and the foreign 
producers know what they are adjusting to. 

As applied to the so-called escape-clause procedures, proposal I 
would mean that alleged serious injury should be dealt with by strictly 
temporary measures of protection to make possible the adjustment of 
the affairs of the American producers to their new conditions of 
competition. 

If serious injury were acknowledged, instead of allowing the Gov- 
ernment simply to slap on a new duty to some limited extent, any 
such duty should be put in, I believe, on a downward sliding scale. 
We should say in effect: “It may be this much this year, but we will 
put you on notice that it will be by a stipulated lesser amount in a 
following year.” 

I am, of course, making these suggestions in the briefest possible 
form. You will find more detail on the reasoning involved in the 
paper that I, too, have been invited graciously to include in the staff 
papers of this subcommittee. 

Now, I come to proposal II. Here I am not dogmatically asserting 
one form of proposal compared to another. Mine is somewhat more 
modest than the one put forward by Mr. Ruttenberg. I have tried to 
keep it as simple as possible in the interest of making it legislatively 
feasible. 

Proposal II may be considered to be either an alternative to or a 
supplement to proposal I. Proposal II is that the United States 
Government should provide some special form of aid to those partic- 
ular American producers who might be judged to be threatened with 
serious injury as a result of competing imports which were admitted 
as the result of any relaxation of trade barriers. Instead of debarring 
a commodity from reciprocal trade negotiations or instead of reim- 
posing import restrictions, it is proposed that Federal aid be given 
to such American workers and enterprises who might suffer, as it 
comes out that they are proved to suffer, from the impact of increased 
foreign imports. 
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The precise form of the Federal aid would, I think, need to differ 
as between the case of the injured workers and that of the injured 
enterprises or investors. In the case of the workers, it would seeny 
at the moment to me to be appropriate to provide larger unemploy- 
ment benefits and a somewhat longer maximum benefit period than 
is now available to the workers in such industries as might be desig- 
nated by the Tariff Commission as being faced with unusual difficulty 
because of competition from increased imports. 

The simplest way, it seems to me, to make use of existing agencies, 
if that is what you want to do, instead of setting up a new agency 
would be for the Tariff Commission to schedule an industry instead 
of recommending an increase in its duties. Such scheduling would 
immediately put into effect to the workers in that industry the avail- 
ability of additional aid in times of unemployment. 

I am aware there has ben another paper submitted to this sub- 
committee which has a variant of this proposal. I am not dogmatic 
about which is the better form. The variant would be that lump-sum 
separation allowances should be provided for such workers in the 
scheduled industries, as within a stipulated period, might subsequently 
become unemployed. That has some advantages in giving the worker 
enough of a stake to assist him to move. 

In any case, however, notice that either form of the proposal would 
make this actual expenditure or this actual benefit available only if 
and when the actual injury occurred, In that I am very much in 
agreement with Mr. Salant that much of the supposed injury never 
occurs and, therefore, whether it should be separation allowances or 
additional unemployment compensation, the twin conditions of being 
in the affected industry and actually suffering the unemployment 
should be found. But that seems to me to involve very little technical 
difficulty. 

In the case of the business enterprises and investors, the most appro- 
priate forms of Federal aid would seem to me to be those of accelerated 
depreciation allowances and low-interest loans to those concerns which 
faced the problem of shifting their efforts in response to new condi- 
tions of foreign competition. 

Here again I have tried to be mindful of the fact that we should 
use, I believe, existing methods which have precedents as far as possi- 
ble, and we do have precedent both for accelerated depreciation for 
defense industries a for low-interest loans to small business. This 
proposal would simply automatically make these aids available in 
industries which would otherwise receive escape-clause protection 
and, I think, would assist the mobility that both Mr. Salant and I 
very much wish to sustain. 

Whatever the precise form of the Federal aid to those who may have 
to adjust themselves to new conditions of foreign competition, the 
governmental aid should be merely a temporary aid, 1e purpose 
should be to ease the pains of readjustment to novel competitive con- 
ditions and thereby to increase the efficiency of the use of both labor 
and capital in the United States. ' 

I agree entirely at this point with the international trade theorists 
who would say that the greater volume for foreign trade itself in- 
creases the efficiency of the use of our resources. _ 

Freer trade means, however, that some particular workers, some 
particular employers, some particular investors must shift and should 
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shift from their previous activities to those which have a greater com- 
parative advantage. It would be much better and less costly for the 
Government to assist the needed shift into new activities than merely 
to continue or to resume the tariff or quota protection of weak com- 
petitors. 

Proposal II does not imply any general endorsement of Federal 
subsidies. Proposal II merely implies that it would be less costly 
to the American people to spend the trifling amount which would 
be involved to help American workers, employers, and investors to 
adjust themselves to new competitive otihillihibd arising from in- 
creased imports than to have the American people pay the cost of 
maintaining existing barriers to free international trade. 

Now I come to the third proposal which Mr. Ruttenberg, in advance, 
praised so highly; namely, the limiting of import restrictions to 
cases of substandard wages in the foreign country. Here, in spite of 
the objections which have been made this morning, I must confess I 
follow pretty closely the recommendations of the Randall Commis- 
sion. Justa bit of the reasoning involved may be repeated here. 

Apart from the very real problems of shifting of labor and capital, 
the only important Keneieed objection to the admission of larger 
quantities of foreign goods is based on the contention that much lower 
real wages are paid by foreign competitors than the wages which 
American enterprises have to pay. For more than a century, econo- 
mists have repeatedly demonstrated that the lower wages in an ex- 
porting industry provide no valid argument against the admission 
of the products of the low-wage exporter. Nevertheless, the objec- 
tions of the relatively high-paid American workers to the competition 
of products made by low-wage labor are quite understandable. What 
is the essence of this objection to this competition of low-wage 
products ? 

The real objection cannot be merely that, say, an Indian worker 
of a given kind obtains fewer real goods than do Americans as a 
result of his day of labor. Just as Professor Kravis told us, it is 
obvious that given the capital, management, and technology of India, 
an Indian worker must necessarily produce less than an American 
worker of the same individual ability and therefore that the Indian 
worker receives lower real wages. 

What American workers protest, quite legitimately, is the fact that 
the foreign competitive wotlters may—they do not say “do”—may not 
be paid as high wages as this foreign employer is able to pay. If and 
when the wages paid in the production of goods sent to the United 
States are substandard wages, not as compared to American wages, 
but in relation to the wage standards of the exporting country, then 
and only then do American employers and workers have a legitimate 
complaint against the competing imports. 

Let me say on this point that I am quite impressed with Professor 
Kravis’ findings in this connection, but I still know enough about 
the dispersion of wages in this country and in all countries between 
different plants in the same industry in the same country to be quite 
openminded about the fact that, although ae industries, as 
industries, may be on the whole the higher wage industries in that 
country, that does not mean that there is no possibility of what has 
sometimes been called wage dumping; that is, you will find in most 
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countries great dispersion between the wages paid for the same kinds 
of labor by different employers in the same industry. 

However, American workers, employers, and investors in the par- 
ticular competing enterprises are justified in complaining against 
such foreign competition as is made possible because of wage costs 
which are substandard in relation to those in the country of origin of 
the exports. 

I take it, as Professor Kravis has noted, that the general level of 
productivity in a country will set the general average level of the real 
wages in that country. We are concerned, though, not with that, but 
with deviations from that average. That is where I think legitimately 
the substandard question comes in. 

Now notice the way I propose to apply this reasoning. 

Proposal III, therefore, is that no relaxation of American trade 
‘barriers should be obstructed on the ground of low foreign wages 
unless it is found that the wages aia by the exporting producers 
ure substandard in their respective countries, This third proposal is 
strictly in line with the findings of the Randall Commission which 
you have heard, which found that the clearest case of “unfair inter- 
national competition” was that which was based on the payment, of 
substandard wages in relation to the wages paid in the exporting 
country. 

Specifically, proposal III would require an amendment to the Re- 
ciprocal Trade Act, which amendment would require that the United 
States Tariff Commission—I am assuming the same agency would 
administer this, but that is not essential—that the United States 
Tariff Commission, before excluding a commodity item from negotia- 
tion and before recommending any restoration of import restriction 
under the “escape clause,” would be required to find that the wages 
paid by the exporters to the United States of the commodity in ques- 
tion were substandard wages in relation to the wages generally paid 
in the country of origin. 

Mr. Barkin rightly has pointed out some practical difficulties im 
vdministering this, but it seems to me that the pana of proof should 
be on those who assert that the wages paid are substandard in the 
foreign country. 

New sources of information as to wages in the various competing 
foreign countries would naturally be required to implement this thir 
proposal, However, both American and international organizations 
have already gone far beth in developing the techniques and even in 
providing part of the factual information which would be needed to 
implement proposal ITT. 

Notable among the technical and scientific organizations which 
could help to implement proposal III are the United States Bureau of 
Labor Statistics and the International Labor Organization. 

While I could make comments on the other very pertinent thoughts 
which have been given this morning, I think in the interest of the con- 
venience of the committee it would be best for me to end as Mr. Rutten- 
berg began, by pointing out that all three of these proposals, which 
could be adopted singly or in combination, are in the interest, of get- 
ting the extension and strengthening of the Reciprocal Trade Act 
which it seems to me, among other things, is highly important not only 
in the interest of improving levels of living in the United States and 
throughout the world, but second, in the interest of those American 
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producers who produce for export and, thirdly, something which has 
not been specifically mentioned this morning, as a much-needed en- 
couragement to the present efforts of European countries to liberalize 
their international trade. 

Thank you. 

Mr. Harrison. Thank you, Professor. 

Mr, Gainsbrugh and Mr. Ruttenberg cannot be with us this after- 
noon, and in view of that fact, it is suggested that possibly the re- 
maining minutes might be devoted to any discussion that may involve 
either of these two gentlemen. 

Mr. Kravis. Mr. Chairman, if I may, I would like to address myself 
to this question of fair labor standards as a criterion of the reduction 
of restrictions on trade. 

Mr. Harrison. I wish you would. I would like to suggest discus-, 
sion of that with a view, first, to whether or not practical and workable 
legislation could be drafted along that line; secondly, how that should 
be done, whether, for example, through the escape clause or the peril 
point. Also, I would like to point out that in a great many instances 
the situations where we have complaints about substandard wages 
come as a result of the application of the most-favored-nation clause, 
where the trade agreement was not originally made with the nation 
alleged to have substandard wages. The question is whether there 
could be amendments drafted in extension of the act that would pro- 
vide the most-favored-nation clause would not apply where it was 
found substandard wages were paid. Then I weal like also to sug- 
gest that maybe Mr. Barkin should be heard as to whether or not. he 
thinks the suggestion meets the problem which he has described. 

Would you proceed? I just throw out these observations for 
discussion. 

Mr. Kravis. If you are to search for criteria of what constitutes 
substandard wages, there are two areas in which you can look. One 
is within the foreign country itself, which was the suggestion of the 
Randall Commission. If you try to find criteria within the foreign 
country, I think that Mr. Barkin’s experience in connection with the 
textile industry is likely to be duplicated in other industries. That 
is, it will be Met difficult to prove that there will be many cases where 
an industry is clearly paying substandard wages in terms of the coun- 
try’s particular level of income and national level of wages. 

The reason I say this is that if you examine the wage spreads which 
exist among various industries in Japan and in the western countries 
of Europe, you will find among the countries of Western Europe, 
Canada, and the United States the highest wage manufacturing in- 
dustry is roughly twice the lowest in terms of average hourly earnings. 

This has been true in recent years in the United States, and it has 
been true in Canada and in most of the countries of Western Europe. 
I pick two as a rough generalization. There is some variation de- 
pending upon the degree of detail in which the industries are classified. 
In the case of Japan the spread is somewhat larger. The highest 
wage industry in Japan tends to be closer to three times the wage 
level of the lowest paid industry. 

If you cannot show that the wage spreads within the foreign coun- 
try are substantially greater than the wage spreads in this country, 
it will be very difficult to find an objective basis for determining when 
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a foreign industry is paying what to the foreign country is substand- 
ard wages. 

Mr. Tolles has mentioned the dispersion of wages among firms 
within an industry, and it may be that, as Mr. Tolles has suggested, 
that is quite great. But once again, assuming that there were no 
important manufacturing industries in the United States which pay 
substandard wages now and assuming further that we cannot require 
a foreign country to maintain narrower spreads among their wages 
than we do, then what you have to establish is that the wage dispersion 
within an industry, among the different firms in the industry, will 
be greater abroad than it is here. I suspect that this will not be 
found to a sufficient degree to warrant the claim that major portions 
of an industry are paying substandard wages by any criteria based 
on the foreign country’s industry. It is even less likely that this will 
be true of the particular firms which are responsible for exports. 

Mr. Ruttenberg’s idea was that you would not use only the foreign 
country’s standard, if I understood him correctly. That is, you 
would say to the foreign country in effect, “We recognize that your 
whole wage level is low relative to the United States wage level, and, 
therefore, unless you promise to raise your whole wage level in a 
hanes manner we will not give you a concession.” 

fear that while foreign trade is very important to the foreign 
country and exports to the United States are important, this is using 
a sort of tail to wag the whole national dog. 

Mr. Harrtson. It could be done by widening the peril point. 
When the Tariff Commission finds that such substandard wages exist, 
the article should not be listed for negotiation. 

Mr. Kravis. Would the substandard finding be based on the cri- 
terion of wages in the foreign country or on the criterion of wages in 
the United States? That is the issue. 

Mr. Rutrensere. Let me elaborate on this point, if I may, Mr. 
Chairman. 

Mr. Harrison. You propose that this be done by agreement in 
GATT. Of course, that is beyond our control here. e are inter- 
ested in some amendment to the proposed extension. 

Mr. Rurrenserc. An amendment in the proposed extension which 
requires the United States Government to negotiate under these kinds 
of conditions which they are negotiating in GATT. 

This is what I have in mind in making this suggestion: Let us take 
the simple argument that the foreign country says, “We cannot im- 
»rove our labor standards here because we need to increase our pro- 

uction, we need to increase our trade with other countries, and 
unless we do that our conditions are poor and will remain where they 
are. 

Recognizing this as a valid argument, we should then say, “All 
right; for a period of 5 years we will grant concessions which will 
enable you to increase your international trade. These concessions 
will enable you to produce more and sell more on the world market. 
Under these conditions, therefore, you will be able to expand your 
general level of activity within your country. 

“Knowing that that is the case and that the production and pro- 
ductivity will be improved as a result of this, therefore, the benefits 
derived from the expanded trade resulting from these concessions 
over a period of 5 years’ time should be shared with the workers in 
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the form of higher wages and better labor standards, as well as shared 
elsewhere in the economy. 

“But if you do not do this sharing during this period of 5 years, 
the concessions we have granted you will be revoked at the point in 
time when the 5-year period or X-year period determines it.’ 

This is the thought I have in mind. 1 go considerably further than 
the Randall Commission suggestion ia the third proposal of Mr. 
Tolles. When I indicated I was impressed by the third proposal of 
Mr. Tolles, I was referring to his description in the compendium 
volume, in which he said the Tariff Commission would put a foreign 
country on notice that, “We have an escape-clause action pending in 
the United States. You have the right, therefore, to prepare infor- 
mation about your labor standards and submit it to us so we then can 
consider whether or not your conditions are substandard.” 

In this way you may—and it is a big “may’+-stimulate this coun- 
try to expand its labor standards and wage conditions and improve 
them, because they do not want to submit this kind of information to 
the United States unless they can show some advantage. 

Mr. Harrison. I do not know whether you are familiar with this 
situation, but I will call to your attention that our colleague, Mr. 
Curtis of Missouri, has introduced legislation aimed at this point. I 
am not familiar with what it does. 

Mr. Kravis. The newspaper said it was going to equalize differences 
in labor costs. 

Mr. Harrison. I do not know enough about it to say that. I just 
know he has legislation which he is very earnestly advocating. 

Mr. Kravis. You see, if you equalize differences in costs, what 
would be the point of trade? Why would you ever buy anything from 
a foreign country? The reason for trade is that you cannot get it 
here or that it is cheaper abroad. So the cost equalization proposal 
amounts to a proposal to exclude competitive imports. 

Mr. Byrnes. It does not go quite that far, does it? Apart from the 
information gathered here, his suggestion is to isolate labor cost as 
an item, but that is the only item of cost that he was trying to equal- 
ize. He was not going to try to equalize the material cost, which Mr. 
Gainsbrugh showed is also quite an item in these comparisons which 
he made. Really, all he is trying to do is to equalize the labor cost. 
So the problem is not quite so drastic as you suggest. 

Mr. Kravis. That is true. 

Mr. Harrison. But, as Mr. Gainsbrugh said, if materials costs are 
higher abroad and he attempts only to equalize the labor cost, then 
he would produce a situation where we would not buy anything. 

Mr. Byrnes. But in the other case where the material costs were 
lower 

Mr. GarnssruGH. Or the overhead costs. 

Mr. Byrnes. Or the overhead or some other item, then you would 
have the reverse situation. All I was trying to make clear is that I 
do not think anybody has suggested, that I know of, that we should 
go to the extreme of proposing to equalize all costs. 

Mr. Kravis. That was a principle of the Fordney-McCumber Act 
which was taken forward in the Smoot-Hawley law. 

Mr. Tories. Mr. Chairman, may I make clear that on this point 
about the foreign labor standards I am in almost exact agreement 
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with Mr. Ruttenberg? I want to emphasize the fact that if I were 
prepara it, every question would be a specific one. 

The difficulty 1 have with Mr. Kravis’ reasoning is that,it seems 
to be directed too generally to the question whether or not it would 
be a good thing to have a restriction of imports. Mr. Ruttenberg 
and I are talking about the specific question when a case comes up in 
which the American producers allege that they are at a disadvantage 
because of an unfair low labor standard. In such a case instead of 
using that allegation as the basis of an escape clause action, the for- 
eign country should be put on notice that this allegation has been 
made and they should give us an answer to it. 

This could easily be done if you accept the gradual raising and 
gradual reduction downward of duties. My three proposals fit to- 
gether in this respect. That is, I would not want to put in a perma- 
nent protection right away on a mere allegation anyway, but I think 
it is fairer to have this question raised and have the foreign coun- 
try, perhaps through the ILO, answer it. 

Mr. Ruttenberg’s point is very important on this. This gives 
encouragement to all those forces in the foreign country who are 
pushing to get wages up as far as they may practically be. That 
is what we want to encourage. We are not legislating for them, 
but our proposal would raise the question, “This has been alleged 
by our producers. What do you propose to do about it?” 

That seems to me to be the way we progress here, not by some 
great piece of legislation which is universal. 

For instance, one point which comes out—which does not fit all 
cases, but to take a specific case—the Japanese are seriously consider- 


ae adoption of something comparable, for them, to our Fair 


Labor Standards Act. This is a very important thing for us to 
encourage, and to encourage in the interest of better labor conditions 
abroad. 

The passage of a realistic minimum-labor-conditions act in a for- 
eign country like that would go a long way to see that the improve- 
ments made through international trade paid off in terms of rising 
living standards. If this is connected not by our telling them gen- 
erally what anor have to do, but by calling to their attention cases 
where we may have to impose restrictions on their products unless 
they can get their labor standards up within a reasonable period of 
time, then we are encouraging an indigenous movement in that coun- 
ay fa improve living standards. 

r. Byrnes. Could I interject here, though: When we speak of 
that particular aspect, are we not assuming more or less a bilateral 
agreement, just a 2-country trade or 1 or 2 countries’ production ? 
In most of these cases, not all of them, the agreements themselves 
are multilateral or multilateral in effect, as the most-favored-nation 
clause, plus the fact that the production is not limited to just Jap- 
anese production of one item, but the concession made is extended to 
ne other country which is producing that item. 

wonder how your plan would work out in these multilateral sit- 
uations ? 

Mr. Rurrenserc. Your point is valid, Mr. Byrnes, except that 
when you are really talking about the most-favored-nation principle, 
these basic negotiations where the labor standards are low will be 
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with those countries where they are low. So the most-favored-nation 
concept will apply across the board to other countries. Whereas in 
the majority of the instances that we are talking about, Japan or 
India, we are talking about labor standards which are substantially 
higher than they are in the country with whom we have made the 
original negotiation and made the concession. 

So if we apply the concept 

Mr. Byrnes. But, if the concept is applicable to others, are you to 
penalize the others? For sake of an example, let us take the plywood 
situation where there was a big increase in Japanese plywood, but 
we also have had historic importation of Canadian, Finnish, and ° 
Scandinavian plywood into this country. 

Fundamentally, of course, it would be pretty hard to pick who is 
our principal supplier. They are all involved. You are going to 
negotiate, possibly, with Japan; but Finland will also get the ad- 
vantage. 

Mr. Toties. Sir, what would you do under an escape clause now ! 
You would put on a tariff duty for all those people. Certainly, it 
would be more liberal and humane to raise the question as to the 
poorest labor standards—and if they can be gotten up—than to slap on 
a new duty which in the same way penalizes all of them, you see. I 
agree again with Mr. Ruttenberg that, in almost all these cases, the 
location of the low-wage competition complained of is rather specific. 
It would not be all countries of the world. 

Mr. Harrison. I have in mind, referring to Mr. Byrnes’ example, 
the situation with binoculars. We have had a historic importation 
from Germany. As a result of the application of the most-favored- 
nation provision, imports from Japan have displaced German binocu- 
lars on the American market as a result of what might be described 
as a form of social dumping. Can we take this proposal of yours 
and have any practical legislation ? 

Mr. Kravis. In asking that question, can you ask that another one 
be answered; namely, how could they define when the industry was 
paying a substandard wage in a specific case? I wish to be specific, 
too, rather than general. The woolen industry in Japan, for exam- 
ple, Mr. Barkin has said, pays wages which are high relative to other 
Japanese wages. What would be the criterion? What basis would 
you have for saying this was a substandard industry ¢ 

Mr. Totes. May I give a sarcastic answer to that, and this is not 
personal. What basis do you have for invoking the escape clause? 
It is obviously a judgment, but it is a judgment on which you can 
get some information. 

Mr. Kravis. I think you do have bases for invoking the escape 
clause, and I can name them. One, for example, is an increase in 
imports. which has reduced the level of employment and domestic 
sale. There are other tangible things you can point to. How 
would you select your criteria for substandard wages? 

Mr. Totes. I would get a distribution of wages for a few com- 
parable occupations. 

Mr. Garnsprucu. Within the industry ? 

Mr. Totres. Within the industry. 

Mr. Barkin. There is one difficulty, Arnold, in that proposal. 1 
am torn between my desire for legislation and the practical possi- 
bilities for this type of legislation. 
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The low-wage textile industry, the bedroom shops of Japanese tex- 
tiles practically do not export. They do not make goods that are of 
quality capable of export. The textiles which are exported are 
inade by the large giants. Their wages for men and for women are 
on a par with going standards. 

If minimum-wage legislation, which has been talked about for 10 
years in Japan, was passed, I would be very realistic to talk about 
5,000 or 6,000 yen a month. All the big companies would be paying 
above that amount. 

In India, the same facts are true. The problem is, just as in this 
country, in terms of wage legislation. The manufacturing industries, 
the efficient industries which are likely to be in the export area are 
likely to be the higher wage plants because, as Professor Kravis has 
indicated, and, as we all know, they are the advanced industries of 
those countries. The substandard industries are likely to be those 
close to the agricultural level, so you are likely to be in tunafish or 
some other area of conflict. 

There is your really big problem. The question is whether you have 
enough leverage at that point close to your agricultural products 
where your substandard wages are to lift wages up in this area. 

Mr. Totzes. I could not agree more. If you are correct, as I sus- 
pect you are on the basis of your superior information, that is the 
case for Japanese textiles, then I would have to agree with Mr. Kravis 
that the substandard argument does not provide a basis for protection 
of the American textile industry. 

Mr. Barry. If I may say so, I think the whole substandard wage 
argument with which we are dealing is a very crude outburst of a 
feeling of discrimination, of trying to grab at an argument which, 
in fact, does not stand up too well. We know it is not the substandard 
argument but a gross difference in wages about which the people are 
complaining. The justification for maintaining our industry in this 
country must seek its origin and foundation in a completely different 
rationale than local, substandard wages. 

Mr. Rurrenserc. May I add one further word? It is precisely for 
these reasons which Sol and Mr. Kravis have been mentioning that 
I think the Randall Commission’s standard is inadequate. Obviously, 
as far as the textile industry is concerned in Japan, the export com- 
panies in the textile industry in Japan are not paying vehetendurd 
bp by Japanese standards. 

As a matter of fact, they are paying fairly good wages, by Japa- 
nese standards. The Randall Commission concept, therefore, would 
not apply. 

Where has the Randall Commission concept applied, as far as 
Japan is concerned? Silk scarves. Silk scarves are what we used 
to call in this country home industry, production in the home, home- 
work. Under these conditions the wages they were paying to women 
who were sewing up these silk scarves at home were very substandard, 
even by Japanese standards, and, consequently the idea applied there. 
But it is limited in the area in which it can apply. 

Maybe we have not yet refined what we are talking about positively 
enough. But I am convinced that we have to go beyond the Randall 
Commission’s standard and find some other kind of standard or stand- 
ards to apply to this situation if we are to meet the problem of the 
differential in unit labor costs. 
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Therefore, I say that the criteria should not be whether it is sub- 
standard by the exporting country’s standard. But it is precisely 
for that reason that I go to the next step and ask: Have there been 
or will there be improvements in the labor standards of the country 
to whom you have granted the concession in the succeeding years 
after the concessions have been granted ¢ 

In this way, future concession is tied to a concept that they will 
improve; not whether they are improving above the substandard or 
not, but whether they have improved. If they have not, then you 
withdraw the concession. 

Mr. GarnssrueH. May I underscore this from the management 
viewpoint rather than from the labor viewpoint, at least interpreting 
what I have heard at meetings across the country? One of the 
vantage points I have is that we at the conference board have met 
repeatedly with top management across the country in virtually 
every metropolitan city in the past 2 years. Never in my experience 
with the conference board have I heard as much complaint from 
manufacturer after manufacturer about foreign competition as I 
have heard in the past 3, 6, or 9 months—— 

Mr. Harrison. You ought to be in Congress for a while. 

Mr. GarnssrucH. Even from men who 2 or 8 years ago were as 
ardently free-trade as any member of this panel has been this morn- 
ing. Secondly, never have I heard as much indication that, “If you 
cannot lick ’em, join ’em,” in terms of the advantage in substandard 
wage rates that the foreign producer has. 

We have had letter after letter in connection with this survey from 
companies indicating that it was only within the past 6 months or the 
past year that they have grown acutely aware of the desirability of 
erecting a plant abroad or of producing more abroad than they do 
currently. This “phony” of lower labor costs as they see it—and, 
from where they sit, they do see it on an informed basis—is certainly 
phony in the case of their particular industry or of their particular 
product. 

There is an advantage, of course, in lower unit labor costs. If 
they cannot secure that here, they can secure it elsewhere. This is 
going on repeatedly and rapidly. This is one of the evertones and 
byproducts of our survey. That is why I think it is important that 
this discussion be concentrated upon substandard in an intraindustry 
sense rather than in an interindustry sense. 

Mr. Harrison. The export of capital is going forward at an ac- 
celerated rate, is it not true, as a result of that ? 

Mr. Sapiax. Gentlemen, is it not a fact that in the last 3 or 4 years 
or maybe more than that, there is a little different concept about these 
overseas wages in that where previously no consideration was given 
to the amount of fringe benefits that were given to employees over- 
seas, that now has come into the picture ? 

I mention from my own experience that Mr. Byrnes, Mr. Boggs 
and T had a short but delightful visit in Japan just about a vear ago, 
I think just about this time. During the 4 days and 4 nights of 
deliberations and discussions with the Japanese Government officials 
and business officials and American businessmen there, there was 
brought to my attention at least the fringe benefits received by the 
Japanese employees in the textile industry in the Osaka area, in 
which Mr. Barkin is vitally interested. 
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They were giving them concessions which previously had not entered 
into the combination of the wages which a Japanese had received. 
I have noted since that time from the information which has come 
to me, and from the papers and bulletins which come to me, that the 
American employer has taken cognizance of that and has realized that 
there is a little higher overall wage paid to those people, which the 
gentlemen had not given any consideration to before. 

Mr. Harrison. Mr. Morrison wishes to ask some questions of Mr. 
Gainsbrugh before he has to leave. 

Mr. Morrison. It may be that these things are covered in your 
paper, Mr. Gainsbrugh, but I wish we could have a little information 
on the composition of this array of concerns that you describe. Par- 
ticularly what I am thinking of is in connection with the direct 
materials cost. The costs of materials of any concern, of course, are 
the prices of the products of other concerns. I wonder if you have 
any idea in what way trade policies are related to the relations between 
the prices of the materials here and abroad in the cases covered by 
your survey 4 

Mr. Garnsprucu. We will cover this in greater depth in our final 
report than I was able to do this morning. In the materials I sub- 
mitted I did show a breakdown by industry groups in table B-1, 

art B, Distribution of Product Costs Comparisons by Industry. 

here you will see the industrial classifications, and as Mr. Barkin has 
also added, if you turn to table B-2 you will see the industrial classi- 
fications by country. 

I was puzzled by the emphasis placed upon higher material costs in 
our replies. I went back to look at the details. One of the reasons 
why material costs were higher abroad than here was that in instance 
after instance we were told the producer had to import United States 
components or United States products. This was a major reason 
advanced for higher material costs. 

In many instances the plants abroad would be using as part of their 
final end product an American-made material, which would mean that 
to our domestic costs would be added transportation costs to the 
foreign country. 

Mr. Rasuisu. I wonder if I might ask a question of Mr. Gains- 
brugh as well ? 

The sample which you took related to the production costs of Amer- 
ican firms here in the United States as contrasted to the plants owned 
and operated by American firms abroad ? 

Mr. Garnsprucu. And producing identical products. 

Mr. Rasnisn. And producing identical products. Does that kind 
of a sample really offer very much instruction on the broad subject of 
costs abroad as compared to costs at home for the production of 
identical products? Are there features of the types of plants that 
American producers set up abroad that limit the usefulness of studies 
of comparative costs on that basis? 

You have, for example, in your sample a good number of chemical 
firms. The American chemical industry sells substantial amounts 
abroad. Might its decision to engage in production in foreign mar- 
kets be related, for example, to the’ peculiarities of the costs of pro- 
duction or marketing of particular articles abroad even for articles 
which it also produces in the United States? Might its decisions in 
certain cases be related to the trade restrictions which foreign coun- 
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tries impose upon chemical imports? In this latter situation the 
peer produced abroad would not be imported back into the United 

tates but would be sold only in the local market or in other soft- 
currency markets. 

Because of such limitations on the interpretations that one can 
make of your survey findings, I wonder if your survey may not 
have developed some cost data on indigenous production of com- 
parable articles in the United States and abroad. 

Mr. GarnssrucH. I think these points are well taken relative to 
our survey. Our findings relate solely to those products which are 
being made abroad by companies which are making the same product 
in the United States. } 

The target we had in mind is what are the factors which led them 
to a decision to expand or engage in production abroad? With some 
knowledge of those factors we then would be able to begin speculatin 
about whether there is a possibility of further extension of such 
operators in the future. 

I doubt very much that our materials will throw much light. on 
the general problem you have raised, the costs of the American pro- 
ducer stems as compared with domestic producers. We did find in 
several instances that one of the reasons for the higher overhead cost 
was that our respondents had to bring American production teams 
over with them. This helped to raise their labor costs in part as 
well as their overhead. 

Our findings relate to factors peculiar to our sample rather than 
to production costs of all producers in any given country. 

How closely cost data derived from the experience of American 
firms producing abroad would be comparable to corresponding in- 
formation from foreign-owned companies is a question we cannot 
definitely answer. Since it seems probable that prices and wages 
paid by American firms abroad will be the going ones in each coun- 
try, the presumption is strong that no great distortion could stem 
from a difference in the costs of the factors of production they utilize. 
In fact, we made specific inquiries on the possibility that Americans 
abroad might operate under different basic cost determinants than 
domestic producers and found little evidence requiring any distinc- 
tion on this score. 

Mr. Sapiax. I am assuming, then, you are confessing inability to 
get those figures properly from the other countries. I thought in 
his statement Mr. Kravis mentioned a comparison with even Rus- 
sian wages. I was wondering how you could make a comparison. 

Mr. GatnsprvoH. There are two approaches. One is using a na- 
tional account approach and the other is on an individual product or 
individual industry approach. It is the latter for which we largely 
lack comparable data for this country and other countries. I do 
think substantial progress has been made in setting up comparable 
systems of national economic accounts here and abroad. As I under- 
stand it, Mr. Kravis drew his data from that approach. 

Mr. Kravis. The reference to Russia related to the structure of 
wages, that is, to the ranking of the various industries with respect 
to the level of wages they pay their workers. Those rankings of 
industries are very similar among the different countries of the 
world. 
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As long as I have the floor, I would like to make clear the sense 
in which I think the low-wage argument is a phony argument. Since 
the structure of wages is similar in any pair of countries, say the 
United States and England, or the United States and Japan, since 
the structure of wages is roughly similar and since the whole level of 
wages is lower in Japan, why are some American industries able to 
export into Japan at all and why are others unable to meet Japanese 
competition ? 

The answer, I think, is that the determining factor affecting the 
composition of trade and affecting the composition of Japanese ex- 
verter and imports and our exports and imports is not wages at all, 

ut the differences in productivity between these two industries, or 
tends to be the difference in productivity more than it tends to be 
differences in wages. 

Mr. Byrnes. That does not relate to textiles; does it ? 

Mr. Barkin. Just to refine it, I thought one of the contributions 
we had made in our discussion here is what the manufacturer is com- 
plaining about. The phase that I am sensitive to, as Mr. Gainbrugh 
has indicated, is that we are thinking of the relationships in a par- 
ticular industry, not on a national basis. 

To take a specific case in textiles, until very recently it was quite 
inconceivable for Japan to compete with the United States in the 
production and sale of rayon yarn, because it had to import almost all 
of its raw materials. Consequently, no matter what they paid in 
wages, they could not compete with us. It would be similarly true 
in India. If we faced up to the issue of legislation, the complaint, 
while it is not articulated precisely, means this: 

I am complaining about lower wages in another particular area 
where the techniques and productivity are not vastly different from 
mine. In textiles, the differences in technology do not offset the differ- 
ences in wages because most countries have comparable technology. 

As a matter of fact, they have advantages in some places even in 
raw materials. In the case of Japan they have tremendous disad- 
vantages in certain types of overhead costs, but they have advantages 
in other areas. 

As Martin indicated, it is the intraindustry contrast in labor rates 
and labor costs which the manufacturer is complaining about. 

Mr, GatnssprucH. May I again underscore that by referring you 
to table B-3. When industry does have a labor advantage in its loca- 
tion abroad, it is not a mild one. In 64 instances the foreign labor 
cost per unit, which allows for productivity, was less than 55 percent 
of the United States unit labor cost, and in 105 instances it was 85 
Ee or less than comparable unit production costs in the United 

tates. This is the intraindustry aspect of the point we are discuss- 
ing. They seek out these avenues for economic advantage. 

Mr. Rurrenserc. Could I add one quick word? it is very im- 
portant to remember that the concept that the wage argument is 
phony, which Hr. Kravis makes, in theory we agree it is a phony—— 

Mr. Kravis, If it is a good theory, then it is true. If it is not a 
good theory, it is not true. I do not like this in theory it is so, but not 
in theory it is not so. 

Mr. Rurrenserc. But the practical aspects of the problem are clear. 
He throws up a nice strawman, the comparison of wages. This com- 
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parison is bad. Therefore you knock the strawman of wage com- 
promise down. What Mr. Gainsbrugh and Mr. Barkin and others of 
us are discussing is not wages in relation to wages, but really wages in 
relation to productivity, the total unit costs in relation to the situation 
which exists up and down the line within the industry. 

This situation is different from the broad general concept. 

Mr. Kravis. This is not a broad general concept. What I am say- 
ing is that ratio of textile wages in England to textile wages in the 
United States is no different, if any different, from the ratio of auto- 
mobile wages in England to automobile wages in the United States. 

Mr. Barxry. Unfortunately, your specific choice is not good, but 
your general principle is all right. 

Mr. Kravis. So my point, then, is: “Is there any basis for believing 
that low-wage rates abroad are systematically responsible for foreign 
success in competition?” The answer is “No.” Foreign wages are 
low in all industries; foreign producers are able to win out over 
United States firms only when their productivity is relatively high. 
That is what I mean when I say it is not the wages, but the differences 
in productivity that are really responsible. 

Mr. Byrnes. Could I ask Mr. Gainsbrugh one question, since he 
will not be here this afternoon, with respect to the survey they made 
for this study ? 

Does the fact that this is limited to those industries that are in 
bigger units of production or bigger plants in this country and are 
thus in a position to have a foreign subsidiary, and so forth, color it 
somewhat, and we might reach even a more exaggerated situation 
as far as the differentials in costs if we were dealing with those in- 
dustries that were on a smaller scale in this country and also abroad. 

Mr. Garnservueu. I think this still remains an open question. We 
thought in the main that this would be a limitation, that because of 
the differences in scale of operations here and abroad our com- 
parisons would have to be qualified. 

Our respondents tell us this does not seem to them to make much 
difference in their unit labor cost position. Some do in some in- 
stances, but not in the main. We asked this question specifically : 

“Would you comment on differences and their relation to unit costs 
in your plants, here and abroad, with regard to— 

“(a) Actual volume of production during the period covered 
in the table. 

“(b) Present rate and size of operations in relation to optimal 
rate and size?” 

The answer given us is that the data are drawn on a plant or es- 
tablishment basis, and in many instances it would make little dif- 
ference whether the scale of operations abroad were doubled or 
weg The basis of comparison remained largely the same. 

r. Byrnes. I wonder if you would not find quite a few industries 
in this country where the scale of individual operations just is not 
big enough. They are in a competitive position, but yet they are so 
small that they are not in a position as an individual plant to main- 
tain a plant here and also a plant in England or in Mexico or some- 
place else. 

Mr. Gatnssruau. I do not know. I think theoretically your propo- 
sition is sound ; that it would be. 
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Mr. Byrnes. I wonder if in surveying the type of industry where 
you could find operations or plants or companies that operated here 
and abroad did you find real limitations. 

Mr. GatnsprucH. We have a whole chapter devoted to method- 
ology and limitations. There are many. 

Mr. Byrnes. Did that bother you very mucly/ 

Mr. GarnssrucH. We concluded this was not as large a limitation 
as theoretically or a priori it was assumed to be. 

Mr. Byrnes. Thank you. 

Mr. Sauant. As a preview of coming attractions, may I suggest 
that I think the differences between Professor Kravis and some of 
the others which have been referred to as though they were differences 
between theory and practice are of a different character and are 
reconcilable, and I shall try to say something about that this 
afternoon. 

Mr. Harrison. Gentlemen, we will adjourn now for lunch. I would 
like to thank the panel while they are here for this interesting dis- 
cussion. This is the first time that the committee has been tempted to 
cut down the so-called lunch hour—which is actually the period in 
which we attend to our duties to our constituents—in order to continue 
the discussion. 

At any rate, this is the first time we have been tempted to do this 
since the hearings started. I think it goes to show the great interest 
that you gentlemen have inspired in us. I am very sorry that Mr. 
Gainsbrugh and Mr. Ruttenberg cannot: be with us this afternoon. 

If the other gentlemen will return, we will adjourn until 2 p. m. 


(Whereupon, at 12:40 p. m. the subcommittee recessed, to recon- 
vene at 2 p. m. the same day.) 


AFTERNOON SESSION 


Mr. Byrnes. The committee will come to order. I believe we com- 
pleted the original discussion. 

Mr. Barkin. Mr. Salant was going to bridge our differences. 

Mr. Sauant. There was considerable agreement about a Jot of things 
this morning, but there was one issue upon which there seemed to be 
some difference. That was the question of whether payment of sub- 
standard wages in the exporting country was a sound basis for pro- 
tection. 

I think both Mr. Ruttenberg and Mr. Tolles argued that this was a 
sound basis for protection, although for this purpose they did not 
define substandard wages in the same way. 

Mr. Barkin made the point that protection was required against 
more than substandard wages, and pointed out that in at least the cot- 
ton-textile industry there were imports which were increasing the 
injury which the industry was already suffering, and that these imports 
were coming from countries where the wages paid to cotton-textile 
workers were not substandard. 

Mr. Kravis seemed to be on the other side of Mr. Ruttenberg and 
Mr. Tolles and seemed to be suggesting that protection was not desir- 
able against even substandard wages. 

The comment I want to make is that it seemed to me these positions 
are reconcilable and that the appearance of difference results from 
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having different objectives in mind about what protection or reduc- 
tion of protection should do. It seems to me it was not a difference 
between theory and practice, but between long-run considerations and 
short-run considerations. 

The long-run consideration that I think Mr. Kravis had in mind is 
this: What is the desirable level of tariff barriers from the point of 
view of best use of our resources? He was considering the level and 
not the problems of change in level. 

It seems to me the question of injury to domestic industry is essen- 
tially a problem of transition, of change of level. I[t is a shorter run 
problem if you handle it properly, although if you fail to handle it, it 
may persist. 

Mr. Ruttenberg reminded us that Keynes said, or at least is sup- 
posed to have said, that in the long run we are all dead. I did not 
have a chance to mention what I have heard Keynes say when the 
remark was quoted to him. It was something disparaging about the 
— who made it. He repudiated lack of interest in the long run. 

imilary since Mr. Ruttenberg said it is the short-run problem we 
must face, I can agree but I say we have to face both of these prob- 
lems, or ought to face both of them. I think concentration solely on 
short-run problems creates a lot of short-run problems later. If we 
had paid attention to long-run problems in the past, a lot of short- 
run problems we have now would not be with us. I think that is true 
in this case. 

In the application of these generalizations to the substandard wage 
point, I would say that the gains from international specialization 
that Mr. Kravis had in mind are realized in the long run. From the 
United States point of view, it seems to me that the objective of 
getting goods more cheaply in terms of the amount of productive 
effort we put in is realized whenever we get import goods more 
cheaply, irrespective of why they are cheaper. 

To bring the point home, I might ask this hypothetical question. 
Suppose we were importing a commodity which is produced by people 
who receive wages that are substandard in the exporting country, but 
there is no competing domestic industry. I ask the qusetion: Would 
we stop those imports on the ground that they are being produced by 
people who are receiving substandard wages? I think anybody 
would say no. 

Mr. Kravis. Indeed, we did say no. In the thirties there was a 
law that, in effect, the Smoot-Hawley law, prohibiting importation 
of goods that were made with forced labor. 

It developed that a certain type of tobacco leaf was produced in 
Sumatra. The domestic cigar manufacturers required this type of 
tobacco leaf, so the law was amended to permit its importation, even 
though it was produced under conditions of forced labor. The sur- 
mise is borne out by history. 

Mr. Satant. The general point I think this brings out is that when 
it is proposed that we restrict the imports of goods on the ground 
that they are produced by labor that receives substandard wages in 
its own country, we are not doing so for reasons that have anything 
to do with the kinds of benefits from trade that Professor Kravis was 
talking about. 

The fact that we would not stop such imports if there were no 
competing domestic industry shows clearly it was this other question, 
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prevention of hardship, that we are concerned with when we propose 
this standard. 

Once you grant that prevention of hardship is the objective, it 
seems to me that Mr. Barkin’s point comes into its own. If this is a 
legitimate goal of public policy—it certainly is a goal of public policy, 
and I would agree it is a legitimate one—then there is no particular 
reason for restricting the measures you take to cases of competition 
from substandard wages. Whether those measures should be meas- 
ures to restrict imports is an entirely separate question. 

I think this puts me in perhaps a somewhat different position, but 
I would hope perhaps the others would join me in it; namely, that the 
substandardness of the wage in the other country does not really 
make any difference. What you want to make up your mind about is 
whether you are going to do something about industries that are 
suffering hardship, and if it is hardship you are concerned about, 
whether the foreign competitor is paying substandard wages or not is 
irrelevant. 

From that point of view, I think everybody was right about the 
restricted points of his own analysis, but I do not think these points 
lead to the conclusion that the substandardness of wages abroad 
should have anything to do with the level of import barriers. 

I would like to see the whole question of uardehip dealt with as a 


question pretty much independent of its specific cause. If we have 
an industry like the cotton-textile industry that is already down for 
reasons having nothing, or at least little, to do with import competi- 
tion his argument is: It is down, don’t give it another kick by tariff 


reductions. 

It is apparently perfectly clear that in cotton textiles we have an 
industry that is in very bad shape and that people remain attached to 
it despite being unemployed for a long time. That involves a very 
considerable waste of economic resources. This suggests to me that 
something should be done about this by nontariff means. 

For that reason, I would hope that our discussion will be off the 
substandard wage point. Although it has a certain superficial appeal, 
I think the appeal is not really justified by any logic. I would like 
to see us talk more about adjustment assistance and perhaps develop- 
ment of depressed areas, even though I recognize that tends to get 
out of the bailiwick of this committee. 

I feel that if the question of protection against imports, injury 
from imports, were seen in its true context, the committee would 
become very much interested in adjustment assistance because I feel 
that a lot of people who are clambering over the backs of the committee 
members might get off. 

I think also—this is in the national sense the more important con- 
sideration—much would be done that is desirable from a national 
point. of view if we could get people out of the industries that are 
shrinking anyway into some more useful occupation. 

Mr. Byrnes. At that point, do you think there is anything you can 
do that is going to be pleasant to either the worker or the management 
or the investor to shift him into something else or get him out of this 
line that will be more satisfactory to him than the proposition of 
letting him stay in business and earn his livelihood with the training 
he has? 
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Mr. Sauant. He is not staying in anyway in most cases. It is, I 
think, a choice between evils. 

Mr. Byrnes. You suggest he get out of this line of activity. I do 
not think there is.any way of forcing him to shift and change. People 
do not like to change, anyway. 

r. Harrison. He cannot change. There may be some merit to it 
in theory. You take a man 45 years old, who has seniority rights and 
is trained to do certain work. You try to shift him and see whet kind 
of a job he does. 

Mr. Barxrn. May I take up from that point, because I think my 
experience and my sympathy for all these proposals puts me in a posi- 
tion to make certain comments. 

First of all, I think that the United States has the responsibility of 
using the tariff negotiations, insofar as possible, to promote the con- 
cept of fair labor standards. But I do not think the present proposals 
offer a difficult way of doing it. 

You recall that in June of this year at the ILO conference the pres- 
ent administration proposed that slave labor be controlled by prohibi- 
tions against the use of slave-labor goods in international commerce. 

Then a very pointed comment was made to the effect that slave labor 
is used on public works that never gets into international commerce. 

Secondly, the problems of definition of substandard become very 
involved. They are really internal problems which are difficult to 
reach. Japan made a commitment, as indicated by Mr. Ruttenberg, 
but the present administration, the Government of Japan, has resisted 
such legislation. Labor unions and the opposition parties in Japan 
have been urging legislation for 8 or 10 years. 

While that picture looks dismal, the fact of the matter is that many 
countries in western Europe, and even in Latin America, have mini- 
mum-wage laws and extensive labor codes. But then you hear the 
other objection, particularly in Latin America, that they are not 
enforced. 

So my belief is that promotion of fair labor standards on an inter- 
national basis, possibly even through trade agreements, might be an 
extraordinarily useful tool and might even be useful in the negotia- 
tions with some specific country, which is the principal supplier of one 
type of goods. But it is hardly likely to be—that is, trade negotiations 
are hardly likely to be—the primary avenue for effecting such interna- 
tional standards. 

The great problem we are facing, the second issue proposed here, is 
that of this adjustment problem. 

Mr. Totxxs. Before you go into that, I would like to turn the discus- 
sion away from the substandard question, but I would like the privilege 
of clarifying my own personal position on this, because I think it has 
been a little misunderstood. 

In the first place, my remarks as to proposal 3 were independent of 
the other 2 proposals. I was not hinging everything on the substand- 
ard business. 

Second, they were of the liberalizing character. I was concerned 
with the kinds of cases which the Tariff Commission now gets where 
the need for protection is alleged on the ground that the manufacturer, 
domestic manufacturer, cannot compete because of the low foreign 
wages, 
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As far as I am concerned, he can take another ground, and I agree 
with Mr. Salant that he may be damaged, whether it is low forei 
wages or not, but I would say when that is the rational basis for a de- 
mand for protection or for a demand that protection be not removed, 
that then the consideration of whether or not the wages are substandard 
in the foreign country is a relevant consideration, and which T think 
the Tariff Commission needs to have a report on before it comes to a 
decision. 

If, as has been alleged, these cases almost never occur, then that 
solves my problem very easily. But I am simply saying it is relevant 
to ask whether they occur, if the ground for demanded protection is 
on the basis of the low foreign wages. I think that was not quite 
understood. before. 

Mr. Sarant. I am sorry if I am the one who obscured it. | 

Mr. Barkin. As to this adjustment problem, I would like to throw 
some more light on it. 

Again I would like to view it in terms of the textiles, because 
they are so important in the adjustment phase. For better or worse, 
we are at the tail end of the adjustment process in New England, to 
use an academic word for closing of mills. I mentioned before the 
Merrimack Manufacturing Co. in Lowell was closing, which is the 
last big operation in that city. 

Let us see what is happening in New England. It has been writ- 
ten about a bit, so I can summarize it. My principal argument will 
deal with the South. R 

In New England, there are many areas which have witnessed con- 
siderable recovery. Sometimes the interval was 3 to 5 years, but 
we have suffered so long in some areas that even 3 or 5 years is 
behind us. 

But there are certain communities which have not recovered and 
which have no hope of recovering in the near future unless something 
very radical is undertaken. As a result, I have been devoting my 
energies and time and thought to Federal distressed area legislation. 

There are people who were never reemployed, and I think there 
are gaps in our whole economy, in our whole society, which we can 
no longer neglect. Let us take the South. Until a year and a half 
ago, vou could not talk this way. Nobody in the South was in- 
terestet in adjustinent preblems. 

Fortunately or unfortunately, they had been living off the “New 
Kngland area. They have had time as mills closed in the North, 
and they were permitted to exist, but the contraction of the industry 
is now pursuing the South. 

The closing of this mill of Safie Manufacturing Co. is symbolic. 
That community cannot take the shock. The area cannot take the 
shock. There are other mills going to close down in the South. This 
is not the only one. I could recite a whole list of them that have 
closed. With the surplus capacity resulting from what I consider 
i stable demand and an inflow of technology and improved operations, 
we will witness more closings. That area cannot absorb those dis- 
placed by this process. 

The area is suffering. The textile areas in the South are, as a 
whole, suffering worse than in New England. They will be worse 
for the next 10 years. Cotton, lumber, food products, textiles, are 
contracting, and there is nothing in sight of the necessary magnitude 
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to absorb that displacement. The area, relatively poor in resources, 
in education of the people, in industrial leadership to immediately 
find the way out, faces real problems. 

I say, gentlemen, I am in favor of adjustment. My life has been 
devoted to finding higher wages and finding adjustment for people 
who get kicked around, whether it is being thrown out of a job, by 
closing of a mill, technology, or whatever ice it may be. Iam in 
favor of it. You cannot prove that Merrimack Manufacturing Co. 
was closed by reason of imports, because imports this year declined. 
Imports could not be referred to in the case of Safie Manufacturing 
Co. When Lane Cotton Co. closed 2 months ago, again with 1,500 
people manufacturing denim in New Orleans, it was not imports. 

I say to you gentlemen, very much as Mr. Salant says, there is a 
bigger problem. If you addressed yourself to the bigger problem of 
distressed areas, shrinking industries, governmental! stimulation to 
moribund management—which is a hifalutin way of labeling my 
description of management—we would look at the real problem. 
Let us get on to another phase which Mr. Salant indicated has been 
only suggested before. 

It seems to me that besides arguing the broad principles of the 
advisability of national specialization of trade, we must concern our- 
selves with the sources of injury, the type of injury, and the sources 
of opposition. Just take a person like myself. I want more trade. 
I am very internationally minded. I will take second place to no one 
around this tableor any place in my concern for international comity, 
international exchange; I have devoted my life to it. 

But I also know there are problems of sacrifice, and the measure of 
sacrifice. This is the issue we face. 

I am not going to appear before you in good faith and say the 
United States will be destroyed if the silk scarf industry is going to 
be sacrificed. The facts in the case were presented; the findings were 
against us. If the President of the United States found that to be 
in the national interest, we accept it. Some people were temporarily 
hurt; but they were able to adjust themselves. 

Consequently, what I have been proposing, others have offered in 
almost similar form. The future of trade in this country and in the 
world is not in the areas of the established products. We are chang- 
ing very rapidly. Technology changes, custom changes, habits change, 
industrial needs change. 

Consequently, it seems to me that one of the ways to solve this 
problem or to find a reconciliation and to reduce the injury and leave 
the opportunities for trade and growth unfettered is to adopt a plan 
such as I have offered here: You determine on a volume of national 
production capacity—not employment, because productivity will con- 
tinue to rise, but national productive capacity—and isolate that vol- 
ume from international competitive destruction. That volume you 
will isolate. The rest of the trade is subject to the ordinary influences 
of lower tariff rates. 

This was the concept which inspired the administration to adopt 
our proposal for the 5 percent trigger point in the woolen and worsted 
industry. It was my union that proposed that escalator provision. 
The manufacturers in my industry were opposed to it. They wanted 
100 percent protection. We said no, that it was good for our country 
to have a margin of 5 percent come in. At that time we proposed 
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2 percent. The negotiators hiked it to 5 percent. That is a matter 
of bargaining, working out an understanding in terms of broader 
interests than I can possibly represent. That is why we have a gov- 
ernment, to make decisions in this area, in the light of many special 
interests and broader national and international interests. 

If we would set up some such areas and say that we will protect 
existing productive capacity and productive industries, and escalate 
down the rate structure for imports beyond that level, then I think 
we could really release a potentiality of imports of new products 
against which the existing industries could not complain. 

The most important result is it opens up the gates for new prod- 
ucts and for the future. 

Mr. Harrison. Let me see if I understand it. As I understand it, 
you would put a quota on to assure existing production in this coun- 
try, and that thereafter it would be subject to normal channels of 
trade. 

Mr. Barxrn. That is right. We did that. I am illustrating be- 
cause we did it practically. We said, in effect, in the woolen and 
worsted industry, 95 percent of the market is domestic, 5 percent is 
for foreign goods. 

Mr. Harrison. You do it on a percentage basis. 

Mr. Kravis. One other point. There is a tariff quota. 

Mr. Harrison. Would you do it on the basis of a percentage of 
domestic production ¢ 

Mr. Barry. Very frankly, I could conceive of both ways of doing 
it, and I do not want to commit myself. 

Mr. Harrison. There is a good deal of difference, I should think. 
Mr. Strachbein’s proposal, as I understand it, is to have a system 
of quotas that would assure that in regard to American consumption, 
American production would always have priority up to a certain per- 
cent of that total consumption. 

As I understand your proposal, you would limit it to present pro- 
duction which would be assured. Is that right ? 

Mr. Barkin. Yes. My inclination would be to do as you indi- 
cate. I think that the Strachbein proposal cuts both ways, when you 
use a percentage. If you have a growing industry, the domestic in- 
dustry will benefit. If you have a contracting industry, the domestic 
industry will be hurt. In the woolen and worsted industry, we have 
a contracting industry. Consequently, his proposal hurts us. 

Mr. Kravis. You and I, Mr. Chairman, had correspondence on a 
similar proposition which I advanced a year ago. 

Mr. Harrison. You testified here a year ago and made this pro- 
posal, and we had some correspondence about it. 

Mr. Kravis. That is right. My proposal was that we say to domes- 
tic industry, to every domestic industry that wishes this kind of pro- 
tection, “We will protect you at your present level of production or at 
some recent level of production.” 

If it is a declining industry, that means no more imports in that 
industry than the present level. If it is a growing industry, as most 
industries are in this country, and have been, then we say to that in- 
dustry, “We protect you at your present level of output, but you have 
to meet foreign competition without any protection for the increment.” 

Mr. Harrtson. I wrote you and asked you if you could phrase that 
in the form of an amendment. Ido not think you did. 
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Mr. Kravis. I tried to clarify my) proposal. Then you asked the 
State Department people to comment.on it, and they were against it, 
chiefly because of the method which J suggested be used to segregate 
the existing level of production from increments in the American 
market. The problem is how to make sure to protect the existing 
level but leave the increment in domestic sales to open competition 
between domestic and foreign producers / 

The answer to that question, which I suggested, was the use of 
tariff quotas. I suggested that you might estimate to what extent 
you expected domestic sales to increase in this country, and then allow 
that quantity of imports to come in free or ata very low rate of duty. 
Once that quantity of imports comes in, the duty reverts to the higher 
level. 

I suggested we use a tariff quota, as in the case of wool., The State 
Department’s reply was essentially that the tariff quotas are very 
difficult to administer. 

I think they are difficult to administer. But if the choice is between 
expanding international trade without causing any expensive displace- 
ment to domestic industry and administrative inconvenience, I think 
we should accept some administrative inconvenience. 

Mr. Harrison. I have the idea the State Department may be a little 
bit more reasonable this year than last. The situation has changed 
somewhat. 

Mr. Sautant. I had a brief look at the objections made by the State 
Department to this proposal. I got the impression that they now have 
to administer or somebody now has to administer things which are 
a great deal more difficult to administer than this would be. 

As I understand it, this is a tariff quota that you and Mr. Barkin 
have in mind. 

Mr. Barxtn. Yes. 

Mr. Kravis. Yes. 

Mr. Satant. And not an import quota of the kind Mr. Strackbein, 
I believe, was referring to. May I just ask a question here to be sure 
T have got this straight? 

Mr. Harrison. Yes. 

Mr. Savant. As I understand this proposal, it would work some- 
what as follows. Supposing in 1957 you have a product of which 900 
units are produced domestically and 100 are imported, and you have 
a duty of 30 percent. You enter into negotiations in 1958. 

What you negotiate is a reduction on the amount which was im- 
ported in 1957, that is, on the first hundred, and you leave the rate 
asit wasontheexcess. Is that correct? 

Mr. Barkin. Yes. 

Mr. Satant. You expect that, owing to growth or whatever it is, 
that the total amount, domestic and imported combined, which was 
a thousand, will increase by 100. Then you say, next year the 20 
percent applies not to a hundred, but to a hundred plus the growth, 
or 200. 

Mr. Barxtn. Yes. 

Mr. Kravis. Yes. 

Mr. Satant. Then the 30 percent continues to apply to the amount 
in excess of 200 instead of 100; is that right ? 

Mr. Kravis. Yes. 
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Mr. Harrison. Here is what I was trying to drive at as a layman. 
You run into this argument. Maybe this industry should never have 
been built up in the country, maybe it cannot compete. But the fact 
is that it has hundreds of millions of dollars invested in it that cannot 
be taken out and put in somewhere else. 

Mr. Satant. Quickly. 

Mr. Harrison. And it cannot be saved in any way. They say, “We 
did it under the laws as they exist. In addition to that, we have 
trained millions of workers who have reached an age in life where 
they cannot shift. Therefore, we propose not only to protect, as so 
many of these proposals do”—and I think the Strackbein proposal 
does—“we propose not only to protect that brick and mortar we al- 
ready have and this labor we have already trained, but we propose 
to stop the flow of trade that will permit us to continue to expand, 
although we cannot compete.” ; 

I felt there was something wrong with that medicine for the ill- 
ness, that it ultimately compounded the malady. I did not realize 
it, but I questioned some witnesses who said something along that 
line. 

Is there not some way we can give them protection that will protect 
the industry as it now stands, but if it is further expanded, then it will 
have to compete? 

Mr. Savant. I think we are all agreed there is an illness here. I 
think several of us take the position that is not the right medicine, 
as you felt it was not. There is the question as to whether the patient 
should be put into another environment or left on his crutches. 

Mr. Harrison. If it is a fish, he cannot live out on land, and if he 
is a man, he cannot live under water. 

Mr. Saxanr. In that connection, I would like to refer to some- 
thing you said before, referring to people who cannot change or who 
do not like to change. The kind - roblem that these people face— 
and I think they do not number adm but are much fewer—that 
kind of problem is being faced today, day in and day out, by people 
who are ye in similar positions by other causes. 

Mr. Harrison. Yes. 

Mr. Sauant. I think that before one of the committees, perhaps 
not this committee, an illustration was given of what happened to 
the people who produced wooden station wagon bodies in a town 
in the Upper Peninsula of Michigan, when public taste changed to 
metal station-wagon bodies. 

This town was put flat on its back because the wooden station-wagon 
body factory was the only thing in the town. Nobody proposed that 
a high tax be put on cars made of metal. 

Mr. Harrison. The big difference there was that it was not done 
by legislation. 

Mr. Satant. That is right. But to me all that fact implies is that 
the Government may have a responsibility in this case that it did not 
have in the station-wagon case. The fact that it was the Government 
that was responsible for the injury means that the Government has a 
responsibility as to remedy, but that fact does not have any implica- 
tion as to what the remedy should be. 

It seems to me if it is in the interests of others—that is, the country 
as a whole—that these people ought to be put to work or helped to 
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move into a more productive occupation, that that is the thing to do. 

The reason I do not think the adjustment assistance is a bad way 
of doing this is that I would take a quite liberal view of how it should 
be given on the ground that anything which increases the mobility of 
people in moving from relatively unproductive uses of their time and 
sapital—I have in mind investors as well as employees—is a good 
thing, just as, for example, the Employment Service, so far as it en- 
ables people to get into jobs in a shorter time, is a good thing. 

It need not cost an awful lot. In fact, the cost of the Employment 
Service may be a greater social cost than would be the cost of adjust- 
ment assistance, even though the money cost might be not so great. 

There are ways of financing adjustment assistance, moreover, which 
can make its cost fall, to a considerable extent, on the people who ben- 
efit by the trade policy which is supposed to have made the adjustment 
necessary. I believe it would be quite practical to work something out 
which would not be compensation for injury, which would not have 
to concern itself with the question of what really was the cause of the 
difficulties. 

Mr. Harrison. We are confronted, of course, with an almost im- 
mediate situation where we have to either continue this policy or we 
will go back to the Tariff Act of 1930, which I think we all agree would 
be quite irresponsible. 

The practical question we have before this committee and will have 
before this committee in the next 90 days is: In what form can this 
program be continued so that it will be acceptable to the American peo- 
ple? We have to, when we do that, think about what Mr. Barkin and 
the people he represents say and to some extent the people Mr. Strach- 
bein represents. 

Mr. Kravis. Would it not help if you say to the American people 
that we are not proposing to permit imports to take away any level 
of domestic production at the present ? 

Mr. Harrison. It would. 

Mr. Kravis. As a matter of fact, this whole question of just how 
you can effectuate this kind of policy deserves a great deal of more 
careful study than anyone has given it up to this time. 

My suggestion for a tariff quota as a means of doing it is only one 
of the possible ways. Maybe a declaration in which the Congress says 
it is the national policy 

Mr. Harrison. We have tried that. It does not work. The people 
know it. 

Mr. Kravis. I do not think it has ever been declared that it is the 
national policy to protect the existing level of output, but to allow the 
increments in sales to be subject to international competition. That 
would certainly take care of Mr. Brynes’ point that people do not like 
tomove. It would not required many people to move. 

Mr. Harrison. You cannot reconcile—people know this, Mr. Barkin 
knows it—you cannot reconcile existing language of the escape clause 
with the decisions of the President in many cases. 

So far as a declaration of policy is concerned, we have tried it. We 
have pacified Mr. Barkin—and I am using him as an example, because 








he is sitting there—pacified him that way a number of times. He is 
unhappy. 
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Mr. Byrnes. I think even the first clause of the Trade Agreements 
Act gives assurances of protection which certainly have not been given 
recognition in the administration of the act. 

Mr. Barkin. I think all of us who are interested in both goals should 
look to some such pattern. I think it gives all of us an opportunity 
to ride both horses. 

Mr. Harrison. We have been doing it for 25 years. 

Mr. Barkin. This gives us an opportunity to dispel the constant 
alarm and suspicion and fear of the way in which a peculiar protective 
measure might be administered. 

I am very much struck by Professor Kravis’ suggestion, which is 
much simpler to administer than is my proposal. What I am con- 
cerned about is that the men who have been interested in freer trade 
or extreme free trade have not conceded, in argument or in logic, the 
necessity of this action or some such action as this. 

They have not invented any new techniques which would show that 
they are willing to make concessions or acknowledge the need of an 
operating mechanism in this direction. 

The fact is that the peril point and escape clause came from the other 
side. 

What interests me in following the administration of the Reciprocal 
Trade Agreements Act is that the men at the lowest level of the nego- 
tiations are all very cautious in the types of concessions which are 
exchanged with other countries. 

The result is that the act up until now has not been utilized to really 
destroy or designed to injure in any severe manner. If injury results, 
they are very frequently the byproducts of unpredicted and unforeseen 
circumstances. 

Despite the spirit of the negotiations, the language of intellectual 
controversy in this country has been the language of unreconcilable 
opponents. We have therefore been unable to find the midground. 

I can only tell you my difficulty in these years in offering suggestions 
such as this and others. I cannot get an ear. Mr. Chairman, I think 
one of the most useful byproducts of this panel procedure is our ability 
to consider new ideas. While we are talking to the public and for the 
record, there is a degree of informality about this procedure that per- 
mits a freedom not otherwise possible. 

I think that from these proceedings your committee can make an 
unusual contribution in bringing together people, small groups of 
experts, who would deal with the practical problem of formulating 
the precise content of 2 or 3 alternative methods of formulating this 
idea. 

It may be turned over to a research institution or to your staff or 
some other group. There are enough people who can work out a for- 
mula so that we can make a practical legislative formulation for your 
use, 

Mr. Harrison. In the absence of that, we are confronted with a 
very serious practical difficulty in continuing this program. 

Mr. Barkin. I am pleading with you gentlemen. 

I think our position before the world can be improved if we did 
some homework and tried to bring forth a formula not rooted in past 
practice as are the present administration proposals—the Democrats 
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would have done just the same thing. They did in the past. We need 
some new ideas and new approaches and a new formula. 

_I think a group, after discussions like this, a technical group could 
sit down and propose 3 or 4 alternatives which might bring about the 
reconciliation of points of view on the practical level. 

Mr. Harrison. Why don’t you and Mr. Kravis see what you can do 
along that line? 

Mr. RasuisH. May I ask a question? Mr. Barkin and Mr. Kravis 
talked in terms of the need for maintaining existing levels of domestic 
production of articles faced with increased import competition. 

Mr. Salant has emphasized that it was not the production of particu- 
lar articles which was of so much moment, but rather the protection of 
the employment of the resources engaged in that production. 

I wonder, Mr. Barkin, whether Mr. Salant’s point might not fit into 
your scheme. That is, if the productive resources and facilities could 
shift from production of one article to another, then it is not necessary 
to maintain the production of a particular article itself at a given level. 

Mr. Barkin. I think fundamentally, in view of the inescapable rise 
in productivity, that the soundest approach would be in terms of a level 
of output, rather than in terms of employment. I think we must 
assume the inevitability of rising productivity. 

For example, in my industries we estimate the increase has been in 
the area of 4 or 5 percent a year. If I were to come before you and 
ask you to protect current levels of employment, I would have to look 
forward to a production level well beyond anything that we are likely 
to consume in the foreseeable future. 

I would be quite satisfied if the production level were defined, and 
depend on the short-run adjustments for the workers displaced by 
technology to be taken up through movement and new industry arising 
in those communities. 

Mr. Morrison. But the question raised by Mr. Rashish relates to the 
production level of what, cellophane one-thousandth of an inch thick, 
or the chemical cellulose industry ? ’ 

Mr. Barkin. Your question is an extraordinarily perceptive one. 
We were bargaining that yesterday at the wool hearing. I would take 
a broad definition of capacity and not individual products. I do not 
think that we should be guaranteeing production levels of each 
phase of an industry. ; 

Mr. Saxant. I just want to express my agreement with the view 
that Mr. Barkin expressed. I think it would be possible for people 
who have done a lot of thinking about this subject to come up with 
something that would be soomouanle to enough people. Not acceptable 
to everybody—nothing ever will be—but when you get the people who 
are not satisfied down to a small number, then you just have to go 
ahead. 

The problem is to get something that is acceptable to enough people. 
I think this can be done. I do not claim to have read all of the 
compendium, but even those papers I have read seem to have a lot of 
valuable suggestions, including the papers of Mr. Tolles and Mr. 
Kravis, and Mr. Barkin’s suggestions, which are quite close to Mr. 
Kravis’ suggestions. 

It seems to me that in the compendium and from people who have 
not contributed to the compendium, we could get something that would 
deal with the practical problems and at the same time be addressed 











FOREIGN TRADE POLICY 607 


to the main longer run problems that the policy is trying to achieve. 

Mr. Sapiax. We started earlier this afternoon on this subject of 
changing from one industry to another. I thought when Mr. Barkin 
replied to Mr. Salant he would immediately respond with the one-mill- 
town textile industry. I think Mr. Barkin has pretty much touched 
on that because we have been through that up in New England. I 
think that Mr. Byrnes has touched on the same thing. 

Mr. Harrison. You might mention pottery. 

Mr. Sapiak. I do not know the industry Mr. Barkin mentioned, but 
it is apparently a one-mill town and everything is centered around it. 
It is difficult to find something else to come in to provide work for 
the workers and get them into some other industry. To me that is 
a part of the overall picture. I think that it comes in the category 
of the adjustment you were anxious to get into. 

Mr. Barkin has mentioned the freedom of getting in a panel dis- 
cussion here to express views. I think that will help. I think that 
Mr. Barkin has touched upon what I am trying to emphasize, the 
one-mill town and the seriousness of the situation. Mr. Barkin em- 
phasized that pretty much to Mr. Salant. If he has never had an 
opportunity to visit one of these communities when they have had a 
shutdown, he can now see the problem. Where are they going to go? 
First off, is to the Congressman, and it is a difficult situation. It is 
not an easy thing to solve. When the industry leaves there are em- 
ployees left. There is talk about sending them to another part of 
the country. I think that we have heard that in the arguments of 
dispersal of industry. It is a big overall picture and a part of this 
reciprocal trade agreements extension. This panel discussion must 
have a salutary effect on the picture. 

Mr. Sauanv. I agree it is a very difficult problem, which to me means 
that the Government needs to pay a little more attention to it. I do 
not believe that it cannot be solved. The station-wagon case that I 
mentioned before was solved. There are plenty of places where it has 
been solved and we may be able to get suggestions of. things that might 
be done. 

Mr. Sapiak. Mr. Tolles mentioned this morning a longer period 
of payment of unemployment compensation. Then the question 
arise, from what sources would those funds be made available to pay 
the unemployment compensation Should they come from the em- 
ployer? Should the employee being harmed make the contributions? 
There was a suggestion last year by Mr. Baker that the industry being 
affected raise the tariff on the imports and use that money to help 
the particular area that is distressed. 

Mr. Totes. I did not try to address myself to that detail. I think 
it is a very pertinent question. I think we want to make the first 
point though, that any conceivable reasonable total cost on adjust- 
ment, while it might look like some millions of dollars, would be 
necessarily a drop in the bucket compared to the cost of maintaining 
protection. That does not solve the problem of where you are going 
to get the money, but the many estimates in the staff papers of this 


committee and in the previous sessions of this committee indicate 
that that cost factor by itself is by no means overwhelming. 
Since this question of picking it up out of the income Toon the im- 
orts has come up, I recognize that has some superficial attractiveness 
nen it avoids any new appropriations. It is an impounding of 
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moneys that would be obtained anyway. I have a little intellectual 
doubt about it because I am not convinced that the amount of money 
impounded would have any direct relationship to the amount of money 
needed to assist adjustments. I do not know whether it would be too 
much or too little. 

In other words, the adjustment process certainly does need much 
more thought than we have given to it. I would say if the Congress 
can find a way to make appropriations geared to p: articular purposes, 
it would be superior even though it had to be a new appropriation, 
as compared with changing from one pocket to another a sum which 
has no determinable relationship to the need. If you have an indus- 
try going down because of imports, it may be located in one-mill 
towns and it may not. The case may be that of a commodity that 
is one of a dozen made by the same manufacturer, so the degree of 
imports, the size of imports, is not directly re lated to the size of the 
injury, or difficulty that you are trying to adjust for. There again, 
I want to stress very strongly Mr. Salant’s very important point that 
has not been recognized in the Tariff Commission’s proceedings any- 
thing to the extent it should be, and that is that injury is always to 
an individual. You cannot injure a commodity. Therefore, I would 
hope that whatever is done by the administrative author ity, the Tariff 
Commission or others, be directed to consider injury, whether to the 
enterprise or to workers, as an injury to real collections of interest 
rather than to a commodity. 

If I may be permitted to express a little anticlimax here, these are 
very grand ideas we have developed here and it is always an anti- 
climax to talk after Mr. Barkin, but should by ill chance the com- 
mittee find itself still faced with the necessity, the practical necessity, 
of retaining either the peril point or the escape clause, it seems to me 
highly important that the law itself state a different standard for 


defining industry than has been used in assessing either peril-point — 


or escape-clause action. 

Mr. Morrison has referred to the cellophane of a certain dimension. 
That is not the problem at all. We may have a large import item 
of a particular commodity which does not injure anyone and it is 
highly important that the corrective measures in the first place are 
related to an injury to be eased or corrected, and in the second place, 
that the measures applied lead in the direction of adjustment in- 
stead of keeping you where you were before. Therefore, any aid 
given should be on a self-help basis and for a limited period of time. 
The fundamental difficulty with protection to meet an injury is that 
it leaves the protected person without any necessity of making the 
necessary adjustments. That is the analogy in Mr. Salant’s case. 

I want to say one more anticlimatic thing. I am very much sur- 
prised to find on this small point I am more of a free-trader than 
Mr. Kravis. I am a little nervous about any guaranty that should 
be maintained indefinitely. It is not as bad the way Mr. Barkin put 
it if it is in terms of production rather than share of the market, 
but if anybody really meant that you define any commodity whieh 
is now being produced in the United States and you were going to 
apply protection so that the amount of that production for that 
particular commodity could never be decreased as a result of import 
competition, I would consider that was potentially more protection- 
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ist than I have been willing to support because, as I emphasized this 
morning, we are a dynamic country. I emphasized equally that over 
the past two centuries the one outstanding thing that has been 
amazing about the United States is the ability to adjust in response 
to competition. We do not want to do anything that impedes that. 
We can all see the difficulties. We want to assist people in making 
these adjustments. In many cases, and I will not say in all cases, 
time does help. Even machines wear out. 

And if you knew that 5 years from now you could not expect the 
market that you have today the ordinary manufacturer even with 
expensive machinery, would liquidate that machinery and get into 
something else. 

Mr. Harrison. The effect of that would be minimized, would it 
not, if you protected it only to the extent of its existing production 
and not on a percentage basis that enabled it to expand with an 
expanding economy ¢ 

Mr. Totxes. That is true. 

Mr. Kravis. I want to say I did not intend to convey the idea 
that existing levels of production, product by product, should be 
protected. I believe the phrase I used was the prevailing or recent 
levels of production of industries. My own preference would be to 
take broader steps in the direction of freer trade. I recognize we 
have reached a political impasse on this program, and the question is— 
what can you do to extend trade and yet meet the objections of 
certain segments of industry that trade is being expanded for politi- 
cal reasons at an economic cost to a limited group? I think this 
basic idea of saying we will protect the current level of production 
for industries, for existing industries, can be worked out. If the 
committee thinks that is a good objective, I am certain its own tech- 
nicians, and the people in the State Department, as well as people 
who can be drawn upon from the outside, could find different ways 
to implement that policy objective. There will be a lot of details 
that would have to be worked out. I am sure there would be a lot 
of pulling back and forth on the exact nature of the details, but 
the basic idea could be put into effect, I am certain, and it would 
make it less necessary for the committee to concern itself with prob- 
lems of adjustment arising out of increased imports. 

Mr. Byrnes. Mr. C hairman, I am a little disturbed as to whether 
we are on the subject of labor standards in relation to the foreign 
trade policy. I think that we have gotten a little afield. I gather 
from Mr. Barkin’s suggestion of a proposal for protection it is not to 
protect any standards; it is to protect present production. 

Do I get the conclusion that, at least for the future, we should not be 
concerned about different standards in our trade policy ? 

Mr. Kravis. If I may use your question to clarify my point on 
which I apparently have been misunderstood, I am for fair labor 
standards too. I am against unfair competition arising from sub- 
standard wages. My point is, however, as a practical matter there 
may be extreme difficulty in the administration of any trade program 
to identify cases where wages are substandard in a foreign country. 

Mr. Byrnes. I understand. We got into that question and I under- 
stand that is a difficulty. I might say as I have looked into it I have 
been more concerned with the question of the relationship of the labor 








610 FOREIGN TRADE POLICY 


standards in the producing country as compared to this country 
because it seems to me that is where the competition exists that we are 
concerned with in international trade. It is not the competition 
within Japan or within France or some other place. The problems of 

rotection arise from the competition that exists between an exporter 
in Japan and a producer in this country. Frankly, some of the talk 
about substandards in this country are way over my head as far as to 
how it relates to our immediate problem here of trying to maintain 
our own labor standards. We hear references to the fact that we may 
be getting into an era when what we will be doing is importing labor. 
You export capital and you use foreign labor to produce it and you 
import the product which is in a sense the importation of labor. Is 
that our problem or is it not? 

Mr. Kravis. My answer would be “no.” I argue that the whole 
level of foreign wages is low in all industries and in about the same 
proportion to every industry to the comparable American industry. 
If low wages permit the textile industry of England, France, or Italy 
to export to the United States, why cannot the automobile industry of 
those countries export to this country too? Also, why do we capture 
third markets in automobiles? 

Mr. Byrnes. I know that it goes with your idea of international 
specialization. 

Mr. Kravis. It is more than that. 

Mr. Byrnes. That we should put our complete objective on that and 
forget about the short-range problem. 

Mr. Kravis. My argument goes beyond that. I am saying in fact 
it is not the differences in wages that accounts for the fact that we are 
importing textiles because the wage difference is applied to the whole 
range of commodities. 

Mr. Byrnes. A man in this country is producing textile A. If he 
is selling in the same market against a competitor from Japan who is 
manufacturing textile A, that labor differential is a big differential 
and is an important aspect in whether he can compete in that market. 

Mr. Kravis. That is right, but is the differential any greater in the 
ease of textile than in the case of steel where we can outdo the 
Japanese ? 

Mr. Byrnes. I think in some of those cases it is a question of the 
material cost and that sort of thing which are more of a regional 
justification for regional specialization than it is the fact that in one 
area you have substandard labor. I am just wondering if I am way 
off of kilter here as far as this panel is concerned. 

Mr. Barxtn. Mr. Tolles in a certain sense represents the position 
of Mr. Ruttenberg. Probably he should express himself on your 
question. 

Mr. Torres. I yield to Mr. Salant for a moment. 

Mr. Satant. I do not know if what I say will be any more satis- 
fying as to the reason for concern about standards within the other 
country. The general level of labor standards in this country is not 
particularly related to international trade. Superficially, the fact 
that labor in another country is paid a lower wage may appear to 
be a factor of competition by domestic producers in this country. If 
you try to go behind that reasoning and follow out its implications, 
perhaps by trying to stop such competition at every point where it 
occurs 
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Mr. Byrnes. I am not talking about stopping it, I am talking 
about equalizing it. 

Mr. Sauant. That is a compromise with pure logic. I am only 
trying to press the logical point. If you carried the logic through 
and stopped the imports in every case where the foreign labor cost 
was lower than ours, the final result would be that you would have 
stopped your exports, except to the extent you were financing them 
in ways other than imports. The way this would work out 1s that 
if you were to stop an import because it was produced at lower labor 
cost per unit abroad, you would bring into play forces that tend, over 
the long run, to raise prices and money wages here and reduce them 
in the other country. That would have two effects. Some of our 
exports would become noncompetitive in foreign markets so that in 
the export industry employment would go down and so would real 
wages. At the same time, you would find that some other domestic 
industry, which previously had lower or the same labor cost per unit 
as its foreign competitor, now had a higher one because of the pro- 
tection you put on. Under the principle of protecting against inter- 
national differences, you ane then have to stop these imports. 
That would bring the same forces into play again and force you to 
restrict imports again. One industry after another, both export and 
import-competing, would find the relationship of its labor costs to 
those of its foreign competitors rising, or at least higher than they 
would have been without such a policy, and import restrictions would 
increase until exports disappeared, to the extent at least that they 
are financed by imports of commodities that compete with our 
production. The impact in this country would probably be to raise 
the level of wages of the people whom you would protect but to lower 
the wages of others inside this country. This is the underlying rea- 
son that has not been expressed, perhaps because it is taken for 
granted by all the members of the panel. In international trade, 
things are seldom what they seem on the surface. If you carried the 
implications of this kind of reasoning through you would come up 
with different conclusions than are apparent at first. 

Mr. Barkin. While Mr. Ruttenberg and I do not agree on every- 
thing in this area, both of us are with the trade-union movement. I 
would like to define what I think is essentially the purpose behind 
the proposal. I do not believe the purpose is to achieve such equal- 
ization of labor unit costs, if I fully understand the language, because 
some of it is vague, I think the objective is not fully to achieve a 
parity of unit labor costs because he proposes that the concession be 
given on the promise that improvements would take place. The pri- 
mary objective is to secure an improvement, both of substandard 
wages in the foreign country and a continuing rise of wages in line 
with improvements in productivity in the foreign countries. I may 
be doing him an injustice, but the tool is not designed for the purpose 
of reconciling differences in cost, but to use the leverage of the tariff 
mechanism and trade agreements to insure improving labor standards 
abroad. 

Mr. Rasuisu. May I ask a clarifying question? I understood 
there was a large therapeutic element in the proposal, the idea being 
to improve labor standards in foreign countries. As Mr. Kravis 
pointed out this morning, the level of real wages per capita in any 
country is determined by the total national product of the country 
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and the number of people among which that country’s product is to 
be divided. In countries whose national product is closely dependent 
on the level of its foreign trade you could not, in the first instance, 
accomplish an increase in real wages, real income, for those people 
by reducing their foreign trade. ‘Indeed. by increasing their inter- 
national trade you might increase their total national “product and 
therefore the amount. to be divided. So the argument really comes 
down, it seems to me, to what can you do with tariff policy to accom- 
plish a better distribution of the national product within that coun- 
try. I wonder whether, when one talks about using tariffs as a 
negotiating tool for effecting a different distribution of income within 
a foreign country, tariff policy y is not being burdened with a bit more 
than it can be expected to carry. 

Mr. Barkin. Again, trying to represent this point of view, because 
I think it should be fully articulated here, I agree that insofar as the 
substandard argument is concerned, it is a redistribution of income 
to the extent that the correction of substandard w ages represents par- 
tially such redistribution. But I also think that the thought is—and 
my union and myself have advocated this—that one of our most im- 
portant direct methods of influencing the policy of foreign countries 
is by way of commercial trade agreements. In view of the fact that 
their interest is in better trade relations, this might be a good leverage 
for affecting their general attitude in this labor field. I think, of 
course, that the improvement will only be effective, or consequential, in 
countries like Japan and possibly some Latin American countries 
which are intimately related to us in their flow of trade. But obviously 
Europe will not be affected, and Europe is one of our major trade 
areas, because their labor conditions are constantly improved. We 
should probably not want to affect them through any deliberate policy 
because there are enough forces at work within each one of those 
countries to conduct and direct their own wage policies. 

Mr. Rasuisu. There is another aspect of the matter that deserves 
clarification. You referred this morning to the dollar shortage ques- 
tion and the question of how much more imports can be generated by 

tariff reduction on the part of the United States, and how far that 
would go in solving the dollar shortage problem. One aspect of the 
dollar shortage i is inflated prices abroad which decrease the competi- 
tiveness of the exports of these countries in world markets. A great 
many of these countries feel that increased wages would result in 
increases in prices and further impair their competitive position and 
aggravate the dollar shortage problem. 

Mr. Barxry. As a matter of fact, I can trace your story to its ulti- 
mate. In a country like Holland the trade-union movement has de- 
liberately restrained itself from moving up wages in order to maintain 
a better position in international trade. There are limits in this area. 
Prior to these very specific proposals with respect to relating unit 
labor costs in this country and other countries, most of us who have 
been interested in this field believed that we might try this Randall 
Commission formula in the extreme case, and sec ondly, we might also 
try the mechanisms of the International Labor Olfice to promote 
broader standards and to promote minimum wage legislation in those 
countries where it does not exist. 

I have tried to define the fundamental philosophy underlying this 
attitude. I want to underscore that it does not hold out too much 
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hope as a mechanism for equalizing costs among nations or thereby 
providing consolation to any industry in this country that might be 
adversely affected by the differences in the direct competitive level 
of wages. 

Mr. Morrison. We were discussing, I think quite properly, the 
levislation and how it might be amended to effectuate the Seer 
expressed by Mr. Barkin; in fact, I guess by everybody on the pane 

Now, it seems to me that we could profitably explore just what would 
be involved in the amendment of the legislation to effectuate these 
principles. I think that has been somewhat oversimplified here. 
Professor Kravis, I think in his testimony, last year, as well as in his 
discussion today, seemed to have the view that the matter involved 
was related entirely to tariff reductions. Those familiar with the 
controversy in this field will know that a great many of the industries 
would not have their position dealt as they think appropriate through 
provisions of the escape clause that would provide only for restoring 
the duties from which the trade-agreement reductions were made. 

Mr. Strackbein’s proposal would involve far more severe restric- 
tions in some cases, if necessary, to accomplish the objectives he has 
in mind than the ratio of Tariff Act of 1930. That is one reason 
why he thinks quotas are necessary here. So when you think of this 

tariff-quota business as something that was limited to imports at 
reduced duties, I think that we must be aware of the fact that the 
amendment of the escape clause that would be necessary to give effect 
to that view would involve restricting the escape-clause action far 
more than seems to have been recognized here today. Professor 
Kravis’ proposal would prevent unlimited imports at the levels of 
duty prevailing prior to the trade-agreement reductions; unlimited 
imports at preagreement rates w ould, howev er, I think, be objected 
to in most. escape-clause cases. The critics of the administration of 
the escape clause complain not only about the imports admitted at 
the reduced rates but also about the alleged failure to provide adequate 
protection from import competition—protection adequate to prevent 
injury to domestic industry—and the language of the present escape- 
clause legislation would seem to give some support to that view as 
to its intent. 

Another difficulty in giving expression to the program that Pro- 
fessor Kravis advocates—and I am not arguing against the program 
but just trying to get some reality into the discussion of the appro- 
priate legislation—has to do with the question of the present level of 
production and consumption. The production and consumption of 
what? We have had a case involving imports of print cloth cotton 
pilloweases. Such had not been a classification of imports sepa- 
rately reported prior to the development of such import that you 
are concerned about. Ginghams, I do not believe, is a classification 
of imports. The classification of imports under which they enter is 
cloth of certain yard count and certain construction, not necessarily 
gingham. 

Now, if we are going to formulate a legislative provision such as 
has been suggested | in this panel, how are we to deal with this question 
of the appropriate classifications of goods of which we would under- 
take to sustain domestic production ? “TT think the question has already 
been referred to in a fragmentary way, but I do not think in the way 
that gives appreciation to the problem of formulating legislation. 
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Mr. Barxin. Could I just try my hand in answering, both in a 
technical and nontechnical way, to indicate the direction which my 
thinking would go? 

As to your first question, I think that public interest at the present 
time would dictate that the kind of guaranteed production which we 
are talking about should be limited to that which now exists and 
not carry with it an implication that we must restore production, 
or a level of production, in this country such as had been in existence 
at a prior time. 

Mr. Morrison. That is not the first question. The question is, 
suppose that level of production requires far more severe restrictions 
than were ever in effect before any reductions in duty were made, 
would you provide, as the escape clause now does, that you can impose 
quotas, or higher duties, or whatever protection is necessary ¢ 

Mr. Barxrn. I covered that in my paper and the answer would be 
“ves.” 

Secondly, on the definition and classification, well, I would go even 
further. The President has always agreed with this position. The 
President has repeatedly said to Mr. Sherman Adams we will not 
destroy any existing industries; consequently, the implementation of 
that kind of flat-footed guaranty offered by Mr. Sherman Adams in 
public addresses carries with it always the acceptance of this theory. 

On classifications I would agree with you that the specific protec- 
tion of gingham and the specific protection of print-cloth pillowcases 
is not implicit in the kind of solution that I would seek, because I 
would cover them within the general classification such as the Japanese 
Government and our representatives worked out in their broad pro- 
gram of unilateral quota controls on exports to this country. 

Mr. Morrison. If I might clarify the first question further—I 
realize the present legislation does provide for greater protection, if 
necessary, to prevent serious injury than the original tariff rates of 
the Tariff Act of 1930. But I do not know how you feel about this 
matter. Certainly Mr. Kravis has suggested a tariff policy in which 
the rate applicable to the imports in excess of the proposed tariff 
quotas would never be higher than the one in effect before the particu- 
lar reduction complained of (in an escape-clause proceeding) was 
made. He has implied, if I have understood him correctly, that only 
tariff reductions were involved, not necessarily increased import pro- 
tection above anything in effect before the reductions were made. The 
present legislation contemplates or at least authorizes whatever 
import restrictions are required to prevent serious injury to domestic 
industries. 

Mr. Barkin. Mr. Kravis will speak immediately after me. I would 
say if such a program of productive levels were established similar to 
the one that we have been talking about, we could then freely negotiate 
tariff rates with respect to the remainder of the imports into this coun- 
try, and we could then develop a program of rates governing that 
portion which would be much more liberal than we have now. 

Mr. Morrison. Would you be satisfied to have the Japanese quota 
on cotton-textile exports terminated and the rates before the negotia- 
tions with Japan restored? Would the cotton-textile industry have 
no complaint ? f 

Mr. Barkin. If we agreed to a rate of domestic production, yes. 
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Mr. Morrison. How do you maintain that level of domestic pro- 
duction if the domestic production cannot compete with duties some- 
what increased from the trade-agreement rates ? 

Mr. Barkin. If you wanted to use the tariff-rates structure to guar- 
antee it, you would raise your rates, yes. 

Mr. Satan. Would you want to use it as a guaranty ? 

Mr. Barkin. That is why I was qualifying. I might want to use 
another technique for effecting that purpose. 

Mr. Kravis. I would agree with what Mr. Barkin has said in answer 
to your question. I am willing to accept the logic that once you com- 
mit yourself to protecting a certain level of production to the domestic 
industry, it may be necessary to raise rates beyond that they have 
ever been before, or else to use an absolute import quota in order to 
fulfill that commitment you make to the domestic industry. 

If I were working out the details of the way this would work, I 
would stipulate that the present level of imports would not be re- 
stricted either. In other words, in a situation where the domestic 
market contracts, I would not permit imports to increase as they have 
in some of the industries that have been in trouble, but neither would 
T allow this whole procedure to be used to restrict the present level 
of imports in any industry. 

Mr. Toutes. I simply want to record my personal objection to the 
notion of applying any measure of protection, no matter now high, to 
guarantee some, shall I say, theoretical level of American production. 
I want to make a distinction here. We do not say in the United States 
that it is the Government’s responsibility domestically to protect the 
position of any particular industry or enterprise. The reason why we 
are in this question of protecting some kind of domestic level is because 
we are also in the business of revising Government policy to liberalize 
trade. 

Now, I think it is the business of American manufacturers to sub- 
mit themselves to the rigors of international trade as long as the 
Government does not change the rules on them. When we lower a 
duty, no matter whether we lower it this year or whether we lowered 
it several years ago under the Reciprocal Trade Act, it can be said 
in that instance that the Government changed the rules and therefore 
there is some semblance of justification for some escape-clause action 
and certainly for some aid by the Government to compensate for the 
way in which the rules were changed. But now what seems to be pro- 
posed is that no matter what happens to the world economy, no mat- 
ter how efficient our competitors get and how inefficient we get in 
particular lines, you are still going to guarantee for some unnamed 
industry as yet that perpetually, if necessary, you will put a complete 
embargo on the imports of goods in that particular set of commodities 
and that, I think, is an extremely dangerous principle. 

Mr. Satant. May I concur with that? 

Mr. Kravis. May I ask the committee and others to consider what 
would be our position today if this proposal had been adopted in the 
year 1900? We would now be in a position where we would have 
only the rudiments of vested interest, and I am not using the words 
“vested interests” in any insidious sense. We would only have the 
rudiments of vested interests requiring protection today. Further- 
more, I want to make it clear also that the idea of guaranteeing a cer- 
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tuin level of protection does not imply, of course, that the American 

Government will subsidize the industry, or do anything like that, 
The undertaking is merely to prevent an increase in imports which 
would supplant domestic production at the existing level. 

Mr. Morrison. I do not have the figure on this exactly, but I think 
the policy here would have involved our maintaining our newsprint 
production at a level substantially higher than it now is and imports 
ut a substantially lower level. 

That may be good policy, but I am just wondering if Mr. Kravis 
would have thought that was a good thing to do? 

Mr. Kravis. I would be surprised if that were true, Mr. Morrison. 
It seems to me that the rate of expansion of newsprint consumption 
since 1900 in this country must have been just enormous. 

Mr. Morrison. You are undoubtedly right on that, but I think in 
some intervening year between 1900 and now the domestic new sprint 
production was a good deal higher than it is now. 

Mr. Barkin. I think the odds by and large would be on our side. 
If you are looking for more international ‘trade you would benefit 
more from that and you would get policy accepted more freely, easily, 
and with better grace than through the policies which have been 
pursued, 

They are very much like the State Department’s answer to Mr. 
Kravis last year. There are headaches. We are having 3 or 4 days 
of hearings on wool, just on the headaches. But none “of the head- 
aches are important; they are minor. Everybody is complaining 
about the fact that they had to sign a few more sheets of paper or do 
a little more planning or take a risk here or there. But the concern 
that I have with objections is that if you do not find some new course 
of this kind, you will necessarily have a hard time getting any real 
program of liberalized trade. 

Mr. Harrison. The choice is not between the ideal and working out 
some solution to this problem. The practical situation which con- 
fronts us today is the choice between working out some compromise 
or some solution to this matter and the expiration of this program. 
It requires affirmative action of this Congress between now and June 
30. 

Mr. Barkin. I do not know whether I can speak in behalf of all our 
group here, but we had discussion during lunch which disclosed that 
we saw some amount of merit in the ideas that we have been exchang- 
ing. One thought we developed at lunch which possibly our mem- 
bers still hold to is that it might be profitable for the committee to 
ask its staff to work on this problem and possibly enlist the aid of 
others to see whether or not we can reduce the technical difficulties 
and differences of theory and approach to the point that some kind 
of legislative proposal might emanate from these ideas. 

Mr. Kravis. Mr. Chairman, a thought occurred to me in connec- 
tion with the type of problem that Mr. Morrison was worrying about 
on the newsprint question. There might be a stipulation something 
like this: That in a case where the price of a particular commodity or 
the average price received by an industry has been rising relative to 
other prices, the import quota would be expanded. TI think you could 
take care of problems of this kind if you thought about it. 

Mr. Morrison. Let me make it clear that I was not arguing against 
the proposition that Mr. Barkin and Professor Kravis have sugg rested. 
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It is precisely because I foresee that the staff will have to work on 
this problem that I want to get clearly in mind what is involved. 

Mr. Kravis. I am always very pleased to be in the position of having 
made some work for someone other than myself. 

Mr. Morrison. What I wanted to clarify is that Professor Kravis 
may not be suggesting a further liberalization of the trade-agreements 
program by the tariff-quota device, but that he may be thought to be 
recommending that the escape clause in its present formulation be im- 
plemented more freely than it has been and that the quotas be applied 
vigorously wherever necessary to maintain the existing level of domes- 
tic production. 

Mr. Kravis. Mr. Morrison, that is not quite a correct interpretation 
of my intention. My intention would be to use the tariff quota system 
to liberalize trade, but also to accept its use in the other direction to 
afford protection when it is required to fulfill a commitment to vul- 
nerable industries which is apparently the necessary political price 
that has to be paid to continue the program of tariff reduction. 

Mr. Barxry. Mr. Morrison, could I help just a bit here to bring a 
little light from another area that might show you how much faith 
we have in our country ¢ 

You know, it is common in labor negotiations to ask for a wage 
increase and the employer says, “I cannot pay.” It is not unusual to 
hear a labor negotiator say, “Well, we have a lot of faith in the in- 
genuity of the management and, w hat i is more, at the end of the year 
you will not only have paid us the wage increase but unit costs will 
have declined more than the rate of increase in wages.’ 

I think we are getting an example here of writing into the law a 
vote of confidence in our economy. Judging from the: past, we assume 
that the economy will be growing at such a rapid rate that this type 
of protection will not be really obstructive to the path of trade and 
that the volume of additional trade in our country will be looming 
so large that you will not really worry about the area of protection 
written into the law. 

Mr. Toutes. I want to say I yield to Mr. Barkin nothing in confi- 
dence in what he calls the economy. He was using a very loose term 
there. I do not have any such confidence in every single commodity 
or group of commodities. The point of what 1s proposed here is 
not only that we should have confidence in the growth of the economy 
generally, but also that it is our business to change the rules of inter- 
national trade, even by putting on more protection than we have in 
the past, in order to support the existing position of some particular 
group of producers. That is what I object to. 

I will just say that if this has to be done, please think of the possi- 
bility of applying any such additional protection at a stipulated down- 
ward rate. If you have to do it, at least you ought to hold out some 
hope to the consumers and to foreign producers that a protection 
which you feel you must put on now will not be a permanent thing for 
all time. 

It is extremely important from the standpoint of business planning 
of both domestic and foreign producers that they know where they 
will stand 5 years from now. 

Mr. Harrison. Of course, it would be a tragic thing if the whole 
program failed; would it not ? 

Mr. Toutes. Yes. 
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Mr. Harrison. Three or four years ago it came within five votes 
of failing. 

Mr. Totzxs. I know that, sir. 

Mr. Harrtson. Opposition to it is considerably intensified. 

Mr. Saxant. It is fairly clear, I think, from what was said by Mr. 
Gainsbrugh about the increased intensity of the o Ties and its 
timing in the face of the fact that there has been, I think, not much 
increase in imports in some areas, that this is a reflection of the 
decline in domestic business activity. 

On the question of whether to grant the kind of protection that 
Mr. Kravis had in mind and which I originally thought was intended 
to be limited only to the prereduction level of duties, I want to make 
it clear for the record, if it was not clear from my interjection before, 
that I agree with Mr. Tolles that this proposal, which I originally 
understood was only to mitigate the effects of a reduction, ‘should 
not go entirely in the direction of preventing hardship and com- 
pletel: y sacrifice the objective of reducing import barriers. 

I am not at all of the same impression as Mr. Barkin about what 
the President’s position is as a result of statements by Mr. Adams. 
I know that Mr. Adams has said we are not going to injure any 
industry, but I understood that to mean we are “not going to injure 
any industry by the manner in which we negotiate reductions from 
the present level. 

I never understood him to mean that we are going to do everything, 
including raising rates to a level above the Smoot-Haw ley rates, to 
prevent injury. 

I am not at all clear that Mr. Barkin was on sound ground when 
he invoked the President’s support in his answer. 

Mr. Harrison. If you can tell me what the President’s position has 
been on this subject the last 5 years, Brookings is a better research 
organization than I think it is. 

Mr. Kravis. Of course, I have been speaking without having 
thought through some of the points that Mr. Morrison has asked 
about. and I would like to say that further reflection might lead me 
to change my mind on some of the answers I have given, although 
as of now I am willing to stand by them. 

In connection with the objections which have been raised to this 
idea, let me point out that the concept of the protection of existing 
levels of output would not automatically be made available to every 
single industry. The industry would have to show a case in an 
escape-clause proceeding that it was perhaps a declining industry 
and needed this kind of relief. 

Mr. Totes. That is, at least, some help. 

Mr. Satant. In other words, it would apply only in an escape- 
clause case. 

Mr. Kravis. It would apply only in an escape-clause case except 
when it was being used positively to reduce levels of duty in new 
negotiations. 

Mr. Satant. Then an industry could end up with a higher tariff 
if it had a reduction than if it had not; is that correct ? Because if 
it had once had a reduction, it could come in in an escape-clause pro- 
ceeding and then could get a tariff higher than it originally had, 
whereas, if it had never had any reduction it could not come in under 
this because there is no basis for an escape-clause proceeding. 
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Mr. Kravis. However, under my proposal the higher duties might 
apply only to the excess of imports over some level that was high 
relative to historical levels. This is a problem you would have to 
work out. I do not know just how I would work it out. You might 
wish to say that no relief would be given to an industry that gets 
into trouble, if the duties on its products have not been tampered with 
since the start of the trade agreements program in 1934, 

Mr. Morrison. I call attention to the chairman’s invitation for 
persons on the panel to extend their remarks. I am sure we would 
be very glad if Mr. Kravis has an extension to make, and any others 
of you that you will take the opportunity to do it. 

Mr. Harrison. Again, I want to extend our most sincere expression 
of gratitude to this panel for its unusually helpful discussion of this 
vitally important subject. We laymen have to deal with it and 
handle it in relation to the business, labor, and the public and in the 
light of the existing international situation. 

The thoughts and expressions which you gentlemen have given us 
today will be of tremendous value to all of us on the subcommittee 
and to our staff when we come to consider this legislation. Therefore, 
I want to express deep gratitude on the part of the committee for 
your attendance here today, for your patience in this discussion, and 
for the very enlightening information you have brought us. 

(The following material submitted by Mr. Martin R. Gainsbrugh 
is the complete text of the opening chapter of a larger study by the 
National Industrial Conference Board entitled “The International 
Economic Position of the United States.” The testimony of Mr. 
Gainsbrugh contains a summary of another chapter dealing with the 
comparative cost of production in the United States and abroad.) 


CHAPTER A. Import COMPETITION—ITS SCOPE AND THE INDUSTRIES AFFECTED 


I. THE IMPORTANCE OF AMERICAN IMPORTS 


Though the United States is the world’s largest international trader, ranking 
first among all nations as both a buyer and a seller in the world market, the 
relative overall importance of foreign trade to this country’s economy, measured 
in dollar terms, is slight. Since the end of World War II average annual im- 
ports of commodities were equivalent to about 3 percent of our gross national 
product, exports to about 4.5 percent. An overall comparison of American 
imports with domestic production of movable goods would result in a higher 
ratio; but on the whole it would still be one of relatively minor importance. 
Currently, and despite a sizable rise in the inflow of imports of these goods 
since 1953, this ratio runs to about 6 percent; for exports, the corresponding 
ratio would be about 9 percent. 

While the overall importance of imports may be small, foreign sellers have 
broadened their share of a number of major domestic markets in recent years. 
Some notion of the scope of this trend is suggested by two simple figures. Be- 
tween 1953 and 1956 national income in current dollars rose 14 percent; over 
the same period, imports of dutiable merchandise climbed 23 percent. To what 
extent and in what industrial sectors do these trends imply sharper foreign 
competition ? 

The full answer requires a detailed review of the record at the industry and, 
ultimately, at the product level. This chapter will be devoted to such an 
examination of available statistical knowledge bearing upon the question of 
the general impact on both specific industries and on their detailed product 
categories, as detailed that is, as official data permit. 

There are, of course, other sources of factual information bearing upon the 
same subject, including a variety of data from trade associations and other 
private sources. Some of this material is even more detailed than official figures 
and, therefore, more suitable for the present analysis. Unfortunately, because 
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of differences in techniques, coverage, and sources, it is exceedingly difficult, if 
not impossible, to piece together such data to produce an integrated or compre- 
hensive system of information covering all industries. 

Consequently, even though official statistics are deficient in providing neat 
comparisons of imports and domestic production of commodities and industries 
as will be seen later, they are relied upon entirely in the following pages in the 
interest of providing an overall picture of the impact of imports. In examing 
them, attention will be concentrated on recent import trends, first in individual 
products and later by industries. Values of imported goods will be compared 
to domestic output for all major industries. Where the resulting ratios appear 
on the surface, at least, to be significant, more detailed inquiry will be made. In 
the latter half of the chapter, recent changes in imports are analyzed for all 
manufactured nonfood products which enter this country in significant volume. 
In ensuing chapters we will turn to an examination of the original data we have 
assembled on comparative costs of production and to such related subjects as 
the role and effects of Government policies on imports. 


Il. THE MAJOR SECTORS OF IMPORT COMPETITION 


Some formidable statistical difficulties exist in the task of comparing the 
importation and domestic production of specific individual products to obtain a 
measure of the significance of foreign competition. The classifications of the 
basic, most detailed source of data on imports (known as schedule A) and those 
of the Census of Manufacturers (the Standard Industrial Classification) are, 
at best, only roughly comparable. The former, largely designed for tariff 
administration and collection purposes, is considerably more detailed and calls 
for the listing of many individual items into categories different from the latter. 
Furthermore, since the coding systems of the two are entirely different, the 
rearrangement of one to make it correspond to the other would have been 
impossible in the time available. 

Fortunately, some matching of these two diverging systems of data organiza- 
tion is currently possible, although only for relatively broad categories.2. At the 
individual product level, and even at product-group levels, complete matching of 
import information with the corresponding data on domestic production is not 
feasible. The two sources can be linked at a four-digit, SIC product-group level, 
thereby making possible the computation of the percentages of imports to domes- 
tic product shipments for these groups and thereby some inferences of the 
industrial sectors in which imports are of significant proportions. 

Finally, four-digit, SIC product groups, as detailed as they are, are often 
not detailed enough to single out the desired individual commodities and specific 
market situations. As they stand, these groups may well combine end products 
with quite different trends in imports, production, and other market determi- 
nants. Trends are also hard to isolate if sole reliance must be placed upon 
these data since comprehensive, four-digit information is available only for 
periodic census years and only fragmentary information is published for the in- 
tervening years. 

Even these ratios are obviously only a rough indicator of economic impact. 
The effect of imports upon the general market situation for individual products 
varies virtually with each of the thousands of pertinent products. However, 
knowledge of the share of the domestic market taken by imports, at least, may 
uncover products and industries for further exploration. Alone, it can tell only 
part of the story. : 

Import impact, for one thing, may bear no fixed relationship to the ratio which 
imports bear to total domestic output. In the complex workings of supply, de- 
mand, and price in the market place, a very small import ratio for a commodity 
may well exert a significant influence, particularly where the ratio has been 
rising rapidly. On the other hand, a much higher ratio for another commodity 
conceivably could actually represent a relatively stable, import-adjusted sector. 

In the following pages we present the results of our computations of the ratio 
of imports to domestic shipments for all 446 4-digit SIC product groups for 
1954, the most recent year for which comprehensive census data on manufac- 


1 Throughout this study the principal emphasis is upon the manufacturing sector of the 
economy. 

2The Department of Commerce kindly made available to us the results of a special 
tabulation of the basic import and export data for 1954 compiled in terms of SIC four-digit 
om groups. See also Foreign Trade Statistics Notes, Department of Commerce, May 
956. 
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turing shipments are available. In about a fifth of all of these groups, as table 
A-1 indicates, there were no imports at all. In close to two-thirds of them, im- 
ports were less than 10 percent of total domestic shipments. These 2 classes 
together accounted for close to 85 percent of all the product classes and for al- 


most two-fifths of the value of the Nation’s imports of foreign factory products 
in 1954. 


Taste A-1.—Ratio of United States imports of manufactured products to 
domestic shipments by product groups, 1954+ 


{Valuation in millions of dollars] 











Product groups Value of imports 
Ratio ntti tbe iaamieiasaeak 
Number Percent Dollars Percent 

BIO SEITE cctscth smonimie itinlitin iid tiblalin aah tha ix hilebeenaaee 88 | a 
Less than 5 percent - --............-.- SS oienaaieae 267 59.9 $1, 453 25. 4 
5 percent and under 10 percent. aie ise ; 20 4.5 697 12.2 
10 percent and under 20 percent _____---------- rc 18 4.0 1, 122 19.6 
20 percent and under 50 percent--.-_..-......---------.--- 16 3.6 769 13.5 
Sp EE cl en egancesenpeeceseunapemntas 8 1.8 892 15.6 
TRIG a din 3 Sot aes ccs cc oceudieinbatsucseJeks 29 6.5 782 13.7 
NEI ols nesnthamedaitdenhhkmititomeamiininiuiel 446 100. 0 5, 715 100.0 

















1 4-digit SIC product groups. 
2 Domestic shipment data unavailable, 


Sources: Department of Commerce; The Conference Board. 


The industrial sectors in which imports constitute 10 percent or more of 
domestic shipments in 1954 entailed only a 10th of the Nation’s 446 4-digit SIC 
manufacturing product groups; but more than half of total value of incoming, 
foreign-made factory goods was contributed by those groups. This relatively 
small number of product categories, then, appears to cover the bulk of American- 
manufactured goods experiencing import competition. There can, of course, be 
no arbitrary cutoff in any assessment of the extent or intensity of import compe- 
tition. The 10-percent figure has been selected largely because ratios at that 
point and beyond account for the major portion of the value of manufactured 
imports. 

Sectors with imports of less than 10 percent of domestic shipments may obvi- 
ously include situations in which foreign competition is a significant factor, 
particularly through its effect on domestic prices. As a probable operating 
hypothesis, our analysis has been based upon the assumption that the higher the 
ratio the greater the import impact generally. The selection of ratios or a 
cutoff of less than 10 percent would correspondingly bring additional import- 
sensitive products into the tabulation but, by the same token, would also encom- 
pass products for which imports were undoubtedly a lesser problem. 

The 42 product groups whose import-domestic shipment ratio was 10 percent 
or greater in 1954 are presented in detail in table A-6 appended to this chapter, 
together with the data upon which our computations were based. A closer 


®* The Census of Manufactures regularly provides three sets of production data—value 
added by manufacture, value of shipments by industries, and the value of shipments classi- 
fied by product classes. While all of these have some relevance to this analysis, the final 
set of data seem to provide the most appropriate base against which to measure imports. 
In the case of value-added data, the contribution of each industry is available, but the data 
do not include the cost of raw materials or the processing contributed by other industries. 
In ae the resulting figures are by no means equivalent to the full value of the products 
involved. 

The second series of figures—the value of shipments by industries—are similarly not 
entirely appropriate for present purposes. Such information is based upon total shipments 
of establishments classified as constituting a given industry. In many instances, establish- 
ments so included are multiproduct producers. Data for their entire operations are in- 
cluded in the industry even though this entails inclusion of products normally classified 
in other industries. 

The value of shipments by product classes does not suffer from this defect and, there- 
fore, comes nearest to providing a satisfactory base against which to compare imports. 
It should be noted, however, that all shipment data may involve some double counting. 
Semifinished products shinged to other establishments within the same industry are 
counted more than once. Finally, shipment data do not necessarily bear any fixed rela- 


tionship to domestic output and are employed in this analysis only as the best available 
substitute, since comprehensive and systematic information on output is not available. 
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examination of these selected, high ratio groups suggests that they could 
appropriately be classified into 12 broader industrial sectors which, at least on 
the basis of these data, appear to involve an above-average degree of import 
competition. These 12 industries are as follows: 


Food and kindred products Stone, clay, and glass products 
Textile mill products Primary nonferrous metals 
Apparel and related products Sewing machines 

Lumber and products Motorcycles and bicycles 
Chemicals and allied products Miscellaneous manufactures 
Pulp, paper, and board Watches and clocks 


Ill. RECENT COMPETITIVE TRENDS BY INDUSTRIES 


The ratio of imports to domestic shipments provides a basis for identifying 
import-sensitive areas. Further useful and often highly relevant information on 
the trend and impact of imports can also be obtained from an examination of 
the course of these ratios over time. Accordingly, they have also been computed 
for several years for each of the 42 product groups.* 

Although the pertinent official statistical information for this next stage of 
the analysis is most extensive for the 2 years 1947 and 1954, this period is not a 
particularly illuminating span for closer observation. In 1947 a large part of 
the world was still picking its way out of the devastation of the war; industrial 
activity was at a low ebb and capacity to export in many countries was even 
lower. It would have perhaps been more in point to have compared a current 
year with a prewar one but this is not readily accomplished. The system of 
import classification and reported statistics was completely revised in 1943, 
leaving the former and the present systems incompatible. Nevertheless, we have 
computed these ratios for 1954, for the preceding census year, 1947, and for 1955, 
the latest year for which even partial domestic shipment figures are available. 
(See table A-6.) 

By 1954 the so-called competitive ratio—imports as a percent of domestic ship- 
ments—was up, often quite sharply, from its 1947 value in almost all of the 42 
groups. But, for reasons already indicated, it is neither a simple nor unambig- 
uous task to appraise the significance of a trend such as this without recourse to 
other, supporting information. In some instances it may have represented, at 
least in part, the improved capability of foreign producers to compete in the 
United States market; for others it merely registered the destructive conse- 
quences of the war and eventual recovery back toward some previous relation- 
ship. Whatever the cause, one fact is unmistakable—in almost every domestic 
manufacturing sector where imports were presumably of notable proportions in 
1954, their values had risen sharply over 1947. 

Developments since 1954 are more difficult to measure and to appraise. Only 
incomplete data on 1955 domestic shipments figures are as yet available: none 
have been published for 1956. Between 1954 and 1955 the trend was mixed. Of 
the product groups for which there is sufficient information available to make 
any comparison, in about half there was either no change or very slight varia- 
tion. In three groups the import-domestic shipment ratio rose precipitously— 
for veneer, fruit and vegetable baskets, and crude coal tar (cyclic). On the 
other hand, in more than half a dozen groups the ratio fell off sharply in 
1955. 

The 1954 to 1956 experience would undoubtedly be far more revealing be- 
cause the increase in total imports in that period was particularly large—they 
were up a full 15 percent over this period after remaining relatively un- 
changed during the previous 2 years. In the absence of 1956 domestic produc- 
tion figures some crude approximation of general trend can be obtained by 
comparing the increase in imports in each product group (i. e., those having 
a 1954 import-shipment ratio of 10 percent or more) between 1954 and 1956 
with the 15 percent rise in gross national product during the same period. 

Admittedly, this substitute basis of comparison has serious limitations. How- 
ever, a better method wanting, it may serve at least as a rough guide, based 


*Extension of these computations to include products or product groups whose 1954 
ratio of imports to domestic shipments was less than 10 percent would, undoubtedly, be 
revealing. From other evidence it seems apparent that the rise in relative importance of 
imports has been substantial, particularly in recent years, for many products whose ratio 
had not attained a 10 percent value in 1954. A comprehensive tabulation of ratios for all 
— products was, unfortunately, not possible within the time limitations of the present 
study. 
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upon the assumption that activity in most domestic industries moved parallel 
with total national product over the period. Certainly, where the percentage 
change in import value deviated pronouncedly from the percentage increase in 
GNP, it might be reasonable to assume that some intensification or diminution 
of foreign competition was possible. Again, verification of such a presumption 
would involve recourse to additional information dealing with the specific 
products and industries thus identified. 


TABLE A-2.—Distribution of percentage change in value of imports, 1954-56, of 
product groups whose 1954 import-shipment ratio was 10 percent or more 


Number of 

Amount of change: product groups 
OI ahi is Se ibs ici cali nec ch etienarii vnin ts bo ede ace eee 9 
NO sind os wet oen eects See eae 5 
Incpemee Wees: CG DB etOOraa i ei een eed dwn ced noebudetnas 0 
& perceitund: ender 30 DereGihn «occcswciincicnnd seicdennwinine 1 
10: percent: Sd WREST: 20. DORON acct ccwcwcceddcccndeewesewnbeded 4 
15. pereemt end: under 2): ORO ik as ee nti inhititienn bein 6 
20 pereent and under. 2 DeteONGas nc ek eck ee eee eden 5 
25 poereent and: GbGet BP DOPONiic inci ccd masini 6 
oO percent aiid) OVOP... nc tek A dee etn iene ag 5 
Not \WvGllei. isto dwehcc nnn LA 1 
Otis isn. cece chi bl bi dal ident tds 42 


Sources: Department of Commerce ; the conference board. 


In 14 of the 42 product groups the value of imports decreased or showed no 
change during the 2-year period ending with 1956. In an additional instance 
it advanced by less than 10 percent, and in 10 cases the rise was from 10 to 20 
percent. In 16 instances imports of the selected product groups advanced at 
a rate significantly greater than the 15 percent rise in GNP over the period. 
Actual advances in specific industries are detailed in table A-6. 

There were undoubtedly other product groups wherein imports rose at rates 
greater than 15 percent over the period. The industries listed in table A-6, it 
will be recalled, include only those whose 1954 ratio of imports to domestic 
shipments had already reached 10 percent or more by 1954. It can be reasonably 
assumed, however, that there are many industries which, though they failed 
to meet an arbitrary 10 percent ratio criterion for 1954, experienced substantial 
import increases between 1954 and 1956. 

Thus, the industries listed in table A-6 cannot be regarded as constituting 
a complete identification of the extent of significant foreign competition. They 
do, however, by and large constitute the major industrial sectors wherein ship- 
ments from abroad are of notable proportions. 


IV. RECENT COMPETITIVE TRENDS IN INDIVIDUAL PRODUCTS 


Analysis of import trends according to product groups, as in the above para- 
graphs, serves a useful but limited purpose. Its advantage is apparent—it 
makes possible some appraisal of developments in precisely those industrial sec- 
tors where imports are potentially at least of competitive volume in relation to 
domestic shipments. 

The liabilities of this approach should also be identified. A grouping of 
products for analysis results in data much too gross to pinpoint crucial detail. 
Though an industry overall may be untroubled by goods coming from abroad, 
foreign competition may be keen in one or more products within the industry. 
Clearly, competition should properly be probed as it is actually experienced in 
the market place—on the individual product level. This section will examine 
the existing data in an effort to cast some further light on this aspect. 

Import transactions were identified for 4,111 nonfood manufactured products 
in 1954.5. In the aggregate, they amounted to a total value of $4.5 billion. Most 
of this total, however, was concentrated in a relatively small number of prod- 
ucts. The number of commodities with an import value of $1 million or more 
was 420, approximately one-tenth of the total number of all imports in 1954. 
However, they accounted for slightly over $4 billion of the total value, or roughly 


* The term “product” as employed here refers to a separate item or category listed by 
the Department of Commerce in import schedule A. 
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92 percent. The 3,691 products whose import value were less than $1 million 
each, although extremely numerous, accounted for a relatively small portion of 
the total value of imports shown in table A-3. 


Taste A-3.—United States imports of nonfood, manufactured products, 1954 


[Values in millions of dollars) 


1 
| 

| Value of imports 
Number of | 





Import value | products | l 
Dollars Percent of 
total 
Under $1 million. eae & _.| 3, 691 | 378.0 | ‘ 
$1 million and over _-_- es ; . | 420 4, 102.5 | 91.6 
f - | 100. 
| 


i eS ate 8 Foe eae ideo ele 4,111 | 4,480.5 | 


Note.—The complete tabulation by industries of the above data can be found in table A-7. 
Sources: Department of Commerce; the Conference Board. 


Thus, the hard core of foreign factory goods coming into the United States 
in 1954 was made up of but 420 products with a significant import value, i. e., 
$1 million or more. Their composition cut across all major industrial sectors, 
as shown in table A-7, though they were concentrated more in some industries 
than in others. The industries in which they fell with greatest frequency, and 
which in aggregate account for over half of the 420 products, were, in order of 
importance, chemicals, textiles, metals, and lumber.° 

The next step in appraising the impact of imports would logically be to compare 
the value of incoming shipments in 1954 for each of these 420 products with 
corresponding 1956 data. This operation is not without its difficulties and its 
pitfalls. Most formidable of these is probably that of adjusting the two sets 
of data for official changes in product definition and classification made during 
the period. In most instances this problem of matching can be resolved. In 
some cases it is necessary to omit certain products from the tabulation for 
want of comparable data. The results, consequently, by the very nature of 
the data cannot be absolutely precise. They are summarized in table A-4. 


Taste A-4.—Change in value of imports of sevtected manufactured products, 
1954-56 


[Values in millions of dollars] 


| Import value, 1954 
| Number of 
products 








| Dollars Percent 
Imports increased __- | 273 | 3, 251 | 72.6 
Imports decreased - - - Sa : 118 | 680 15.2 
No change !______- hes 4 : . 8 | 22 5 
Not available ?_................. Pei ; 21 | 150 | 3.3 
0 SE es = cece einpaiascmn- oath tenliciediainiain soa 420 | 


4, 103 | 91.6 


1 Change of less than 1 percent in either direction between 1954 and 1956. 
2 Comparable 1956 import data not available. 


NotTe.—The complete tabulation by industries of the above data can be found in table A-7. 
Sources: Department of Commerce; the conference board. 


Close to two-thirds of the 420 product groups registered gains in imports during 
the period. In aggregate value, they accounted for over four-fifths of the value 
of the Nation’s imports of all products with incoming shipments of $1 million or 





®The frequency or numbers of products in this analysis is significantly influenced by 
the system of classification employed by the Bureau of Customs from which the underlying 
data are derived. A simple count of mere numbers of import products could be misleading 
in assaying, for instance, the comparative mapa of imports on two major industries. It 
so happens that the 4 industries mentioned above as accounting for more than half of the 
420 products are of such a diversified product nature and are treated in such fine detail 
in the import classification system that they constitute more than half the 4,111 categories 
into which goods coming into this country are classified. 
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more in 1954. Products with declining imports, although large in number, made 
a relatively small contribution to the total value of imports, actually only 15 
percent of this group’s 1954 incoming shipments. 

At this point a rather striking conclusion begins to emerge—the increase in 
American purchases of foreign factory goods between 1954 and 1956 was virtually 
entirely accounted for by a relatively small number of products. Of 4,111 
imported, nonfood, manufactured products we now find that actually only 273 
increased in total value between 1954 and 1956. Apart from the probability that 
some of these products are not produced domestically or negligibly so (the extent 
of which cannot be determined from these data), a concentration such as this 
would strongly suggest considerable intensification of foreign competition in 
certain areas of the domestic market. How sharp has competition for certain 
individual products become? How has it affected domestic producers? 

Unfortunately, questions such as these cannot be answered solely on the basis 
of the aggregate statistical information employed here. The type and extent 
of data which might make it possible to determine the full importance of a par- 
ticular import as compared to its corresponding domestic manufacture cannot, in 
fact, be obtained from any central, comprehensive source. While considerably 
greater detail is periodically available in the census of manufactures than used 
in the above analysis, its definitions do not generally correspond with available 
information on imports. In fact, while what has been presented above embodies 
an extensive reworking of basic official data, it is nowhere near the scheme and 
scale of computation and analysis which would be necessary to carry this analysis 
to its limit—to the individual product level. 

Some light, however, can be cast on the key question of the significance of the 
rise in imports since 1954 by taking a closer look at the available figures for the 
273 individual products. In table A—-5 percentage gains in imports of each of the 
273 products are computed and assembled into a frequency distribution. These 
273 accounted for about 70 percent of the dollar value of all foreign-made, 
nonfood factory goods coming into the United States and for almost the entire 
recent increase in our imports of nonfood manufactures. In interpreting table 
A-5, and again in lieu of a better criterion, it might be helpful to contrast these 
changes with the 15 percent rise in value of total national product over the same 


period—a rough measure of the extent to which imports have possibly grown 
more competitive. 





Taste A—5.—Percentage increase in value of imports of selected nonfood 
manufactured products, 1954-56 * 








| 
Percent increase Number of Percent of 
| products total 
1 percent and under 5 percent wad a eal 11 4.0 
5 percent and under 10 percent _-___-__- | 11 4.0 
10 percent and under 15 percent --- -- o4onup aomait : int 23 8.4 
15 percent and under 25 percent_-_-__.-------- bah Genbeat oa --| 36 13.2 
25 percent and under 50 percent ‘ oe estbekaasa . seat 60 22.0 
50 percent and above-__-__-------- ania : s Svtstin cs del er ce ealipagieta ts giagin 132 48.4 
Total.__...-.....---- SivcchacdscdsahedsGageereieseanrssa.escneasn -| 273 100. 0 


1 Products tabulated here are those listed in table A-4 in category ‘‘Imports increased.’’ 


Note.—The complete tabulation by industries of the above data can be found in table A-9. 
Sources: Department of Commerce; the conference board. 


The distribution of these relative increases seems to suggest that foreign com- 
petition in certain sectors of the manufactured-goods market has intensified in 
the last 2 years—in nearly half of the product groups the gain was 50 percent or 
more.’ Of the 273 groups showing a rise in imports during the period, over four- 
fifths advanced 15 percent or better ; more than two-thirds were up 25 percent or 
more. Only in a relatively small number of instances—less than a fifth—was the 
rise in incoming shipments equal to or less than the growth in GNP. 





7 Percentage increases should, of course, be interpreted with caution. Relatively small 
rises in absolute amounts from a small base can result in extremely high percentages. 
Reference should consequently also be made in appraising these data to the absolute 
amounts presented in table A-&. A sharp rise in imports of a commodity either relatively 
or absolutely may occur but the amount may still be slight in relation to total domestic 
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Moreover, this trend does not appear to be particularly unique to any given 
industry or to a relatively small group of industries. On the contrary, it is char- 
acteristic with remarkable consistency of many manufacturing sectors, as the 
industry distribution in table A-S reveals. It should be cautioned again, however, 
that any count of the number of product groups or a distribution of them by some 
analytical scheme inevitably has an element of bias since all industries and 
major product groups do not enter numerically equally into our basic data. 
That is, some industries by the nature of their products provide more individual 
entries than do other industries in the basic data. 

In the two tables, A-4 and A-8, it will be noted that in every instance for which 
data were available the number of products which showed an import rise between 
1954 and 1956 was larger than the number of those which registered a decline. 
In the aggregate, almost twice as many products moved up as down. But, given 
the expansion in economic activity, general price rises, and the concomitant sharp 
growth in exports which characterized this same period, increases in the basic 
products which constitute the hard core of American imports might reasonably 
be anticipated. A further tabulation of products which experienced import rises 
between 1954 and 1956 is shown in table A—9 where products are classified by 
industrial groups according to magnitude of increase during the period. 

The fact that most product groups which showed any import rise since 1954 
recorded very substantial rises also suggests another inference. From this it 
would appear that where foreign products were competitive with domestic goods 
in 1954, they were often able between 1954 and 1956 to strengthen that foothold. 

In the immediately following chapters of this study we report on the results of 
the effort we made to collect original information on some of the fundamental 
economic causes of the rise in imports. In later chapters we return to the ques- 
tion of economic effects of imports, examining both the treatment of present 
statutes establishing import policies and some of the results of the application 
of those policies. 





TasBLE A-6.—Value of domestic shipments and imports, selected industries— 
1947, 1954-56 


{Values in millions] 


























Domestic | Percent of | Percent- 
| shipments Imports imports to age 
Code | Name of item shipments ?| change, 
No.! }__ sce Arlt cia eae tenamlengatecstisattill co 
954 to 
| 1947 | 1954 | 1947 | 1954 | 1956 | 1947 | 1954 1956 
z = Sa ays | =: _ _ ee ___| ee saieed aedinaeancee 
FOOD AND KINDRED PRODUCTS 
| | 
2031 | Canned seafood __ Fehea nace .--| $211 | $238 | $5 | $69 | $67 2); 20] —2.9 
2032 | Cured fish ; | 33 38 11 | 16 | 18 | 33 | 42 | 12.5 
2037 | Frozen fruits and vegetables - -- 128 | 431 30} 89) 99) 23 21 11.2 
2061 | Raw Cane sugar_- --| 59] 64) 23] 40] 39 39 | 63 —2.5 
2062 | Cane sugar refining __ ; | 818 864 410 | 409 | 436 50 | 47] 6.6 
2085 | Distilled liquors -- | 868} 684) 3 | 119 | 48) @ | 17] 24. 4 
| | | | | 
| TEXTILE MILL PRODUCTS | | | 
j | | | | 
j | | 
2211 | Scouring and combing--- | 17 91 | 12} 45 57 10 49 | 26.7 
2283 | Straw hats___ : . _ 19 25 | 8 | 6 6 42 24 (3 
2292 | Lace goods_..._.........---- | 64] 55 1; 10 12 2 18 20.0 
2298 | Cordage and twine---_- -_.| 169} 160} IL] 25 29 7 16 16.0 
2299 | Textile goods, not elsewhere Classified_...| 73 | 129) 13] 28 17 18 18 —26.1 
| | 
| } | | 
APPAREL AND RELATED PRODUCTS | | 
2338 | Women’s neckwear-- april. mph ee | 7] 13] | 23 116.7 
2388 | Handkerchiefs_____-- = Sacer BF 8; 16 13} 16] 43 —18.8 
2389 | Apparel, not elsewhere classified - _-_.--- } 14| 2) 3) 5} 10} 21] 2 100. 0 
| | | | 
LUMRER AND PRODUCTS | 
} | | 
ngs | | sor} 63| 82| 101|......| 14 23.2 
ae. eewcsiopiatinmepnme | 73} 124) 1 12; 17] 1 10 41.7 
2423 | Shingle mills__-_-__-- bscchnbenttienmtnenbwirwit f SR) Oh Lew ; S64) 26'..... 67 (3) 
2441 | Fruit and vegetable baskets_----.-.._- ..-| 32] 32 1 | 5 5 | 3 | 16 (3) 
2442 | Rattan and willowware______..__- sichaeendl 7) 11] 1 | 4 2; 14) #36 —50.0 
| | | 
PULP, PAPER, AND ROARD 
} | | | j | | 
ge OE ee ae = 1,565 | 203 | 223) 161 |. ..| 44 | —27.8 
2612 | Paper and paperboard mills_...........-..| 2,575 |3,770 | 345 | 612 | 709| 13] 16 15.8 
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TasLe A-6.—Value of domestic shipments and imports, selected industries— 
1947, 1954-56—Continued 


{Values in millions] 





























Domestic Percent of | Percent- 
shipments Imports imports to age 
Code Name of item shipments ?| change, 
No.! __| imports, 
1954 to 
1947 | 1954 | 1947 | 1954 | 1956 | 1947 | 1954 1956 
CHEMICALS AND PRODUCTS 
2821 | Cyclic (coal tar) crudes-.........--.----- | $66  — $16 | $33 |_....- 18 106. 2 
2831 | Biological products. --...........-....---- 56) 80 4 19 16 7 24 —15.8 
2865 | Tanning and dyeing materials__.-_.__._-- 19 12 19 18 21 (8) 150 16.7 
2884 | Vegetable-oil mills, not elsewhere classi- 
fied phiver'sipidionnse edie Jae bb-ollig cine daaininaithni 285 113 74 69 66 26 61 —4.3 
ee eee 27 26 16 21 26 59 81 23. 8 
| 
STONE, CLAY, AND GLASS PRODUCTS 
3263 | Earthenware, food utensils_____....-_- : 68 71 2 ose 1 WieescanS 
3269 | Pottery products, not elsewhere classi- 
| TI Sa a iccecic: opens conentnee ean ; 46 58 1 17 4 2 29 —76. 5 
PRIMARY NONFERROUS METALS 
3331 | Primary copper 8. __.__._.-.------------- __..| caved 34 2 SS ee 38.7 
3332 | Primary lead §_.............-.....-...-.- come ae 68 df ee eee 14.7 
3333 Primary zine__. gad ..-----| 169 205 15 34 65 9 17 91.2 
3334 | Primary aluminum . ascscosel EL 4S 4 84 100 3 18 19.0 
3339 | Primary nonferrous metals___.........--- 131 396 113 | 363} 428 86 92 17.9 
| HOUSEHOLD MACHINES 
3583 | Sewing machines ----_-...-..--- weanawe 97 107 ----| 23 33 | 5 21 43.5 
| TRANSPORTATION EQUIPMENT 
3751 | Motorcycles and bicycles. --......-.---- 159 88 5 29 37 3 33 27.6 
| | | 
WATCHES AND CLOCKS 
i | | 1 
3871 | Watches and clocks._____.__-.-.-2..-... 333 293; 46/| 58 64 14 20 | 10.3 
3872 | Watchcases . ee ee 40 34 4 5 5 10; 15] (3) 
| | 
MISCELLANEOUS MANUFACTURES | 
3913 | Lapidary work _--e-e---e-| 30] 36] 69| 81] 95] 230] 225 17.3 
3939 | Musical instruments, not elsewhere | | | | | 
classified ___ . ----------------| 32] 36 6 13 | 16 19 36 23.1 
3962 | Artificial flowers a awimaws 38 49 | 1 6 8 | 3 | 12 33.3 
3982 | Cork products. Saucon 35 | 40] 2 4 4 6| 10 (3) 
3992 | Furs, dressed and dyed___..--..-.--.--- 25 6 | 2 2 | 3 4 33 50.0 
' i 











1 Standard industrial classification code. 
2 Percentages were computed before rounding of domestic shipment and import figures. 
3 Change less than 1 percent. 
4 Not available. 
5 Although precise domestic shipment and import figures are not available, it has been estimated that the 
ratio is between 10 and 20 percent. 


Sources: Department of Commerce, the conference board; 


i 
: 
. 
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Taste A-7.—Imports classified by standard industrial classification, industrial 
commodity groups, 1954 


[Values in millions] 


Equivalent import commodity classification 


All imports Imports of $1,000,000 and over 
Industry group 7 : : a - eo 

Number Number | Value of imports 
of Total of _ 

product value product 

group groups Total Percent 
Tobacco manufactures___.......- sidbeiats ‘ ak 7 $22. 5 3 $22. 2 98. 7 
Textile-mill products__ A neva 1, 304 296. 7 55 228. 2 76.8 
Apparel and related products sae ‘ 331 54.3 14 36.8 67.8 
Lumber and products - -- koe ; . 118 424.9 43 407.2 95.8 
Furniture and fixtures__- ae wea 5 7.0 2 8 82.8 
Paper and allied products : 126 854. 9 20 842.3 98. 5 
Printing and publishing industries -- - - 60 5.0 1 9.8 65.3 
Chevnicals and allied products. -- 471 666, 0 71 607.0 91.1 
P etrol eum and coal non eo 19 299. 8 10 298. 8 99.7 
Rubber products_- 3 , ie 28 7.2 2 1.2 58.3 
Leather and products ; 176 41.0 13 24.0 58.5 
Stone, clay, and glass products_-__- ; 276 99. 6 20 71.7 72.0 
Pri nary metal industries _- 273 972.0 16 944.0 97.1 
Fabricated metal products : ; 148 67.9 17 50.8 74.8 
Machinery (except electrical) __...--.-- 163 219.0 32 192.8 88. 0 
Electrical machinery F é 50 30.5 10 24.2 79.3 
Transportation e juipment. Loic nc chives eto pe wail 33 122.6 14 119.5 97.5 
Instrunents : and related products ea Soa 156 98. 4 20 75.4 76.7 
Miscellaneous !_.-...-- aad 367 181.2 24 137.8 76.0 
 eecctak is erie . . 4,111 4, 480.5 420 4,102.5 91.6 


1 Consists of the 15 remaining industrial classifications, of which most important are plastic products 
(not elsewhere classified), signs and displays, silverware and plated ware, and brooms and brushes, These 
products account for about 33 of 1954 imports of this classification. 


Sources: Department of Commerce, the confetence board. 
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TasBLe A-9.—Import product groups increasing, 1954-56, classified by industrial 
group and percent of increase * 


| Number of product groups with import increases of— 














| | | | 
Industry group lto 5to | 10to 15 to 25 to | 50 per-| Total 
4.9 per- | 9.9 per- |14.9 per-|24.9 per-/49.9 per-| cent | num- 
|} cent | cent | cent cent cent and ber of 
over | groups 
Tobacco manufactures.......................- q enna eee | aeebnas 1 B Re xashated 2 
Textile-mill products... ...........----.---..-- Sore. 1 | 4 5 5 18 33 
Apparel and related products. -------.-- eee eet re Te = 2 6 8 
Lumber and products-......-...----- Doctees 2 | 3 | 1 5 13 8 32 
Furniture and fixtures. --..............---...- liereaien ee nett wiinedl bieacaas 2 2 
Paper and allied products--_----..--..-----.-- eciccntenhaninseiaiad 2 | 3 | 3 5 13 
Printing and publishing industries - ---------- laaismavsigia I chee =e 7 3 
Chemicals and allied products---..-..------- 2 | 3 6 5 | 5 14 35 
Petroleum and coal products.-----..---- wi Bi licanin we 1 | D Levntinmde 5 8 
EE i hteliiawaace ae incoetacens p ebeene ae mae o iemeatisapee | niiehninnn 2 2 
Leather and products. .................-...-- Rlicenas<a 2 | 1 2 5 ll 
Stone, clay, and glass products----.--.-..----- eee Ls cigiat title . 2 | 3 4 9 
Primary-metal industries_..............---.-- Bina mace 1 6 | 4 22 37 
Fabricated metal products - -_---------------- heeucapee 1 E Binsin} 6 | 7 15 
Machinery (except electrical) ...........---.-- Seek aint 2 |.. .| 2 | 6 | 10 20 
Electrical machinery----..-.....------ pi deshbieteacqes haired ie --| 2 6 8 
Transportation equipment ---_-.....---.---.--- SA aceecsid I Soneans D hwwdtede’ 2 7 10 
Instruments and related products---.--..-.-- een ee 2 | 2 | 1 6 ll 
I cnc anions 1 | 1 | 2 3 | 2 5 14 
| | 
Total number of groups--.--..-.-.--.---- 11 | 11 23 | 36 60 132 273 
| | | 


1 Includes only those import commodity classifications which had an import value of $1,000,000 and over 
in 1954 and which increased or did not change in value between 1954 and 1956. 
2 See footnote, table A-7. 


Sources: Department of Commerce, the conference board. 





NoTE TO TABLE I-15 


Table I-15 presents one measure of the importance of export trade to major 
domestic industries. Specifically, it shows exports as a percent of production for 
selected years. In general, major individual items are listed rather than broad 
commodity groups. All told, the items included represent somewhat over three- 
fifths of the Nation’s total foreign shipments in 1956. 

Though foreign sales of a few specialized commodities are relatively large in 
comparison to domestic output, no industry is heavily dependent on foreign 
markets on the basis of this yardstick. A possible exception, however, is the 
industrial machinery business. Shipments of a rather large number of products 
produced by that industry represented anywhere from 10 to 20 percent of 
1956 domestic production. Sales of construction and commercial transportation 
equipment to foreign buyers also tended to be relatively large. Similarly, certain 
chemicals were shipped abroad in substantial volume. 

In some cases, industries which were relatively active in overseas markets in 
the prewar period were in 1956 selling a larger proportion of their output at 
home. Striking in this connection was the nonferrous metals trade. In 1939, for 
example, a very substantial portion of its domestic output was shipped out of 
the country; but by 1956 the ratio of such shipments to output had shrunk 
considerably. The industrial machinery and transportation equipment industries 
Similarly appear to have experienced a reduction in relative exports. In 1956 
their proportion of overseas shipments to domestic output was generally below 
that of prewar 1939. 
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TABLE I-15.—United States exports of leading nonagricultural commodities in 
relation to production 





_ Ree based upon a phy; sical units, except where noted] 





Exports as percentage of production 




















Commodity ahi 
! 
1939 1949 1953 1955 1956 
Fish canned: 
NR ied marti oii nikan bokeh dnouinsabuessadesmeaawe 11.7 5.5 1.1 5.2 3.3 
Sardines, including ‘pilchards and herring ais niet Sleiatadl auadaniien 49.2 59.3 13.5 39.0 44.4 
Le ather and manufactures: 
NE Ee See eee peaaitbeieach pian aribina enetiaiie th oe 1.1 1.0 -8 8 
Rubber products: 
eI «0<dsbaoacsntneenpenned canenceouiuepessee (4) 1.7 2.7 9.8 13.9 
Passenger car, truck, and bus tires (casings). .---------.--- 2.0 2.2 | 1.6 1.6 1.9 
Passenger car, truck, and bus inner tubes...-_------.------- 1.6 1.8 | 1.1 2.5 2.6 
ih Sn cin ctqnns sie Sadaesen an eouateaaebanle 3.7 5.1 3.8 3.7 3.7 
Textile manufactures: 
Tire cord and fabric, cotton and rayon....-..----- oeaewaee 2.7 9.2 2.9 3.8 5.4 
CR nee ST I, CUO voc ic ecec cn cccuunncsavedeue 4.4 10.1 6.0 5.3 4.9 
a panplin kale ieceanennnigoure sre 5.3 6.1 3.5 2.9 2.5 
a eames i githsid adalah bende ss kau en ee 3.9 6.7 2.8 1.8 1.6 
EE aks awhidindibn ea howie we cane ckibaeeerwnie 4.3 11.8 6.4 6.0 5.5 
Denims- ---_- oacauund 6.9 6.7 7.8 10.4 9.6 
Cotton tapestry, upholstery, and ‘drapery fabrics. ..._.--- - 3.9 3.8 3.8 3.9 
We ia chacttcentasiebean Sneuaacinad meek wood a -9 3 -2 oan 
Broad-woven fabrics of synthetic SOM Ces 1.6 8.6 7.2 6.7 7.6 
Es cisenucnenacidagignsachess~eenee nace outa emieinia 9 3.8 3.7 3.1 2.8 
Forest products: 
ER tttcharaniacasctnaegheeiihaas>osuadeasunhene 29.6 17.7 14.6 18.8 15.6 
ME otal 6 vu. wddagine cen bduatenneuhanes aneaeenanomnnin 31.6 24.2 20.7 35.7 30.3 
Lumber, total-_- bidncsudtbudiancppulvb cee ctenmineaned 4.3 2.0 1.8 2.2 2.0 
Softwood __-_- np gnecuhapechodedelnupaeckaerwlabee 3.7 1.9 1 2.1 1.9 ; 
ocd nals ectpecnaguenSotucendkcengiaguie 6.7 2.3 1.8 2.5 2.6 : 
Paper: 
Book paper, uncoated - -_.-..-.-- pun eeu uaileweey aaa ae 2.0 = 1.3 1.0 : 
RN es iclain wenlon tna gabcnint onscsiinasind Cece ee 1.2 1.0 1.4 2.1 2.1 ; 
Writing paper-- ib actatwcwantnwngeinaeaeaeee 3.2 4.1 2.5 2.7 1.9 ; 
Coarse paper... ._.-- Kniet Ws ggitneainmenaaeel 1.4 1.1 1.6 2.2 1.8 q 
Sanitary and other tissue | paper... sugwadueaseuee’ 2.3 1.8 1.4 1.5 1.4 i 
N —ae mineral products: i 
Coal: 1 
Anthracite. ......-.--. satin barons a amceletdeaddaded 5.0 11.6 8.8 12.0 18.1 
ig imitating gn ingesconcnapedanencie need aden 2.9 6.4 7.4 11.0 13.7 q 
Petroleum and products: i 
Ce CR i circa chk bp eudhelibaccenescenemeen 5.7 1.8 .8 -5 1.1 ; 
Motor fuel and other finished light products ‘ 7.0 3.5 2.3 1.8 1.9 / 
I sk oc dacainennsasidscamucsucecinceeasenen 11.7 1.8 5.2 2.1 2.3 
nn On anaes 9.7 2.4 5.1 4.8 4.9 | 
Gas oil and distillate fuel oi].............------.--- 18.9 2.9 5.6 3.6 4.8 / 
ES SSS ee a a 4.9 2.0 4.4 6.6 5.2 } 
Lubricating oil and grease. -.... sini iate sei baa capetaciaes 34.5 27.9 23.9 25.1 22.9 4 
EE PE rnindccnggevcbsonanecdntbacsuduccsnnmuenen 50.1 30.8 20.7 20.7 13.9 f 
Petroseum eaphalt....o 5 .....005.-censeccee inntencsasae 4.0 2.6 a3 1.8 1.4 / 
Petroleum ooke.............--..--- viloruebe eiatuca Nadiad 17.2 14.4 16.7 15.8 20.5 } 
Other ponmetallic mineral products: j 
Portland cement......-.-.------.--------------------- 9 2.2 1.0 6 -6 | 
Rs ichtnteadacubawendnntandecuandannecumucdadashed 28. 1 29.9 23.8 27.4 29.0 ; 
I NN sis nh ubetdiunncnadenssndegemcentu “ 2.6 2.4 2.0 2.1 t 
Refractories 2 __- ign paiah asin eharbetoghanee 7.2 10.8 8.2 7.7 7.8 i 
Carbon and graphite products. peiweddntovmbiciiecdousetd 15.6 6.5 5.5 6.5 (@) | 
Metals and manufactures: | 
Iron ore... -. eo 1.9 2.9 3.6 4.3 5.6 ; 
Iron and steel-mill products, total - 7.4 8.3 4.0 5.1 5.6 i 
te Le 4.0 4.8 1.3 1.6 2.3 
PS TN NOB aod oink s ican n dontwnnan 7.6 6.6 3.7 5.4 5.0 
Tinplate and —= sadn alesabiliphnginbeiaslasaiiisans arial’ 14.0 16.4 10.7 14.9 13.1 
ae a re eee 6.7 12.4 5.9 7.7 8.4 | 
Rails, including splice ‘bers and tie plate bars_......... 4.3 10.8 9.6 4.0 4.9 
Ww rought iron and steel tubular products. -.-..........- 5.7 11.8 6.1 3.4 7.5 
Castings and forgings: 
Cast-iron pressure pipe and anes ati Aetwamincwths Gown (4) 4.7 2.1 1.2 1.6 
DOI CU dite Coke ionic dcecctvnisesenusasentind () 2.1 1.2 2.2 2.4 


See footnotes at end of table. 
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TasLe I-15.—United States exports of leading nonagricultural commodities in 
relation to production—Continued 


[Percentages based upon physical units, except where noted] 


Exports as percentage of production 
Commodity 


1939 | 1949 | 1953 | 1955 | 1956 
Metals and Manufactures—Continued | 
Advanced manufactures of metal: | 
Metals, cans__._-_- ; ; i : Q) | wi 0.8 0.7 | 0.7 
Hand tools except metal cutting--_- ‘ 10.7 7.2 eT, ; (4) 
Nonferrous metals: 
Aluminum, total-- =e. a ; 19.0 6.0 1.7 2.5 4.1 
I i ine sham : 23. 1 6.5 1.8 2.6 | 4.2 
Copper, total_- i 32.4] 13.0] 91] 129] 13.7 
Primary--. , 41.6 18. 4 12.1 17.9 18.2 
Lead, total____ 13.2 3 2 | ape 8 
Primary... ; 15.6 .4 3 | a 1.0 
Zine, primary - -- 2.8 a2 2.6 2.4 | 1.5 


Machinery: 
Electrical machinery and apparatus: 





Storage batteries ?___ 3.1 2.3 2.5 (1) 
Primary batteries ?__ 13.5 10.1 8.7 9.2 ( 
Transformers 2___-- 3.1 4.3 3.2 3.9 ( 
Household appliances: 
Refrigerators \ »o | f 12.8 8.1 9.2 
Home-type freezers 2... ; 7s 3 4.61) 93:7 5.2 5.7 
Washing machines ; 4.1 1.9 2.3 1.9 | 2.0 
Vacuum cleaners. - 1.9 1.0 2.0 | 2.1 | 2.4 
Ranges canal Deion 2.1 | 6 1.8 2.1 1.6 
Radio receiving sets | ee ‘ f 2.7 | 2.5 2.3 
Television receiving sets-_ oo 3 | 3.4 ae ae 23 
Radio receiving tubes ? 9.1 | 3.0 3.8 | 4.7 ( 
Electric lamps ee. | 4.0 3.4 2.8 | 24 
Telephone and telegraph equipment ? . 3.9 4.1 1.8 3.5) ( 
Insulated wire and cable 2_- . 1.5 1.7 1.6 1.9 ( 
Industria] machinery: 
Internal combustion engines, except automotive and air- | 
craft ? 5 9.6 17.0 (: (: ( 
Industrial trucks and tractors ?_ (} | 10.5 7.7 | 9.6) ( 
Machine tools 2 47.9} 30.1 10.1 12.6 | 10.7 
Rolling-mill machinery and parts 2__- 28.9 53.5 31.7 23.1] ( 
Construction and mining equipment 2 19. 1 19. 2 23.7 2.51 ( 
Graders ? 50. 0 30.9 31.1 33.9 35. 5 
Oilfield machinery, tools and equipment 2- 37.0 26.6 15. 5 | 13.9) (i 
Textile machinery ?___- 10.9 | 30.1 20. 0 ar *( 
Sewing machines and parts 2 32.6 | 16.5 ee 21.8 (! 
Food products machinery ? 10. 5 14.1 12.8 13.6 (! 
Ball and roller bearings and components 2 2.9 6.8 4.0 4,2 ( 
Office appliances 2 19, 2 14.9 10.7 11,2 ( 
Typewriters and parts 2 29. 0 16.9 12.6 11.7 ( 
Caleulating and accounting machines and cash 
registers ? 22. 4 16.6 11.8 1 ( 
Printing machinery and equipment 2 18.7 19. 7 16.0 | 1 ( 
Agricultura] machinery and implements, total 2 11.3 13.1 13.9 13.4 ( 
mplements of cultivation 2_. 14.4 16.1 11.4 13. ( 
Harvesting machinery 2__- 16.9 10, 2 15.5 10. 6 ( 
Combines - ; 12.7 11.3 21.6 8.4 14.6 
Tractors: 
Tracklaying type ?___- ; 39. 4 46.1 45.2 41.0 40.0 
Contractors wheel type ? } weit S22 29.5 16.0 
Other wheel type, except garden 2_.- s 18.0 24. 7 \ 16.7 15. 1 16. 1 
Transportation equipment: 
Passenger cars. 6.0 3.1 3.0 3.2 3.3 
Motortrucks and coaches 22.3 11.8 12.9} 15.8 19, 2 
Complete civilian aircraft 2_- (3 21.6 36.0 34. 2 32.6 
Locomotives 2__ 4.8 8.8 10. 6 11.5 (: 
Chemicals and related products: 
Phenol -- ‘ : 3.0 10. 2 4.0 7.1 7.6 
Colors, dyes, stains, and color lakes_..__- 10.5 19. 7 7.1 7.0 6.8 
Color lakes and toners-_----- bene acitpe () 10.5 8.7 8.0 9.3 
Sulfur black ___---- tesicimibenaia i (') 26.9 8.2 2.8 2.0 


See footnotes at end of table. 
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TasLe I-15.—United States exports of leading nonagricultural commodities in 


relation to production—Continued 


[Percentages based upon physical units, except where noted] 





E arm as percentage of production 
Commodity — 5 ne Mae 
1939 | 1949 1953 1955 1956 
ail bb ahs eat tkboed h |__| bik ndash Nand dence eae bbiies 
Chemicals and related products: | 
Sembietin tadin 63s J esaen tek } (1) 23. 6 1.1 1.0 0. 6 
‘ An then tant ONE ORIN: 10s inncqscnisSivnnaGadtaieaen ts | 23. 2 .8 7.9 7.4 
siological products 2___ ata iin iiaian es isles ae ee 
Medical shetuieahe® : ‘ aaa cette } () 12.7 11.0 10. 5 (” 
Pharmaceutical preparations: | | 
Penicillin... _- enosenneespenneseenstn MD |) ShOd SBE | 33.6] 29.1 
Acetylsalicylic acid (: aspirin) bulk __- amet. ae 13.7 9.1 4.5 5 
Insecticides and fungicides for agricultural use 2.__.-_____- 8.9| 12.2 16. 1 27.5 (1) 
DDT? ; nen dey i Oa) E> 37.2} 41.1 41.5 
Copper sulfate ‘ > ined se ee 44.8| 47.9 45. 2 
Plastics and resin materials 2 7 oT “ae 6.9 | 5.7 | 7.0) () 
Caleium carbide__- : wi 2.5 | 1.7 | .6 | 4 .4 
Sodium carbonate, caleined (soda ash) _..._....._._._- 4 2.7 | 1.8 | 3.1 2.7 4.2 
Sodium hydroxide (caustic soda) ca eee 12. 5 | 8.6 | 4.0 5.8 | 6.3 
Synthetic anhydrous ammonia 2 2.1 a1 v 1.4 | 1.6 
Chlorine. A (eH a 8 1,2 | 1.1 
Carbon black __-. i oad : | 388 24.8 22.3 25. 2 23. 1 
Paint, varnish, lacquer, and filler ? . ai 2.3 1.9 | 2.0 | 2.1 | 2.2 
Phosphate rock 25.3| 140] 168] 17.2| 20.4 
Aepbols sGetne mnmbtiele. fois ok ha i eh 1.4 1.8 | LZ () (’) 
Photographic equipment 2 ein } 11.5] 8 | 7.2 8.3 (4) 
Pens, mechanical pencils, and pen points ?._._____.-___--..-_- | 103] Wsi 12.7 13.0 () 
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1 Not available. 

2 Percentages are based upon value data. 

Note.—Export figures include foreign aid shipments. Values of production are free on board factory 
exports free alongside ship port of export; thus, percentages based on values may somewhat overstate the 
part of production exported. 

Source: Department of Commerce. 


(The following material was submitted by Mr. Solomon Barkin :) 


INTERNATIONAL LABOR STANDARDS—A KEY TO WORLD SECURITY 
By Emil Rieve, general president, Textile Workers Union of America, CIO 


The war has made the interdependence of man an obvious and inescapable 
truth. We are all united in defeating aggression which stands in the way of 
the full economic and democratic emancipation of man from want. Men and 
women from the advanced economic states have joined with those of the 
retarded areas in building the armies of resistance to fascism and the corps for 
final victory. No nation can stand alone in this battle. 

The war against dictatorship and enslavement rallied all nations in a drive 
to establish citizenship for all in a new democratic world permeated by the 
four freedoms—freedom from want and fear, freedom of worship and speech. 
We must realize these goals if we are to establish world peace. 

A world of “haves” and “have-nots” cannot endure. The advanced industrial 
countries cannot remain indifferent * the plight of the economically retarded 
nations. Poverty in one area infects the entire world order. A depression in 
one nation can become the slide on which our civilization would toboggan into 
economic collapse. World War II represents part of the price we are paying 
for having failed to meet the needs of all peoples for economic security and the 
continued advancement of standards of living. Peoples who fail to share in 
industrial abundance too often become the victims of dictators and the instru- 
ment of combat. Backward nations retard the peacetime advance of highly 
developed regions. 

The riches of the world and our human resources can establish an ever- 
rising standard of living for all peoples. Poverty can be banished. The war 
has united us through the use of nature and man, in the defeat of an aggressor ; 
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peace should bind us in the determination to employ to the utmost our natural 
resources and human attainments to guarantee the minimum needs of all 
eoples. 

' Trade, industry, and technology must be the tools for human advancement so 
that all nations may develop their economic organizations to guarantee min- 
imum standards of living. Through them we must realize freedom from want— 
a major goal of all people. This means a guaranty of food in adequate amount 
and kind to insure good health; clothing which will be warm and comfortable ; 
housing which will be clean and adequate; medical attention which will pro- 
tect against ill health; education which will vouchsafe social usefulness and 
individual satisfaction ; and opportunity for useful employment. 

Mere economic development of nations does not guarantee better conditions 
for their people. International trade has frequently meant the enrichment of 
industrial countries and financiers, the exploitation of colonial resources and 
labor, and the permanent dependence of backward areas on industrial empires. 
Industrialization has been made the means of achieving national self-sufficiency 
so as to be better prepared to wage war. 

At the same time, it is abundantly apparent that if the industrialization of 
any nation is based upon substandard wages and a consequent substandard level 
of living, it may well result in increased exploitation of workers and also 
create a menace to those nations in which industrialization has been accompa- 
nied by an improved standard of living. The peace treaty ending World War I 
recognized that unjust labor conditions in one country obstructed “the way of 
other nations which desire to improve the conditions in their own countries.” 

World peace and political security are essential prerequisites of industrial 
advancement and the rise in the standard of living of the people of the world. 
Economic understandings regarding monetary relations afford a base for finan- 
cial stability without which trade would be encumbered. Mutual aid in tech- 
nology and finance, relief, recovery, and rehabilitation, provide the tools of 
production. Educational, cultural, and scientific collaboration can spread out 
human knowledge and sharpen our understanding of man and his world. Such 
agreements provide the mechanics for discussion, consultation, collaboration, 
and legislation. But all will be in vain if, at the core, the disparities in living 
standards, the disease that is poverty, and the handicaps of economic inequality 
remain constant threats to these achievements and the source of international 
tensions. 

International peace and amity cannot be established while poverty and misery 
fester in the greater part of the globe. The protest of poverty cloaked the 
march of aggression. Complaints of inequality were sounded repeatedly be- 
tween the two great wars. We heeded them only slightly. 

We are now dedicated, through the Atlantic Charter, “to improve living 
standards, economic adjustments, and social security.” Full employment and 
rising living standards have become international objectives. The task ahead 
of us is great. The disparities in conditions of living among peoples of the 
world and within each nation are enormous. But so long as these exist, fears 
for economic security are engendered. Alarms over competition become wide- 
spread. Trade policy becomes a tool for self-protection, rather than a means 
for the promotion of international development, These inequalities are bar- 
riers to economic and political equality. They promote discriminatory policies. 
They must be eliminated by improving the conditions and raising the standards 
of the people of the world. 


THE EXTENT OF SUBSTANDARDS 


The economic backwardness of the greater part of the world and the destruc- 
tion caused by this war demand deliberate and concerted effort to realize the 
promise of freedom from want. We shall have to gird ourselves for this major 
task, with all the resources and wisdom we possess, to make available our 
knowledge and our facilities of production for the most rapid increase in output. 
, Before the war, the national wealth and the productivity of agriculture and 
industry were relatively low in the greater part of the world. The poverty 
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and backwardness of areas like India and China contrasted with the relatively 
high levels in such countries as New Zealand and the United States. The aver- 
age farm family in New Zealand produced $2,400 worth of products per year 
in contrast to an output of $50 in India. (The dollar value is the international 
unit, developed by the noted economist Colin Clark, and corresponds to th 

value of $1 in the United States from 1925 to 1934.) The American industria 

worker outdid all other workers. .His output. was three times greater than 
that of the English and German worker and many more times greater than the 
worker of Japan and India. 

These wide differences in productivity resulted in sharp contrasts in national 
material wealth and well-being. Clark’s estimates of the average real per capita 
income of the various civilized countries places the range between $1,381 for the 
United States and $100 to $120 for China. At the bottom of the scale, with 
less than $300, are such countries as South Africa, Bulgaria, Rumania, Lithuania, 
and British India. Of 34 countries, only 8 had a real per capita income more 
than half of that in the United States (table I). Eighty percent of the world 
population received a per capita income well below a quarter of that of the 
United States. The 5 great prewar nations including the United States, Great 
Britain, Germany, and Austria, France, and the U. 8. S. R. had some 54 percent 
of the world’s income. 

The results of substandard levels of living are in evidence in another direction. 
For poverty means lower life expectancy. While Netherlanders and New 
Zealanders enjoy a life expectancy of 65 years, the people of India can look 
forward only to 27 years. The life expectancy of Balkan peoples is about 15 
years less than that of the people in the most advanced nations. In areas for 
which statistics are not available, the expectancy of life is probably even lower 
than that reported for India. These simple facts dramatize the disadvantageous 
position of the greater part of the world (table II). 
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TABLE I 


AVERAGE REAL INCOME PER EMPLOYED 
PERSON IN INTERNATIONAL UNITS 
1925 — 1934 
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TABLE I] 


EXPECTATION OF LIFE OF MALE 
POPULATION IN SELECTED COUNTRIES 
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Short life expectancy reflects high infant mortality, so we find infant death 
rates ranging from 39 per thousand live births in the Netherlands to 160 in 
India. Chile, for which data are available, has an infant mortality rate of 217 
per thousand. Tuberculosis flourishes among the poor. The Athenians, in 1988, 
suffered 405 deaths from tuberculosis for every 100,000 persons in their popula- 
tion. Tuberculosis stalked the low-income nations of Mediterranean Europe and 
in the East. The highest world death rates from tuberculosis prevail in South 
America. The city of Callao, Peru, reported 514 deaths per 100,000 population. 
Australia, on the other hand, had consistently low rates of less than 50. 

The food which the people of the world eat is inadequate. While wage earners 
in the greater part of the civilized world devote more than half of their income 
to food, they still do not eat enough to meet minimum standards. Malnutrition 
is general. Before the war, it is estimated that three-quarters of the 1 billion 
people of Asia and more than one-half of the people of Europe had a diet below 
that necessary for a minimum standard of living. 

Clark’s estimate which sets $60 annually as a measure of the cost of a food 
allowance per person for the period of 1925-34, places only Switzerland, Argentina, 
New Zealand, Uruguay, Canada, United States, and France above that minimum 
figure, with such countries as India and China at the lowest measurable end of 
the range. Nor can we overlook the recurrent famines which decimate whole 
nations. While these figures project the disparities among nations, every author- 
itative survey also concludes that few families “even in the most prosperous 
food-producing countries, such as Canada and the United States, have diets that 
are adequate in all respects.” These nutritional deficiencies prevail despite the 
general agreement at the United Nations Food Conference that “the goal of 
freedom from want of food, suitable and adequate for the health and strength of 
all people, can be achieved.” 

Clothing, which is essential for protection and health, is lacking throughout 
the world. The United States, in 1939, consumed 36.03 pounds of apparel fiber 
per person and 22 percent of all apparel fibers produced in the world. Apparel 
fiber consumption on a per capita basis outside the United States was 8.4 
pounds. While cotton per capita consumption in the United States was 26.8 
pounds, the average per capita consumption of cotton in the world was only 
about 6144 pounds. Of all fibers except flax, the consumption outside the United 
States was extremely low. This country consumed 10 percent of the world’s 
wool ; 44 percent of the available silk; and 27 percent of the rayon fiber. 

Few countries of the world, including the most advanced, can boast of having 
even approximately adequate housing facilities for all their people. The number 
of homes is below any reasonable standard of occupancy and their conditions 
do not meet appropriate levels of sufficiency. Even in the United States housing 
is the most outstanding inadequacy of our national standard. 

In other countries, conditions are even less satisfactory. A comparison of the 
quality of the predominant types of workers’ dwellings throughout the world in 
the prewar period places such cities as Montreal, Manchester, and Basle at the 
top of the list, despite their deficiencies, and scales down the various cities to the 
lowest and most inadequate category which includes such important population 
centers as Paris, Glasgow, Florence, Milan, Trieste, Warsaw, and Shanghai. 

In the matter of medical care, education, and recreation the people of the world 
sadly lack even minimum provisions. Medical care was most extensive in New 
Zealand, with the United States next. Yet we know how sadly lacking these 
countries are in providing curative and preventative facilities. Current esti- 
mates place the estimated cost of needed health facilities in the United States 
at a minimum of $2 billion merely to bring this country up to current standards. 
Provision in Germany before the war was about 15 percent below New Zealand, 
with Japan about 60 percent below and India about 90 percent below the highest 
standard. 

These inadequate conditions of life, resulting in high mortality and short life 
span, are reflected in low productivity and low income. The wage rates even in 
the most advanced industrial areas, seldom equal, on a direct currency basis, one- 
half of that enjoyed by the American worker. In the less advanced nations, 
hourly earnings are nor more than 10 to 20 percent of the American rate of pay, 
and in the most backward countries, they frequently are as low as 1 percent or 
even lower. Long hours do not compensate in markedly higher weekly earnings. 
While the advanced nations before the war were striving to adopt the 40- and 48- 
hour week, backward nations still observed workweeks of 60 hours or more. The 
inadequacies of income have driven people to send their children to work at the 
earliest ages. Child labor is commonplace. Mothers are compelled to work to 
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supplement the family’s income. Even slavery and forced labor have been com- 
mon methods of exploitation. 

The war has depressed conditions even below the levels previously existing. 
Whole nations have been decimated and others displaced ; industry and cities have 
been destroyed ; farmlands have been laid waste. The occupied nations have had 
their standards of living reduced. Disease and famine have been widespread. 
Labor standards have broken down completely in many nations. We must re- 
build not only the prewar conditions which we have described as totally inade- 
quate, but quickly exceed them by progressing to the international minimum 
standard necessary for independent, healthy, vigorous, and intelligent citizens 
in a democratic world. We can meet these new tests of production and of living 
standards. There is no reason for despair since we have the technology, the 
physical resources, and the people. We must find the determination to move 
directly and determinedly to the goal of freedom from want. 


INTERNATIONAL MINIMUMS NEEDED 


We have long since learned that strong, free trade unions and national minimum 
labor standards are the only safeguards against the exploitation of labor. In 
our separate national economies, we have combated misuse of economic tools 
by insisting upon higher incomes and legislation to protect the worker against 
unsocial conditions and to assure him of at least a decent level of living. 

Such gains have spread the benefits of industrialization to all people of the 
nations that have undertaken them. Improvements in the lives of the workers 
and the general population of such industrial countries, moreover, led to a corre- 
spondingly higher productivity and greater incentives to industrial efficiency. 
Improved labor conditions and legislation setting up minimum standards encour- 
aged industrial progress and helped keep in rein wide fluctuations of industrial 
activity. Industrial nations have learned that controls are essential to the 
realization of an economy of full employment and security at high living levels. 

If this is true on a national scale, it can be no less true internationally. 
Freedom from want can only derive from minimum standards of working and 
living; peace can only be secured if there is freedom from want. The problem 
is at once as easy as that and as difficult as that. 

The movement for international labor standards dates back at least a cen- 
tury. Its results are concrete and numerous—but insufficient. We must move 
further—and faster. We cannot dissipate the effort to free our world from 
want by rebuilding upon old economies, ill adapted to our new concepts. We 
must strike out anew by means of a joint determination to compel the inter- 
national observance of minimal requirements through the maximum use of the 
national incomes of all peoples. 

Voluntary adherence to international labor standards has been a will-o’-the- 
wisp. The 67 conventions adopted by the International Labor Office still gen- 
erally remain unobserved. We must now proceed boldly, on two fronts—by 
international legislation requiring minimum standards and by adopting addi- 
tional voluntary agreements on more advanced standards. The price of failure 
will be international instability, world depression, and another war. 

We therefore urge that the United Nations Conference at San Francisco pre- 
scribe minimum labor standards for all signatories—a World Labor Charter. 
We further suggest and urge that this charter be twofold—a basic international 
code of fair labor practices incorporating the immediate objectives to be at- 
tained, and a broader international program of fair labor practices incorporat- 
ing longer range obectives, to be attained over a greater period of time, in 
consonance with the more gradual abilities of the world family of nations ulti- 
mately to bring their people up to such standard. 

The international code of fair labor practices that we propose shall become 
the qualification for participation in world affairs. All nations seeking the 
benefits of international trade shall be required to observe these standards 
forthwith. All international loans, commodity agreements, and arrangements 
for the transfer of materials, or with respect to air transport or other inter- 
national undestandings, shall require adherence to these standards as immediate 
qualifications fo participation. 

The provision that beneficiaries of developmental loans shall conform with 
minimum labor standards has frequently been urged. The American Regional 
Conference of the International Labor Office in 1939 proposed that “all credit 
agreements between the nations of the American continent should make pro- 
vision for the effective enforcement of fair labor standards upon all work 
financed by virtue of such agreements.” The British Colonial Development and 
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Welfare Act has laid down minimum fair labor standards as prerequisites of 
financial aid. The United States has required the maintenance of minimum 
working stexdards in its loans. Such sanctions must now become established 
international practice. 

Minimum labor standards have been accepted as necessary for international 
commodity agreements. If these arrangements are to concern themselves with 
the problems of surpluses, reserves, and prices, they must also assure that the 
labor employed in the production of these commodities enjoys at least minimum 
standard conditions and that the respective nations conform freely with the 
specific labor conventions that might be adopted for particular industries or 
areas. The principle of prescribing acceptance and compliance with minimum 
labor standards in other international agreements has been widely endorsed. 

We must make conformance with such standards the minimum obligation of 
all nations. Economic self-interest, as it requires participation in these inter- 
national economic relations, will impel nations to conform. In the United 
States, the right of the industry of one State to trade outside its own borders is 
dependent upon the observance of a Fair Labor Standards Act. The principles 
underlying this act must become the cornerstone of international relations. 
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THE LONG-RANGE GOALS 


The World Charter of Labor should provide for the acceptance by all nations 
of the following basic policies and principles, and international program of fair 
labor practices: 
1. The governments will assume the responsibility of insuring employment to 
all persons willing and able to work at rates of pay which will insure them at 
least a minimum standard of living needed by workers. It will pursue such i 
policies respecting expenditures and controls over prices and monopolistic prac- 


tices and economic arrangements as will result in full employment. 

2. The goverments agree to abolish all forms of servitude and compulsory 
labor in colonial or dependent areas. 

3. The governments will pursue such policies and take such measures as are 
necessary for the fullest development of their natural and capital industrial 
resources to secure the earliest possible realization of the minimum necessaries 
of life, including food, clothing, shelter, medical care, education, and cultural 
facilities required for vigorous and healthy participation of a citizen in a demo- 
crate society. 

4. The governments agree to establish minimum-wage machinery and regula- 
tions of hours of work which will assure the highest possible level of wages, the 
early realization of the S-hour day and 40-hour week, and the guaranty to all 
workers of at least 2 weeks’ vacation with pay and full pay for all legal holidays. 
5. The governments undertake to protect labor’s right to organize freely in 


trade unions by abolishing all repressive measures and penalizing all inter- 
ference, restraints or coercion, so that free association may follow and unions 
may perform their normal functions. 

6. The governments will establish a system of social security which will pro- 
tect all workers and their dependents from loss of earnings from their employ- 
ment for any cause, be it unemployment, disability, old age, illness, accidents, or 
disease, and will provide such medical facilities and care as are necessary for 
the person's full recovery, and such training as will prepare him for full employ- 
ment. Legislation will be enacted to safeguard employment and minimize indus- 
trial accidents and disease. The government will establish free employment 
offices to facilitate the proper placement and training of workers. Educational 
facilities will be provided for training. 

7. The governments will enact legislation designed to allow for the develop- 
ment of healthy children by assuring adequate food, medical care, housing, edu- 
cational facilities, and other opportunities. 

8. The governments will protect the right of all people, irrespective of race, 
creed, color, or sex to all opportunities and to equal terms. 

9. The governments will arrange for the participation of trade unions in the 
administration of all labor and welfare laws. 


IMMEDIATE, ENFORCEABLE OBJECTIVES 


The general principles promulgated in the international program of fair labor 
practices must be implemented forthwith by specific regulations. The experience | 
of the last 25 years can serve to define precisely the standards which can be 
made immediately obligatory. 
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The World Labor Charter should therefore further provide for the ac- 
ceptance by all nations of the following International Code of Fair Labor Prac- 
tices and for the immediate achievement of the provisions of the code, as here 
set forth. As indicated above, compliance with these provisions shall be a 
condition for participation in world trade. 

1. Child labor.—No person under 14 years of age shall be employed in non- 
industrial employment; no person under 16 years of age shall be employed in 
industrial employment, and no person under 18 years of age shall be employed 
in hazardous occupations. All persons under 18 years of age shall be prohibited 
from working in excess of 8 hours per day, 40 hours per week, 6 days per 
week, and during designated hours of night work. 

2. Hours.—The normal work hours shall be 8 hours per day and 48 hours 
per week and all hours worked in excess of these hsall be paid at an overtime 
rate in excess of the regular rate of pay, except when current international 
conventions call for a shorter workweek. No work shall be performed by 
any person during a specified minimum number of consecutive hours from 
the end of one work day to the beginning of the next. A minimum rest period 
of 24 consecutive hours a week shall be prescribed for all workers. 

3. Wages.—Minimum wage legislation shall be provided for establishing a 
national minimum wage, necessary for the attainment of a satisfactory budget 
and providing for the progressive advancement of wage rates to this standard 
by industry and/or area, and legislation shall be passed making wage standards 
established in union agreements the prevailing rates of pay for such areas 
and industries. 

4. Women.—No woman shall be employed at occupations harmful to women, 
such as in underground mines, and in the use of substances known to poison 
or otherwise injuriously affect women more severely than men, and at night 
work. A provision shall be made for the temporary leave of all women without 
loss of job or pay for a 6-week period before and after childbirth. 

5. Vacation and holidays with pay.—All employees with requisite periods of 
service shall be entitled to 2 weeks’ vacation with pay per year, and full pay 
for all legal holidays. 

6. Trade unions.—Workers in all occupations and industries shall be free 
to join labor organizations and participate fully in their activities and their 
organizations. 

7. Social insurance.—Each country shall enact a comprehensive social insur- 
ance program providing for industrial injury and disease, old age, unemploy- 
ment illness and disability, death and survivor benefits, and establish facilities 
for medical care, hospitalization, sanitation, and education. 

8. Safety—Compliance with minimum safety and health standards for all 
industrial employments shall be required of all establishments. 

9. Employment offices —Free employment offices shall be provided. 

10. Dependent areas.—Slave trade and slavery and forced or compulsory 
labor shall be prohibited. Recruiting of labor shall be controlled. 

11. Reporting compliance and inspection.—EKach signatory shall report action 
taken to comply with these obligations and make such other reports and furnish 
such information as may be necessary. Compliance with these provisions shall 
be determined by the appropriate international agency which shall also be 
charged with the responsibility of making independent investigations of com- 
pliance with these provisions. 








THE UNITED NATIONS MUST ACT 


In a spirit of deep conviction of the need for increasingly higher international 
labor standards and for international commitments to enforce such standards 
in the interest of all peoples, these proposals are offered to the United Nations 
Conference in San Francisco. 

This war has taught many lessons, to nations no less than to individuals. 
It is sad to realize that most of these lessons were know before, but ignored 
or forgotten. Unless our newest and bloodiest instruction in the need for 
enforceable international cooperation to banish want from the humblest and 
remotest nation on earth is learned once again, this time forever, there may 
never be another chance to learn it. 


Mr. Harrison. The committee will stand adjourned until 10 o’clock 
tomorrow morning. 


(Whereupon, at 4 p. m. the subcommittee adjourned, to reconvene 
at 10 a. m. Thursday, December 12, 1957.) 
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THURSDAY, DECEMBER 12, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON Ways AND MEANS, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to adjournment, in the 
main hearing room of the Committee on Ways and Means, the Hon- 
orable Hale Boggs (subcommittee chairman) presiding. 

Mr. Boaes. The committee will come to order. 

The panel discussion before the Subcommittee on Foreign Trade 
Policy of the Committee on Ways and Means today is concerned with 
the United States cotton and cotton textile industries in relation to 
international trade. 

There are a number of features of the domestic production and trade 
in those products which render them appropriate for a case study in 
the analysis of our foreign trade and foreign-trade policy. Among 
these features are the wide range of products produced by the domestic 
cotton textile industry and the fact that some of these products enter 
substantially into the export trade of the United States while in others 
the domestic industry is meeting increased import competition. 

Another consideration relates to the impact on the trade in cotton 
textiles of the agricultural program with respect to price support to 
the growers for cotton, and still another feature has to do with the 
quota restrictions recently brought into effect on exports of Japanese 
cotton textiles to this market. 

Most of the participants in this panel contributed to the compen- 
dium papers assembled and recently published by the subcommittee 
and all of the participants are highly qualified on the basis of their 
experience and studies to discuss the subject here under consideration. 
I wish to thank them for their generous contributions of time and 
effort to the studies of the subcommittee. The participants are, 
starting from my left: 

Mr. Solomon Barkin, director of research, Textile Workers Union of 
America. 

Mr. R. Buford Brandis, chief economist, American Cotton Manu- 
facturers’ Institute, Inc. 

Mr. David L. Cohn, a very distinguished author of Hopewell, N. J. 

Mr. Seymour E. Harris, chairman of the department of economics, 
Harvard University. We have had Mr. Harris here before. We are 
very glad to have you back. 

Mr. Mike M. Masaoka, Washington representative of the American 
Importers of Japanese Textiles, Inc. 

Mr. Nelson A. Stitt, director, United States-Japan Trade Council. 

Mr. John C, White, counsel, American Cotton Shippers Association. 
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I might call attention to the fact that the subcommitee has invited 
comments in writing on the subject matter of the committee’s studies. 
These comments will be included in an appendix to the record of 
this proceeding. In this connection the record will be kept open for 
2 weeks after the conclusion of these panel discussions. I might 
also mention at this point that the participants in this panel will be 
given the opportunity to edit, revise, and extend their remarks. For 
this purpose copies of the transcript will be distributed to them. 

I would call your attention to the fact that we have been able to 
provide only two microphones on the tables at which the panel is 
sitting. I think it would be well if, as each person speaks, he avails 
himself of the microphone in order that he may be heard throughout 
the room. 

I think the discussion may best be gotten under way by giving each 
of the participants in the panel an opportunity to make a brief opening 
statement after which I think the discussion can proceed informally 
with the members of the subcommittee and its staff participating in 
the discussion. 

Mr. Barkin, I wonder if you would start off. 


STATEMENT OF SOLOMON BARKIN, DIRECTOR OF RESEARCH, 
TEXTILE WORKERS UNION OF AMERICA 


Mr. Barkin. I shall attempt to summarize my major comments and 
omit maters which were discussed yesterday by a panel on employ- 
ment, wages, and adjustment problems. 

I will proceed directly to the questions of the cotton textile industry. 

Before doing that I would like merely to mention the rather un- 
favorable setting in which this discussion takes place. 

This morning’s New York Times announced that in November 1957 
unemployment reached its highest level since 1949, which highlights 
one of the difficulties of effecting a liberalization of a program in this 
field. 

Second, without elaborating the point, I would like to make men- 
tion of one phase of the adjustment problem which is likely to result 
from any larger inflow of imports into this country; namely, the 
difficulties of absorbing displaced textile workers in the South. 

Until the last year the problem of displacement of textile workers 
resulting from a contraction of the industry was largely restricted 
to New England and the Middle Atlantic States. That regional 
impact is, unforunately, ending in the sense that now the closing of 
mills is as much of a problem in the South as it is in New England. 

The difficulties of absorbing displaced workers in New England— 
about which much has been said, written, and studied—will be com- 
pounded manifold in the South. The obvious reasons for that con- 
dition are the undeveloped nature, or underdeveloped nature of the 
southern economy, a concurrent decline in many of the staple in- 
dustries of the southern economy—namely, grains, cotton growing, 





lumber, lumber products, and tobacco, and other similar products— 
as well as the decline of this important industry—the textile industry 
as a whole. 

This experience highlights in a dramatic way the difficulties of 
providing the investment capital, the new industrial leadership and 
the employment opportunities to offset the decline of a particular 
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group of industries in a region. There is no indication that there will 
be available within the foreseeable future a volume of employment 
in the South which can absorb the rising population, as well as the 
displacement from these industries which are declining in the area. 
Consequently, we must be particularly sensitive to these peculiar 
problems which will be created by the further shrinkage of this in- 
dustry, either for domestic reasons, or from the impact of imports 
into this country. 

We believe, furthermore, that a virile textile industry is essential 
to the growth and to the maintenance of the American national econ- 
omy. This industry has shown considerable ingenuity in keeping up 
in a relatively routine manner with the changes in habits of dress, 
having stimulated some of it by its own inventions and by following 
the needs of other industries utilizing fabrics. Unfortunately, it has 
not been adequate, either to maintain its place in the economy, or to 
acquire the characteristics of a growth industry. As a matter of fact, 
the total industry has been shrinking, and each year we see more plants, 
more spindles, and more looms scrapped. As a matter of fact, in this 
very year, during the first 9 months, there was a net scrapping of over 
300,000 spindles. 

Since the beginning of October we have publicly been informed of 
at least two more of the larger mills being liquidated. 1 mentioned 
them yesterday, the Safie Manufacturing Co., of Rockingham, N. C., 
and the Merrimack Manufacturing Co., of Lowell, Mass. These are 
only public announcements. There are, no doubt, others that are 
awaiting the same doom as the result of board of directors’ decisions, 
but which have not been disclosed to the public. 

We believe that the United States cannot allow the collapse of this 
industry because, frankly, there is no other country which can cur- 
rently take up this production and supply the fabric which we will 
need at all times. Nevertheless we have seen a continuous process of 
attrition which has been discouraging, depressing, and has caused 
widespread gloom within the industry. This process has been ac- 
celerated by the imports which have come during recent years. 

The import problem in this industry has one major differentiating 
characteristic; namely, that there was no import problem until the 
Japanese began to enjoy the benefits of the most-favored-nation clause 
under the GATT agreement. The basic tariff rates were primarily 
negotiated with the European countries, and Japan became the bene- 
ficiary of these agreements. Consequently, they were not designed 
in the first place to bar Japanese goods, or to regulate their flow, and 
this particular inadvertence and unpremeditated result is one of 
the peculiar conditions which must be provided for under the new 
policy to be adopted under any new system of reciprocal trade. 

There is no adequate machinery to review the impact which follows 
from the extension of existing rates to a new country under the most- 
favored-nation clause. Consequently, this is a condition which must 
be specifically provided for in any new act. 

The ultimate question before the American people and the Congress 


is—Shall we, or shall we not, have an American cotton-textile in- 





dustry? Under the present system of rates and regulations it may 
very well be seriously, if not fatally, injured by a flow of imports. 
Most impressive is the very fact that the rest of the world needs 
American textile industry. We have been the leaders in the world 
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in cotton textiles. We have the most efficient plants and the most 
efficient management; we have introduced many of the most advanced 
modern current fabrics; we have explored and investigated and 
searched for new uses for textiles. Yes; we pioneered in the program 
of promoting the use of fabrics. We were among the leaders in the 
utilization of color and design and pattern which helped to stimulate 
the employment of cotton fabrics in the postwar years for women’s 
wear. We are, in fact, the showplace for the cotton-textile industry. 

During the postwar years teams from abroad came to this country 
to study. They have copied; they have introduced many of our 
methods, learned from our ways of manufacture, and improved their 
own operations. 

The managements of this industry have not been as forward looking 
as the more progressive industries of this country. They have not 
assigned as large a fund to research, to new styling, to new market 
investigations, to new processes, as an industry of this size requires. 
But even though this bill of indictment against the management is 
long, its achievements in this field have kept us ahead of the field in 
comparison with other countries. And we are still there. That is not 
to deny the fact that there are other countries which have specialty 
items, which manufacture fabrics and styles derived from their own 
experience and modes of life which are highly desirable and which 
are most attractive and may be desired by our consumers for special 
purposes. 

These individual innovations, designs, and products resulting from 
the national habits of different people are what make for the great 
variety the world over. We of the TWVA have always contended that 
in an industry such as our own, some of these specialty fabrics should 
be allowed to come in, both to stimulate and to provide variety in our 
own habits of dress, or in industrial applications. 

This margin of imports is stimulating, and not depressive or re- 
pressive. On the other hand, the volume of imports, we contend, 
should not be of such dimensions as to be destructive of this industry, 
particularly in view of the fact that the current tariff rate structure 
was not conceived or designed for, or negotiated with the country 
which now represents the major source of imports. 

May I further note that there is looming on the horizon the possi- 
bility of a new source of imports, which has not yet assumed stagger- 
ing proportions, but which may grow in time if governmental policy 
in that country would favor the modernization of the export division 
of that industry; namely, the Indian cotton-textile industry. Ob- 
viously, the present device of unilateral quotas established by Japan 
is hardly sufficient to cover India’s exports to the United States. 

I would like to conclude with a summary of the paper which I 
contributed to the compendium by urging a threefold program upon 
your committee as being desirous for the cotton-textile industry, a 
program which can become a guide in the analysis of the needs of a 
new import policy for the United States. 

Fundamentally, with respect to the cotton-textile industry, we be- 
lieve that a system of tariff quotas, or escalator tariff arrangements 
such as we have devised in the woolen and worsted industry, is most 
appropriate. Voluntary quotas applied by a single country on a 
unilateral basis are a temporary expedient, and are highly question- 
able as a permanent arrangement. Governments change: under- 
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standings change; consequently such devices cannot become the basis 
of permanent relationships between nations and industries, 

As far as the easing of tariffs is concerned, such a move would 
imperil this industry. The rate is lower than was actually contem- 
plated for its effect 1s not sufficiently restrictive as regards Japan and 
India. To permit the market to be flooded with foreign goods at a 
time when the industry faces a domestic crisis would be to hasten 
drastically the process of mill closing and job destruction now under- 
way in the cotton-textile communities in all regions of this country. 

Congress has not yet adopted legislation to assure the distressed 
communities the aid needed for their rehabilitation and economic 
recovery. 

There are three essentials for the rehabilitation of the country’s 
cotton-textile mills. They are the tightening of the tariff system, the 
establishment of a single price for raw cotton, which I presume will 
be detailed by other witnesses, and the creation of an industry agency 
to develop markets, processes, and products. 

The health of American textiles is important, not only for civilian 
and the military well-being of the country, but for the world textile 
industry which uses it as a production pacesetter. 

Mr. Boaes. Thank you very much. 

Mr. Brandis, I wonder if we might hear from you now. 


STATEMENT OF R. BUFORD BRANDIS, CHIEF ECONOMIST, 
AMERICAN COTTON MANUFACTURERS’ INSTITUTE, INC. 


Mr. Branois. I, too, want to summarize the paper which I filed 
for the compendium. It seems to me that one of the basic considera- 
tions is this: that the cotton-textile industry in the United States is 
in between what I have called the milestones of foreign-trade policy 
and agricultural policy. The fact that we process a raw material that 
is price supported, and which is available outside the United States 
now at roughly 20 percent below the price that the United States 
mills pay for it, gives us a very substantial disadvantage in com- 
peting with imports. That this is a substantial disadvantage, I think, 
is indicated by the fact that over half, according to the Department 
of Agriculture’s data, of the total cost of producing cotton cloth in 
the gray, that is, as it comes off the looms, over half that total cost 
of production is raw cotton. As a matter of fact, over the last cro 
year which ended with this past July, the Department’s figures indi- 
cate that cotton cost was 54 percent of the total cost. That is to say, 
of the price received by the mills for the sale of cloth; 54 percent of 
that amount was paid out by the mill for the raw cotton that went 
into the cloth. 

Now, the latest data on this is the month of November, and that 
was 56 percent. In other words, in recent months, since the end of 
the crop year, that percentage which cotton cost is of total cost has 
been trending upward. 

We have, of course, a very substantially higher labor cost, and I am 
taking into account productivity differences. Of course, our wage 
rates are substantially higher than rates overseas, but even if one 
assumes that our industry is more productive per man-hour, which I 
am sure it is, as compared with certain overseas industries, still and 
all there is no measurement of productivity here and abroad that I 
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have seen that would lead to the conclusion sometimes advanced that 
our ro rates are offset by our productivity advantage. The fact is 
the productivity of overseas textile industries has been moving upward 
in the postwar years and, as a matter of fact, some of these increases 
in productivity overseas have been aided by United States Govern- 
ment policy. 

Mr. Barkin referred to the productivity team operation. Beyond 
that, of course, there have been the United States financing, Govern- 
ment financing, of certain aspects of overseas industrial rebuilding, 
for other reasons than increasing import competition, I hasten to add. 
But the effect on this industry has been that our wage rate disadvan- 
tage is certainly not offset by any productivity advantage. This 
means, then, we have in addition to a raw material cost disadvantage 
of substantial size, a labor cost disadvantage. The result of all this 
has been an increasing import problem in recent years, somewhat 
alleviated in the months of 1957 because of the Japanese unilateral 
restriction program on exports to this market to which Mr. Barkin 
has also referred. 

The fact is that not only was our import picture worsening, but our 
export picture over the years has worsened since World War II. We 
do have, as I am sure we are all aware—but I think it should be stated 
for the record—an offset on this cotton cost disadvantage insofar as 
our export trade is concerned. There was set up an export equaliza- 
tion fee on our export trade in cotton textiles at the time the two-price 
system on raw cotton was put into effect, and this has been helpful. 
Over 95 percent of the domestic cotton textile production goes into 
domestic channels and therefore is not subject to the export equaliza- 
tion fee, so it is quite clear that for all practical purposes the figure 
of a 20 percent raw cotton cost disadvantage which I mentioned earlier 
is approximately accurate. 

In other words, on over 95 percent of our production there is no 
offset on the cotton cost disadvantage. 

It is also not often realized—and people sometimes are startled to 
learn this—that there was no additional import tax, or tariff adjust- 
ment of any sort on cotton textiles as a result of this two-price cotton 
system, which means that the import competition from which we 
have been suffering may well be accelerated as time goes on and the 
lower priced cotton gets back in the channels of trade in the form 
of imports into this market. 

“7 the problem is a serious one, gentlemen, and it is by no means 
ended. 

Now, hastening through this by way of summary, I believe Mr. 
Barkin referred to the Indian situation. There is a rather interesting 
sidelight on that. There is no immediate large import of Indian cot- 
ton textiles in prospect, but when one recalls that in India the wage 
rate is below the Japanese rate quite substantially—there may be a 
problem created. I think it is true in certain of the Far Eastern 
markets that the Indian industry is giving the Japanese industry some 
serious competition. Not only is the Indian wage rate below the 
Japanese rate, but the Indian Government has a policy which is 
rather complicated with respect to cotton. India is a big row cotton 
producing country, and the net result of their policy is that the 
Indian mills pay less for the Indian-grown cotton than, let us say, 
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Japanese mills would pay for Indian-grown cotton, rather the reverse 
of the situation in this country. 

So over a period of time it is not at all inconceivable that the com- 
petition from India will be of very serious proportions. 

As a matter of fact, there are other sore spots around the world 
which one always has to keep his eye on. The Hong Kong market is 
a source of imports. In the case of Europe we have a number of 
possible situations there. Import competition might become serious 
in the future. 

We come back to the point at which we started, that this industry is 
not running around seeing bogeymen. The fact is that it is caught 
between the foreign trade policy and the agricultural policy ; that the 
only way you can make cotton textiles is out of cotton, and that the 
domestic industry does pay a price for cotton substantially above the 
overseas industries’ price. 

This is an important part of the total cost. In addition to that, 
there are other costs substantially higher in this country. Prior to 
this cotton cost disadvantage which dates back to 1956 only, we had, 
as you will recall, the GATT 1955 reductions in our cotton-textile 
tariffs which were very substantial in order of magnitude. 

In addition, prior to the effective date of those reductions, which 
was September of 1955, our imports were going up at a rather rapid 
rate month by month. In other words, before the rates were cut in 
1955 and before the overseas mills had a substantial raw cotton cost 
advantage, imports into this market were in a rising trend. Since 
that time rates have been reduced and the overseas producers of cotton 
textiles have been enjoying a substantial advantage in the cost of 
raw cotton. 

The result of that whole situation is that the textile industry is very 
much concerned not only about the past and existing competition from 
overseas, but the quite obvious future size of that problem. 

Thank you, Mr. Chairman. 

Mr. Boees. Thank you very much. Mr. Cohn? 


STATEMENT OF DAVID L. COHN, AUTHOR, HOPEWELL, N. J. 


Mr. Coun. Mr. Chairman, if I may, I should like to make 1 or 2 
personal remarks before reading a small prepared statement I have. 

The first is that I find myself rather lonely in this meeting here 
today because I represent only that interest which, when one does 
represent it, tends to bring down upon one in our country not only the 
pity of the populace, most of the people, but also their contempt, 
namely, the public interest. 

As such, I find myself a member, one of the last members indeed, 
of a dying race. So many axes are being ground in Washington, as 
you know, all the time. When I went around here 2 days ago pre- 
yaring to come to this See trying to buy an ax, you could not 
ae one or rent one in the whole city of Washington, and I suggest if 
some young enterpriser wants to make money he could just rent out 
axes to people who want to grind them for a day or two. 

I also say I am moved to a terrible melancholy as I sit here. For 
some 20 or 25 years now I have been going up and down the world, 
looking at the state of the Nation. In 1940, I remember, I had the 
privilege of addressing a great many of my fellow Mississippians at 
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a large annual meeting in Mississippi. At that time the battle of 
France was going on and the balance of the world was teetering. 
One did not know what was going to happen. We might all have 


been lost. Here, to my astonishment and sorrow, I found my coun- ° 


trymen discussing nothing but whether they were going to plant sun- 
flower seed or lespedesa, what the next crops were to be, things of 
absolutely of no relevance to the world in which they live. So we not 
only continued to do business as usual, or more accurately, I would 
say, we continued to do nonsense as usual. 

There is little point in discussing anything with the Russian sat- 
ellites over our heads unless we discuss it with some relevance to the 
world in which we live. In other words, we had better take a new 
point of view about our world. 

I want also to say that I find myself lonely here for another reason, 
namely, that the distinguished gentlemen here are in one field or 
another expert. I am not expert at all in this field. I can claim only 
the rather drab distinction of having been a buyer and seller of cotton 
goods for a great many years, having been an importer of cotton 
goods, having sold cotton goods over the counter, and having talked 
to cotton-goods manufacturers many, many times, having been invited 
once at a very high salary—I suppose I was a dope not to take it— 
to go to New England and become a sales manager of a New England 
cotton mill. 

When I looked into it I found the mill was going into bankruptcy 
had nothing to do with the Slovaks or Chileans or anybody from 
Punta Arenas to Zanzibar. They were going out of business because 
they had been making ginghams for 50 years and people just ought to 
go on wearing ginghams, without the slightest relevance to the chang- 
ing tastes of the people. 

This still marks the textile industry to a large extent as I continue 
to see my friends in the business less aware of style change than any 
group in the country, while crying that they are being done in by 
somebody else. 

With these personal remarks concluded, I now would like to read a 
general statement which has nothing specifically to do with the textile 
business at all but has, in my opinion, to do with the world in which 
we live and the whole tariff situation in general. 

There are two supremely corny jokes in the standard American 
jokebook. One, now seldom told, is about the drummer and the 
farmer’s beautiful daughter. The other, still told deadpan by in- 
dustrialists even to committees such as this, is how American in- 
dustry is about to be ruined by what they call foreign pauper labor. 
This joke evoked the following remarks 50 years ago: © 

The dependence of our manufacturing industries on tariff duties is greatly 
exaggerated. The constant shouting about foreign pauper labor has brought 
about a state of pusillanimity among manufacturers * * * who have incessantly 


predicted wholesale ruin unless the tariff system were maintained without 
change of a dot * * *. 

To the economist nothing is more nauseating than the cry about prosperity 
and the tariff * * *. One would suppose that the country would go to certain 
ruin if a single duty were reduced * * *. 

* * * When duties of 50, 80, and 100 percent come to be looked upon as 
normal protectionist rates; when ingenious devices * * * are resorted to in 
order to bring about such high rates without its being made plain that this 
is the thing really aimed at and accomplished ; when, by the logrolling process 
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the policy comes to be applied indiscriminately to any and every article with- 
out serutiny of the possibility of ultimate cheapening or the promise of social 
or political gain—then it is time to calla halt * * *. 

So wrote F. W. Taussig of Harvard’s economics faculty. As our 
industries were about to be destroyed by foreigners in 1910, it is 
heartening evidence of American robustness to find the same in- 
dustries—in louder voice and lustier health—complaining in 1957 that 
they are about to be destroyed by foreigners. 

We call ourselves history’s richest, most industrially efficient nation. 
We also call ourselves leaders of the free world even if it is not en- 
tirely clear who is leading whom and where. Yet colossus that we 
are, we whine that we are about to be overthrown by Japanese-made 
falsies, Hong Kong shirts, Swedish clothespins, Dutch cheese, Peru- 
vian tunafish. 

Our giant industrialists seem to have abandoned self-help for self- 
pity. Thus, the General Electric Co.—whose annual sales exceed 
Japan’s total foreign trade—recently pictured itself a St. Sebastian 
pierced by the arrows of Japanese electric lamp bulbs. Sadder still, 
foreign competition has so impoverished our textile magnates that 
their wives wear last year’s made-over emeralds to this year’s Florida 
dinner parties. 

Under these melancholy circumstances it seems churlish to mention 
other Americans who are affected by our tariffs. Economists call 
them consumers. They have as little to say about tariffs as a hog- 
and-hominy Mississippi Democrat would have to say at a Vermont 
Republican caucus. Yet in this land of happy endings, they are not 
unhappy. Narcotized by installment buying that converts posses- 
sion into the illusion of ownership, they feel no pain. Doers of the 
Nation’s work, fighters of the Nation’s wars, payers of the Nation’s 
taxes, supporters of the friendly loan companies, the better to eat you 
up my child, it is easy for tariff slickers to do them in. Politically 
voiceless, they are as economically illiterate as the ordinary bank vice 
president. 

It could hardly be otherwise in our gift-wrapped culture. The 
tariff is envelensll in mystery. It is discussed in the incomprehensible 
gibberish affected by lawyers, social scientists, and evangelists who 
speak in unknown tongues. Since the consumer cannot understand 
it, he thinks that logrolling, for example, has to do with lumbering. 
Nor does his Government help him. It provides free pamphlets on 
how to hang wallpaper, how to treat hay fever, and what snakes are 
helpful around the barn. But it does not tell the citizen how the 
tariff operates, and on whom. 

Yet the consumer does get a break. He rides on tires made of 
duty-free rubber, eats from cans fashioned of free-list tin, gapes at 
free-list masterpieces in museums, worships at free-list altars. Bisiie- 
times—as a final act of tenderness toward him—he is hanged with 
rope made of free-list hemp. 

Generously, we put small duties on some things. These include 
such indispensable, widely used items as carillons, meerschaum, bird’s 
nest soup, eel grass, human hair. But since there is now so much 
tearing of hair among members of our all-wise Government, we shall 
have to raise hair duties to protect domestic producers. 


99921—5&—— 42 














: 
: 
| 
: 
: 
4 
4 
j 


tr me 


652 FOREIGN TRADE POLICY 


No one can contest our right to be stupid concerning tariffs and 
other things that affect the Nation’s survival, for stupidity is as much 
an aspect of sovereignty as wisdom. Latterly, however, the feeling 
has been growing in the country that since we are abusing the right to 
be stupid, the right ought to be curbed even at some loss to liberty. 
But in the interim we are free to go from one form of idiotic insularity 
to another, until finally there will be no place left to go since outer 
space seems to have been preempted by a potential enemy. 

Here we suffer an embarrassment of riches, but one example will 
have to suffice as illustration of our ability to alienate friends. 

When Miss Margaret Truman was married in an Italian-made dress 
to Mr. Clifton Daniel, she received several letters saying, in effect, 
“You ought to be ashamed.” A “genu-wine” American girl, according 
to the writers, would have been married in nothing except a “genu- 
wine” American dress and indeed would prefer a little Sears, Roebuck 
number to an original Balenciaga. 

If this form of peevishness were confined to those who wrote Miss 
Truman—representative though they are of the whole hookworm and 
pellagra school of economics—little harm would be done. But it has 
been given solemn sanctions by South Carolina and Alabama. Making 
foreign policy for the Nation while making little sense about the 
Nation’s plight, they have decreed that stores selling Japanese textiles 
must post a sign reading “Japanese textiles sold here.” 

Captain Boycott, in Confederate uniform, protects textile mills 
against foreign competition. But this is not all. The sign, the law 
decrees, must be “not less than 4 inches high.” Hence, not content 
to alienate the greatest free power in the Pacific, we must give the act 
of alienation a blueprint with detailed specifications. 

But suppose that the now pro-American Japanese should come to 
believe that, to paraphrase Clausewitz on war, our trade restrictions 
on them here and our denial of their right to trade fully with Red 
China, are a continuation of the occupation by other means? And 
suppose that Japan should then turn to the Communist world? 

We would lose her with her 90 million industrious, intelligent peo- 
ple, the greatest workshop in Asia, and positions that now enable us 
to stay in the Pacific. Yet there would be compensations. We would 
gain exclusive control of the domestic market for ginghams, velveteens, 
and dishrags. After all, we are not fools. Or are we? 

Leaving this torturing question in abeyance, it would appear that, 
however uncertain the time, some things are certain. 

We cannot be in the world and yet out of it; unless, that is, we 
retire to the rocks as Saint Anthony did and comfort ourselves with 
hallucinations of riches and grandeur. This, too, would appear to be 
confimed by history and experience. The only truly self-contained 
communities in the world are the cemeteries. Surely we cannot succeed 
in doing what we seem so suicidally bent upon doing. We cannot at 
once be political internationalists and economic nationalists. 

This is equivalent to expecting one Siamese twin to play Beethoven’s 
Moonli bt Donate on the ukulele while the other does a jailhouse rock 
with Marilyn Monroe. Nor can we—except at peril of our lives— 
tamper with the fragile chain of interdependence that binds us to 
other friendly nations some of whom control the military bases that 
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are the forward bastions of our perilous security. Upon this chain 
we hang suspended above the abyss. 

Today, the signals of the Russian-made satellites above us may be 
sounding the horns of mankind’s impending doom. Today, one-third 
of our Strategic Air Force is constantly aloft to strike if we are 
stricken. This is indeed a moment when, in a flash, there could come 
such catastrophic change that all of man’s history to date would there- 
after seem to be but a footnote to history. 

In such a moment, it is becoming saat perhaps saving that we should 
conduct ourselves as a great a not merely a big country. This 
the high heart counsels us to do. But if we should not heed it, let us 
then heed the stubborn mind; the mind that tells us that we shall not 
be saved by arms alone for now, as the spiritual puts it, “There is no 
hiding place down there.” 

Having made these general remarks, I want to read a paragraph 
or two with respect. to the history of the textile industry which has 
been talked about here this morning. 


The American textile industry, during most of its long life, has been a sorely 
troubled one, with a record for recurring deficits matched only by coal and wool. 
The last really profitable era in cotton textiles goes back to the early years of 
the century. “Since then,” wrote Fortune in July 1947, “only wars have bailed 
the industry out. This (cotton) is one of the world’s great basic fibers, more 
versatile than any, which, in spite of backward development, cut-throat competi- 
tion, and the inroads * * * of synthetic fabrics, still retains 70 percent of the 
total textile market in this country.” 

During the First World War, the industry saw a wild expansion of capacity ; 
that overhung it not for a year or two, but for the next two decades. It was 
also the victim of its method of manufacturing and selling. Mills produced 
mostly gray goods—the unbleached, uncolored, unfinished product of the looms. 
These were sold through Worth Street brokers, commission houses, and selling 
agents to converters, who determined the design, style, and color for the goods 
and sent them to finishers for bleaching, dyeing, or printing. Converters then 
sold the finished cloth as yard goods to wholesalers or as piece goods to garment 
makers. 

What was the effect of this tangled pattern of manufacturing and marketing? 
Fortune tells us: “The mills operated far from ultimate markets. Since they 
were as close-mouthed as they were closely held, and all stages of the industry 
were ruggedly independent, they operated largely blind. Inventories could start 
piling up on wholesalers, garmentmakers, or converters, and before the intelli- 
gence crept back to millmen, gray goods * * * were coming out of their ears.” 

During this period of cheap cotton and low wages when, says Fortune, “mills 
generally held mill towns in vassalage,’ many of them continued to produce, 
not in the hope of making a profit, but in the hope of covering overhead. The 
result was that “Through most of the twenties and terrible thirties, with over- 
production rolling up as rhythmically as tides of the sea and pounding gray- 
goods prices to pieces, the mills were at the mercy of * * * converters and big 
retail buying combines, which often dictate prices in a chronically distressed 
market.” 

This condition led to a massacre of textile properties. In the period of 1925- 
39, nearly one-third of the mills were closed out. So great was the distress that 
the abandoned spindleage equaled the total Japanese cotton-textile plant. Yet 
even after this gargantuan purge, idle capacity and overproduction plagued 
the cotton mills. The survivors were to be saved; not through the circumstance 
of world tragedy—in the same manner that so many other men in so many other 
industries became rich. 

A fantastic turnabout was in store for them. Business improved with the 
outbreak of the Second World War in 1939, becoming still better when the 
United States entered the war in 1941. It rose to frantic boom proportions as 
the war went out. Domestic consumption of cotton goods increased enormously. 
And mills turned out endless quantities of goods for the armed services. 
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In the circumstances, yesterday’s suicidal folly of the mills became today’s 
saving wisdom. They cashed in handsomely on their vastly expanded capacity, 
and by 1942 hit an alltime high production record of 12 billion square yards of 
cloth. 

A few years before mills had been sold on the auction block for what they 
would bring. Now their profits were enormous. They were so high that The 
American Wool & Cotton Reporter, a trade journal, applied to them the ugly 
term—‘unconscionable.” And profits continued to pile up for a while after 
the end of the war. For 1946 they were about 270 percent above those of 1945. 
No other section of the manufacturing industry equaled this rise of earnings. 

Converters, too, grew fat during the war. Their average profits jumped 950 
percent. between 1939 and 1943. Noting these rich pickings, mills shouldered 
converters away from the trough and grabbed everything possible for them- 
selves. They began converting their own gray goods and reduced supplies to 
converters. By the end of the war gray goods had almost disappeared from 
the open market, producing a frantic scramble to buy mills. 

Big converters bought to assure themselves of supplies of gray goods. Com- 
mission houses bought mills whose products they sold or entered into consolida- 
tions with them. Big mill groups purchased small mill groups. Between 1944 
and 1946 there was a tremendous turnover of mill properties—20 to 25 percent 
of the total cotton-textile equipment of the country changing hands and over 290 
recorded sales of cotton-mill companies. 

The traffic was mainly in old plants and equipment because new mills could 
not be built during the war and postwar costs made construction almost pro- 
hibitive. Under the pressure of heavy buying, prices shot skyward. In the 
depression of the 1930’s, spindles had sold as low as $16. Now they brought 
from $60 to $125 a spindle, 20,000 spindles considered a fair-sized plant. 

When this frenzied episode of the industry had been played out, many mills 
moved toward great and greater integration. 

There is no magic in integration. But integrated mills are more likely to be 
profitable than nonintegrated mills. 


Mr. Boces. Would you mind identifying the book from which you 
were reading ? 

Mr. Coun. This is The Life and Times of King Cotton, a book of 
my own, by David L. Cohn. 

This has nothing to do with foreign competition. These were the 
actions of the mills themselves. I was indeed glad to hear Mr. Barkin 
say that the mills had been a little bit slow on the uptake with respect 
to styling, experimentation, and research. In the case of the mills 
we have in part it seems to me the same thing we have had in the 
cotton industry. 

I happen to have been born and brought up in the cotton patch. 
Indeed, some years ago when I was writing about all that I began 
serious efforts trying to induce farmers to spend a few cents to find 
uses for cotton because, what had the cotton farmer always done? 
He had raised a crop and hoped to God that at cotton-picking time 
he would get enough from the crop to pay the mortgage and buy a 
few shotgun shells to shoot some rabbits and a bottle of whisky. 

The cotton mills have done almost the same thing, complaining 
about foreign competition. 

I would think that people as ingenious as we hold ourselves out 
to be, as self-reliant as we hold ourselves out to be, but now with all 
the qualities of American ingenuity and self-reliance coming into 
serious question around the world, we would seek to find answers to 
our troubles not in imprisoning industry and imprisoning all Ameri- 
cans inside tariff walls, but through their own efforts. 


Mr. Boaes. Thank you very much, Mr.Cohn. Dr. Harris? 
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STATEMENT OF SEYMOUR E. HARRIS, CHAIRMAN, DEPARTMENT 
OF ECONOMICS, HARVARD UNIVERSITY 


Mr. Harris. Mr. Chairman, may I make clear at the outset that 
although I am chairman of the economics department of Harvard, 
I am not speaking for Harvard. You can see how inappropriate it 
would be for me to say that I am speaking for Harvard when I face 
Mr. Rashish here, one of my former students, and Mr, Brandis, also 
a former student, and the three of us I am sure do not see eye to eye on 
this subject. Mr. Cohn, on the other hand, quoted Professor Taussig, 
of Harvard,a great free trader. So it is very difficult 

Mr. Boees. I do not want to interrupt you, Doctor, but does this 
mean that you have not convineed anybody # 

Mr. Harris. I am not very persuasive. 

I did want to say also that I am chairman of the New England 
Governors Technical Committee and in a general way I do speak for 
the New England Governors Committee. I might say in a general 
way I speak for the New England Governors because I have talked 
with them about this problem at least six times in the last few years 
and in general we are in substantial agreement. 

I have talked to them and have presented papers on these issues. 
So in a broad, general way I think they would approve of what I have 
tosay here. 

I might also say, Mr. Chairman, that this paper is only 18,000 
words and I can summarize it much more quickly than I did last 
year for you, for that paper was about 30,000 to 40,000 words. Solam 
improving. 

I want to start off by say I am a little surprised that Mr. Cohn takes 
the position he does because I note from his writings that he has 
been eloquent in the defense of the weak. I might also say, Mr. 
Congressman, that I think it would be a good idea to invite men like 
Mr. Cohn to meetings of this kind. I think Congressmen take an 
awful lot of punishment in these hearings and to have a man who is 
eloquent and can write and speak as Mr. Cohn does, makes life much 
more pleasant for the average Congressman. But I do not want you 
to be too much influenced by his literary skill and persuasive powers. 

Mr. Chairman, I am not going to be able to be here this afternoon 
except for a short time because, frankly, despite the fact that I am a 
partisan Democrat, as you probably know, I am having a conference 
with a Republican member of the Cabinet. 

Let. me start off by saying that I think it is the current policy of 
the American Government, and has been for a generation at least, to 
help the weak rather than the strong. The old theory upon which 
we usually discuss these problems, namely, that you get rid of the 
weak, have a good deal of blood-letting and let the strong survive, 
I do not think is a general policy of the United States Government 
today. I can quote you many policies that suggest that this is not 
the appropriate policy. 

As Mr. Barkin pointed out, there has been a good deal of unem- 
ployment lately. We are talking a good deal about liberalization of 
our tariffs. I might say for the benefit of this group I still consider 
myself a free trader, although many of my academic friends do not 
quite agree. 
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I do think that a major problem, as Mr. Cohn suggested, I think the 
major issue is a political issue. We do have to have our friends. We 
have to cooperate with the Japanese and the people from India, and 
so forth. I certainly do not feel that we can afford to leave these 
issues out of mind. 

I think we can develop a policy which takes into account these inter- 
national urgencies and at the same time have a policy that takes into 
account, within limits, our own problems outside of the issue of the 
political objectives. 

I want to point out, Mr. Chairman, that another colleague from 
Harvard whom I am sure you have had down here recently, Profes- 
sor Haberler, and I shared for some 20 years a seminar in international 
economics, and we have argued every week. 

But the other day he presented a public address at Harvard when 
he was being inducted into a new chair and what Professor Haberler 
said was the trouble, the reason we are in difficulty, the problem of 
dollar shortage, why Europe is always having international disequi- 
librium, the real explanation of this is not the tariff, mind you, the 
real explanation is their own monetary and fiscal policies—in other 
words, the mistakes that these people are making abroad—which 
bring many of their troubles and problems. 

If they had sane and adequate policies abroad, then we would not 
be asked to deal with the problem of tariff cuts. I want to say Profes- 
sor Haberler did say he would also like to see tariffs cut, but he did 
very clearly say that the major cause of disequilibrium should be do- 
mestic and fiscal policies. 

Professor Haberler, the sage of the free traders, makes this state- 
ment. 

I might also say part of what Mr. Cohn said along the same lines, 
namely, that the base of protectionism is not the United States. The 
real base of protectionism is abroad. Compared to most of the major 
countries of the world, the United States is a free-trade country. So 
let us not blame protectionism on the United States. 

It also has been said, and I have said many times that the way to 
expand international trade is through more income. We must not 
forget that we have had a tremendous expansion of trade. Never have 
we had such an expansion of trade. 

Why have we had this expansion of trade? Has it been because of 
tariff cuts? Tariff cuts have certainly contributed to some extent 
to this expansion of trade, but the major factor has been the rise of 
income. If you do not believe that, compare our trade growth in 
the 1930’s, when we had a substantial policy of tariff cutting, with 
our trade program in the postwar period, when we had a similar policy, 
but we had in the postwar period a large rise of income which we did 
not have in the 1930's. 

One of the major arguments used for tariff cuts and sacrificing 
domestic industry is their relation to dollar shortage. I want to 
point out, as I have many times before, that the dollar-shortage prob- 
lem can be solved in many ways, and I think the way to solve the 
dollar-shortage problem, which is an important political problem 
about which Mr. Cohn was speaking, is not by sacrificing industry, 
but by putting this burden on all Americans. It is a problem for the 
needs of the American economy and the American system. 
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We have to help all these countries solve their dollar problem. If 
we do, we do it by general measures and not by concentrating the 
brunt of the adjustment on a few weak and vulnerable industries. 

I ‘am not unaware of the Japanese problems. I have had many 
students from Japan. I have talked with these students many times. 
Every year we have a few Japanese students, and they are generally 
very good. I want to say that I am sympathetic with the Japanese 
problem. The Japanese do have to solve their dollar problem, but I 
do not think that it has to be solved by concentrating a large part of 
the total costs on the textile industry. 

The Japanese problem can be solved, for example, in part by a 
more careful monetary and fiscal policy, by a more careful scrutiny 
of imports, and the Japanese in one statement published in the hear- 
ings made it very clear that they are moving in the direction of pro- 
ducing synthetics as a means of saving dollars. 

We can also help solve the Japanese problem by private capital ex- 
ports, even to some extent by temporary foreign aid. It is significant 
that one of the most revolutionary changes im our balance of pay- 
ments the last few years has been a very large increase in the exports 
of private capital from the United States. This could make a very 
important contribution toward solving the Japanese economic problem. 

Mr. Brandis has already mentioned my next point and so has Mr. 
Barkin, but very quickly I want to say a word about the problem 
of the one-price cotton. One of our problems in the textile industry 
has been that we have been squeezed in both directions. We have 
been squeezed by the high price of cotton, following our agricultural 
policy, and on the other hand, we have been squeezed by increased 
foreign competition as a result of the lowering of tariff barriers. 

We have been squeezed in other ways. For example, it is quite 
clear that the United States monetary and fiscal policy has been un- 
fortunate for the textile industry. ‘There has been a tremendous in- 
crease in the amount of total credits, about $120 billion of housing 
and consumer durable credit. The United States Government itself 
now has about $85 billion in credit and guaranties outstanding. Has 
this helped the clothing industry? Not one iota. 

It has helped the housing industry. It has helped the television 
industry and the automobile industry. In other words, it has con- 
tributed toward a change in spending pattern which has affected ad- 
versely the American textile industry. 

So let us look for a minute at the agricultural policy which, as these 
gentlemen here have indicated, has been a very serious matter for the 
textile industry. It has been serious especially for New England, but 
it has been serious for the whole textile industry because it has tended 
to encourage the competition of synthetics, which has certainly not 
helped the whole textile industry because synthetic production is a 
chemical process rather than a textile process. 

I am not for 1 minute saying, Congressman Boggs, and I would 
even say this if you were not here, I am not for 1 minute saying that 
we should ditch our farm policy because I do not think we ought to 
say to the cotton farmer, “You are on your own,” which is pretty 
much the position which the CED has taken in its recent statement. 

That is a little unfair to them, but in a general way they want to 
come back to the free market and use controls and price supports only 
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in emergency situations. I do not think we people up in New England 
ought to say to the country, “You ditch the southern farmer and leave 
him on his own because that would help the textile industry.” 

Our position, rather, is that the cotton farmer should be helped. 
How much is a matter of congressional policy. 

Our general policy is that we are not sure that the present method 
of helping the cotton farmer is very good for the cotton farmer or 
for the textile manufacturer. That is one reason we are very strongly 
in favor of one-price cotton. 

Secretary Benson, I think, is a very honest man. Sometimes I dis- 
agree with his policies. He is also a very shrewd man. As you 
pe know, one of the things he has done very effectively is to 

reak up the farm bloc. The corn farmers do not speak to the cotton 
farmers and the cotton farmers do not speak to the corn farmers. 
We, up in New England, are trying to take advantage of this situa- 
tion and we are working on this problem. We hope very much as a 
result of the antagonism among these various groups we can develop 
some program for one-price cotton which would not only mean that 
we would get our cotton cheaper, which is quite consistent with the 
cotton farmer being treated fairly, but I think it also would mean 
that the net result would be that we would give the textile industry 
a considerable boost. 

What part of the cost should be on the consumer and what part 
of the cost should be on the taxpayer is the question, but as a general 
policy let us pay the farmer for producing and not for not produc- 
ing. I think Mr. Cohn would agree this would be a good idea. 

I also want to point out if we want to help our farmers we should 
not put the burden of this help on any one industry. This, again, is 
a problem for the average American. 

I want to point out also what the recent effect has been of our new 
agricultural policy. From 1953 to 1957 we have had a cut in acreage 
of cotton of 42 percent and a cut of bales of 25 percent. This, in part, 
explains the recent rise in the price of cotton which is also a serious 
matter for the textile industry. 

Let me say just a word, since I shall not be here this afternoon, 
about a few points made in some of the other papers that I have had 
the privilege of reading. I think in general they are very good 
papers. 

he papers of the representative of Japanese interests we may say 
in a broad, general way, for example, point out that textile output 
has been going up at a very satisfactory rate. This is a matter of 
how you define output. It is also a question of what years you take 
into account. I can produce for you years that show a decline of 
output, and in almost any period, as Mr. Cohn did so effectively, I 
can produce for you years that show a very decided decline in the 
total amount of employment. 

I think we ought to stress employment rather than output, because 
the serious problem in the textile industry is the great technological 
advances which bring about unemployment and the difficulties of 
maintaining a market adequate to maintain a healthy textile industry. 

One of these papers reviewing the problem of the Japanese position 
says, for example, that the wage differential is not terribly important 
and points out that the American productivity is higher. I shall not 
argue about the wage differential issue because here I sometimes 
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differ with my protectionist friends. All I am saying here is that 
the difference in productivity, according to the figures presented by 
the Japanese side, is something like one-third on the average; that is, 
the American would produce about one-third more than the Japanese. 
This does not offset the difference in wage rates of 10 to 1. 

The wage differentials are there, and I am simply pointing out 
that the difference in productivity as given by this writer does not 
really offset wage differences. 

Now, just a few other items here and I shall be through. 

I want to point out that the textile industry is one which has been 
growing very slowly, if at all. Compared to 1939 we have lost ground 
substantially. Our trend is about 50 percent relative to that of the 
economy. In that kind of industry I do not think it is very wise to 
suggest that we give this industry another kick when it is already 
losing ground in this serious way. 

In other words, I say, as Mr. Cohn suggests, the correct: policy may 
be tariff cutting, and I am not taking any position on this. As an 
economist who has been brought up in the free-trade school by Pro- 
fessor Taussig, who was one of my teachers, I would certainly say 
that there is a lot to be said for cutting tariffs in a general way. 
would also say that the question is, Where do you cut? I think any 
Congressman knows that that is the real issue. If you really do cut, 
you will hit textiles. 

For example, the New York Times a few days ago had a statement 
saying that everybody is coming to Washington to talk to the Com- 
mittee on Reciprocity Information about doing away with what you 
might call the tariff quota on the importation of woolens. Why 
should anybody want to do away with the tariff quota, which simply 
says that if you import more than 5 percent of domestic production, 
the tariff will rise from 25 to 45 percent, where it was in 1948 before 
the Geneva protocol. 

Is this really a smart policy for the United States, for an industry 
which has lost more than 50 percent of its jobs in less than 10 years 
and two-thirds of its jobs in New England? Is it really smart 
policy? Can anybody really justify that kind of policy which would 
result in giving this particular industry another shove downward? 

The New York Times said that the tariff quota on wool is being put 
up to the President as a crucial test and if the President does not yield 
on this particular issue it will be made known to the world that the 
administration is protectionist. 

That seems to me to be a perfectly absurd situation. We should 
think about our tariff policy in relation to foreign aid, in relation 
to all industries. I think American sentiment should be considered 
in terms of all our policies, not on the basis of whether or not the 
President now decides to back down on the concessions made in 1956. 

I would like to point out also, if I may, Mr. Chairman, what is hap- 
pening in textiles is important for the Nation as a whole, but if you 
take particular places—for example, a State like Rhode Island ; Rhode 
Island has the highest concentration of textiles in the North, with 
43 percent of its manufacturing jobs in textiles. Rhode Island has 
had the toughest time of any of the New England States in recent 

ears. 
: When you look at the whole record, the only difference between 
Rhode Island and the rest of New England is the heavy dependence 








| 
| 


svasisaecin ini aS att aaa ete 





660 FOREIGN TRADE POLICY 


of Rhode Island on textiles. Therefore, if you let this industry go 
down some more and even give it a push down, you do tremendous 
damage to certain economies, even greater than is suggested by what 
you do to New England or the country as a whole. 

A great many people complain. I notice the New York Times 
today said something about the fact that we are now weakening the 
escape clause. I think it was an editorial, as I remember. It seems 
they said one of the troubles with the President’s program was that 
they were going to make the escape clause more protectionist. 

I am not sure the escape clause has been a serious escape so far. 
I have taken a good look at statistics, and it does not seem to me 
it has had a serious effect. There are a great many of my friends 
who believe the escape clause should be eliminated entirely. I think 
it isa perfectly absurd position. 

I think nobody should have the right, particularly men who are 
in the Government service, generally not high-level people, moderate- 
ly high-level people, I do not think they should have the right to de- 
stroy an industry without an appeal, and certainly the escape clause 
is a necessary part of any fair tariff policy. 

I also want to point out what has been said or implied by Mr. 
Barkin that the textile industry is a pretty healthy industry in many 
ways. I do not think I agree with Mr. Cohn, despite his expert knowl- 
edge on this subject, that the textile industry, particularly in the 
North, is a sluggish and nonadvancing industry. 

My impression is, if you take the cotton textile industry or rayon 
industry in New England, here is an industry that has been suffering 
great losses for a long period of time. They have had to compete 
with large wage differentials with the South. Anybody that sur- 
vived in that industry had to be pretty good. I would say many 
mistakes were made in the woolen industry in the North. Some of 
these are being remedied. 

I would be reasonably sure some of the trouble in the woolen indus- 
try is a result of bad management, but this is being improved. I do 
not think for a minute that the productivity of the textile industry is 
something we ought to be ashamed of. It has made one of the most 
revolutionary technological advances of any industry in the country 
in the last 10 or 15 years. 

I do not want to say that I believe tariffs are the only explanation 
of the difficulties of the textile industry. I do not think anybody on 
this side of the table would agree to this. There are other issues. We 
do think the tariff policy has played a part, and we feel we must be 
very careful about tariff policy in the future. 

I read Mr. Stitt’s little memo. He has a statement in there which 
specifically and without any reservation says that the trouble was not 
caused by imports. That is a pretty strong statement. I would agree 
with him there are other troubles and disputes, but to say categorically 
that none of the trouble is caused by imports would be a very difficult 
thing to prove. 

That is about all I have to say, Mr. Chairman. You will be pleased 
to note that. 

I want to emphasize one point which cannot be emphasized too 
much. It is that the real issue is not necessarily tariff cuts or tariff 
rises, because how much you need of one or the other depends in part 
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upon what you do in all your other related policies, like foreign aid, 
private capital, gains in export markets by other countries, et cetera. 

These are all relevant items, but what is even more relevant to those 
of us interested in particular economies and particular industries is 
the point that we want to have a fair distribution of any concessions 
that have to be made. I thank you very much for listening to this 
long-winded speech. 

(The following statement was filed by Mr. Harris:) 


SuMMARY oF STATEMENT OF SEYMOUR FE. HARRIS, CHAIRMAN, DEPARTMENT OF 
Economics, HArvarD UNIVERSITY ; CHAIRMAN, NEW ENGLAND GOVERNORS’ TEX- 
TILE COMMITTEE ON THE COTTON TEXTILE INDUSTRY AND AMERICAN TRADE POLICY 


Increase trade? 


In view of the deteriorating international situation, the United States Govern- 
ment is seeking every possible way of appeasing our friends and increasing our 
cooperation. An obvious way out is, of course, to increase the total amount of 
trade. Tariff cuts are an approach to rising trade. 

I do not take any position on the issue of liberalization of trade. Indeed, a case 
can be made out for more trade. 

But we do take a strong position on the distribution of the trade concessions 
if they are made. What is more, we emphasize the point that the most effective 
way to more trade is higher incomes, not tariff reduction. It is only necessary 
to compare the small effects of trade liberalization in the 1930's with the large 
effects in the 10 postwar years. 

The difference? In the 1930’s income was declining or rising littie. In the 10 
postwar years in dollars of stable purchasing power, gross national product rose 
by 44 percent and imports (from 1948 to 1956) by 80 percent in current dollars 
and 60 percent in stable dollars. 

Hence the way to deal with the trade problem is to give the country the mone- 
tary and fiscal policies that will assure the Nation the maximum growth over 
the years. On this score, some mistakes have been made since 1955. 


It is a mistake to treat dollar shortage excessively by tariff cuts—Do not destroy 
the weak 

We are also impressed by the fact that dollar shortage has increasingly been 
used as an argument for reduction of trade barriers. Lower tariffs mean more 
imports and more dollars for the countries short of dollars, it is held. 

Agreed. But we also suggest that there are other ways of easing the dollar 
problem that do not strike with cruelty our industries confronted with serious 
transitional problems. The old classical view that we destroy the weak and 
help the strong is not accepted any longer. More and more we operate on the 
principle that the weak should be helped. 

In recent years, countries short of dollars have been greatly helped by the 
spectacular rise of United States private investments abroad, by foreign aid, and 
by winning third markets. 


Share the burden fairly—Do not destroy the woolen and worsted industry 


These approaches are welcome. They put the burden of economic adjustments 
for our friends abroad on all groups of our population—not merely on textiles 
and similar industries vulnerable to foreign competition and experiencing 
declines. 

Even as I write these lines, the New York Times (December 8, 1957) an- 
nounces the vigorous opposition to the maintenance of the tariff quotas on im- 
ports of woolens and worsteds which were established in 1956 in accordance with 
the provisions of the Geneva protocol of 1948. 

The issue is being put up to the President as an expression of his faith in the 
alliance of democratic countries. 

But this is absurd. Here is an industry that has lost 60 percent of its jobs 
in New England in 8 years and 50 percent in the country; an industry that 
suffers from changes of fashions, from competition of manmade fibers, from 
revisions of private spending patterns encouraged by the Government, and from 
a rise of tariffs in 1948 of about 80 percent. 

Is the proper policy to destroy this industry, or is it to encourage private 
investment abroad, meet Russian competition in foreign aid, and introduce trade 
concessions in the dynamic, growth industries? 
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Is the textile industry growing? 


Incidentally, the witnesses on behalf of Japanese interests before the Ways 
and Means Committee stress the continued growth of the textile industry in this 
country. But much depends on the years studied and the items studied. The 
Japanese spokesmen should compare 1947 and 1956, and they should compare 
employment rather than output; and the trends would not be so encouraging. 


The Japanese problem 


We are not, however, unaware of the serious Japanese problems. We realize 
that Japan is an essential link in the chain of democratic countries. We also 
realize that once more Japanese reserves are beginning to decline. 

We are aware, as the Japanese point out, that the markets in Asia have been 
seriously cut. 

What, then, is the way out for the Japanese? Obviously, careful scrutiny of 
nonessential imports is important. Obviously, investments from abroad and 
necessary foreign aid are essential. The Japanese are also planning to increase 
their use of manmade fibers from 47 percent in 1955 to almost 60 percent of 
total rayon and noncellulosic fiber and cotton yarn: rise of 118 percent for the 
artificial and 2 percent for the cotton yarn. In this way dollars would be saved. 


The sacrifice of textiles to unwise Federal agricultural policy 


Our position rests also on the relation of tariff policy to other aspects of 
Federal policy. The textile industry, ever since the early 1930's, has suffered 
from price-support policies. Above all, the price-raising policies have made the 
textile products more expensive and have cut the employment in the industry and 
the consumption of its product. 


Unfair sales of cotton abroad at low prices to competitors 


According to some official estimates, in the 1930’s consumption of textiles in 
the United States was cut from 10 to 20 percent as a result of the artificial 
raising of the price of cotton and in recent years sales may be 5 to 8 percent less 
than they otherwise would be—a serious matter for an industry that is ex- 
periencing reductions of output and unfavorable prospects. 

In short, the textile industry is being squeezed in one direction by the Gov- 
ernment through its price raising policies—that is, in being forced to pay 
higher prices for its products and at the other end is being squeezed through 
lower tariffs and increased competition. 

The costs of the cotton farm program are especially serious for the textile 
industry. Not only does the Government increase the price of cotton, which is 
about one-half that of the finished product, but actually sells cotton abroad to 
our competitors at prices of about 25 percent below the price in this country. 
In addition, millions of bales are given away. 

It is our hope that in 1958 the Government will abandon a program of penaliz- 
ing American producers and subsidizing their competitors. 

We are not against help to southern farmers vulnerable to free market forces, 
but we do wish that the Government would give us one-price cotton and pay 
the farmer for producing, not for not producing. 


Japanese attitude toward American competition 


Those speaking on behalf of the Japanese industry stress certain points. 

1. The American industry is highly competitive and largely composed of small 
units. The inference is that this means an inefficient industry. I doubt that 
this position can be sustained and especially for the cotton branch. 

2. Much is made of the small ratio of Japanese imports to domestic produc- 
tion, (though large concentration in particular segments is admitted). 

Indeed, Japanese imports are but 1.2 percent of domestic production. But 
the large upward trend is relevant as well as the ratio of total imports to 
domestic production. The great fear of Japanese imports tends to stifle in- 
vestments in an industry where investments are already low. 

3. The Japanese stress the excess of imports from, over exports to, the United 
States and notably the large imports of agricultural products. 

It is well to note that special financing arrangements are made to induce 
these exports from this country, and also there are some issues here of the 
extent to which the textile industry should be sacrificed to the needs of agri- 
culture. Must Japan be allowed to damage greatly the textile industry in 
order that she receive agricultural products at bargain prices? 

4. Japanese representatives minimize wage differentials. I am not raising 
here the question of relevance of wage differentials. But the wage differentials 
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are real and labor cost differentials large. That, for example, operative hours 
in Japan exceed those in the United States for a given output by one-eighth to 
one-third does not in any sense offset a wage differential of 10 to 1 (cf. hearings, 
Ways and Means, 1957, p. 977). 

5. Exclusion from Asiatic and even European markets indeed raise serious 
problems. The failure of numerous GATT countries to extend the benefits 
under GATT given by the United States to Japan was unfortunate, as well 
may be the European common market (and free trade area) if the major effect 
is to put walls up against Japanese and other exports. 

But it does not follow that the American textile industry should absorb the 
markets lost in Asia and Europe. Other ways must be found to help the 
Japanese, and some of these have already been mentioned. 


Mr. Boees. Thank you very much. Mr. Masaoka. 


STATEMENT OF MIKE M. MASAOKA, WASHINGTON REPRESENTA- 
TIVE, AMERICAN IMPORTERS OF JAPANESE TEXTILES, INC. 


Mr. Masaoxa. Mr. Chairman, I think Mr. Cohn pretty well sum- 
marized the case for those of us who believe in the national interest 
of our country and in the relatively minor role which imports play in 
the plight of the textile industry. I must say to Professor Harris | 
was not privileged to be one of his students at Harvard. But [ have 
some ideas on economics that I hope are sound. 

To begin with, 1 think we have to take the statement of Mr. Barkin 
that the import problem in textiles did not become troublesome until 
Japan got into the field, that until Japan began to enjoy most-fav- 
ored-nation treatment and GATT concessions the American textile 
industry faced no import problem. 

Be that as it may, let us examine some of the reasons behind our 
governmental policy which gave to Japan through treaties the right 
to enjoy this most-favored-nation treatment and the right to enjoy 
GATT concessions, because I think they are fundamental to the 
thinking we must do today. 

That is this. We are engaged, as Mr. Cohn said, in a worldwide 
struggle for survival. Make no mistake about it. Our entire 
national strategy is based upon collective security, the mutual alliance 
of free nations. In this great scheme of American defense, Japan is 
the key in the Far East. She has the manpower and the machinery. 
In fact, as the Communist manifesto stated, “who conquers Japan 
conquers Asia, and who conquers Asia conquers the world.” 

It was because of our understanding of this particular threat that 
our Government as a matter of national policy extended to Japan 
these concessions and this most-favored-nation treatment through 
various treaties. 

Sputnik has intensified this threat to our national security. I am 
not here to say too much about this subject, because all of us are 
aware of it, except to say that, in this nuclear-space age we have just 
entered, mutual security is more important than ever, and the opti- 
mum use of the resources of the free world—land, labor, management, 
and capital—must be joined in the common cause, with every nation 
contributing that which it is best able to contribute. We cannot 
waste our resources, 

The Soviet Union and Red China are deliberately embarking upon 
a trade war, together with their military threats everywhere, so saa 
to win away our allies, hoping to win without armed conflict. AJ- 
ready, sputnik has created in the minds of many people the fear that 
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perhaps the United States is losing out in the missile race. Other 
events are giving them fears that perhaps the United States is 
changing its trade-policy principles. 5 i 

Now, the prize for Communist China and Communist Russia is 
Japan. This is the prize at stake. The United States, however, 
wants Japan to be an ally, but, even more, Japan wants to be an 
ally of the United States. For, of all people in Asia, Japan has the 
longest record of experience with Russian ambitions and the Com- 
munist menace. 

Significantly, the key industry in all Japan is textiles. Signifi- 
cantly, too, this historically is the most pro-American of all Japan’s 
industries. It is the largest in terms of out-of-factory shipments, 
producing some one-fifth of all of Japan’s out-of-factory shipments 
last year. It is the largest employer of all Japanese industries, em- 
ploying some one-fourth of the total industrial labor force. It is 
the largest exporter of Japanese commodities, taking care of one-third 
of all of Japan’s exports. It is next to the largest importer, import- 
ing about one-fourth of all imports. This is the industry we talk 
about in the context of today’s discussion; cotton and cotton textiles 
in relation to international trade. 

I think that throughout our entire discussion we ought to keep in 
mind that this is a war for survival, that we cannot afford the luxury 
of uneconomic industries or segments thereof, especially when these 
most directly injure Japan’s ability to export to us and thus to main- 
tain close commercial ties with us. 

As an American, we do not feel that a subindustry, for example, 
employing about 900, should be tolerated at the expense of possibly 
losing 90 million Japanese. Certainly, we believe that when certain 
industries are touched with this import problem the Government has 
a problem of adjustment and a responsibility to the affected people 
in this regard, but I do not think that our Government is required to 
guarantee every industry or every segment from failure or distress. 
When domestic industries speak about trying to broaden the scope of 
American national policy so it does not harm one industry, the an- 
swer, conversely, is simply this: Why should all the American people 
be called upon to protect 1 industry or 1 little segment ? 

Again, let me repeat: Trade is an essential element in total war, 
and national survival is too important to risk in a kind of national 
complacency, protectionism, or whatever you call it, which allows us 
to talk in a vacuum as though we were back in the days before World 
War L. 

We think statesmanship and politics dictate that survival of this 
Nation is more important than survival of any industry, let alone un- 
economic segments thereof. 

It is not too often that national security ties in so closely with the 
national self-interest economically. But in this particular case, as 
Mr. Cohn pointed out, the consumers, too, are involved. I am glad 
that someone else has mentioned this concern, because we, too, speak 
for the consumers. 

More than this, I am going to talk about one group that has not 
been mentioned at all. All of us are citizens, all are taxpayers. I 
mean the American importers, whom I represent today. It seems to 
me we have the same right, the same privilege, to exist and to help 
serve our Nation as any other industry. 
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I think these basic facts should never be forgotten. The United 
States and Japan are good customers, each to the other. Japan is 
the second or third best customer for all of our goods, and, except 
last year, when it was second, is our biggest customer for agricul- 
tural goods, including those in surplus. 

In 1956, Japan bought almost twice as much as it sold to us. In 
terms of cotton, she purchased almost 2 million bales in the first 9 
months of 1957 alone. In terms of dollars, she exported to us _ 
$36,100,000 in cotton textiles, while purchasing $184,800,000 wort. 
of raw cotton, or more than 5 times as much. 

In simple arithmetic—I am not an economist—in simple arithme- 
tic it seems that the national interest of all the Nation permits no 
alternative. We should do everything possible to encourage trade 
with Japan, for in terms of dollars and cents, trading with Japan 
is a good business bargain for the United States. 

I agree with Mr. Barkin that the American textile industry is 
essential to the world textile industry. And, from the viewpoint of 
the American importers, it should ie pointed out that experience 
shows that, the more prosperous the American economy and the 
American textile industry, the more expeditious and profitable it 
is for the Japanese to export to us. This is a subject that we dis- 
cuss at considerable length in the compendium submission because— 
contrary to popular opinion and publicized allegations—Japan can 
send in only a few—possibly three—cotton-textile fabrics to the 
United States because of the competitiveness of Japanese products 
in the American market. To say that these few items are responsible 
for the grave ills of this great industry seems an exaggeration. 

The United States textile industry is composed of many subindus- 
tries or segments. Some are, naturally, deine much better than 
others. Others are in a bad way, economically speaking. The 
pleaders for the domestic industry allege that these “ill” segments be 
saved. Our answer is definitely in the negative if they are the 
kind of uneconomic appendages which serve as an excuse to continue 
uneconomic production. 

We think it better for the American textile worker, as well as 
for the American textile industry, that uneconomic segments thereof 
recognize their status and quickly adjust, with Government help if 
necessary, to manufacture the kinds of products they can manufac- 
ture better and more economically. Otherwise, we are wasting the 
greatest resources we have—skilled labor in a plentiful land, labor 
so scarce we cannot afford to utilize it uneconomically. 

We come now to the question of quotas. Mr. Barkin and others 
have alluded to the Japanese voluntary quota. Mr. Barkin said this 
was only a temporary expedient and not satisfactory for the long run. 

As importers of Japanese textiles, as Americans who believe in 
the free-trade principle, we are against all quotas, voluntary or other- 
wise, export or import, because we think that they interfere with 
free competition in the world market place and mark the beginning 
of regimentation and state control of the economy, which is alien 
and foreign to our way of life, as well as to our political philosophy. 

We must concede that Japan has imposed “quote”—voluntarily— 
“close quote” this import quota, and we are confident that the Japan- 
ese in good faith will try to live up to it. 
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However, I think that, as American importers of Japanese textiles, 
certain things ought to be brought out in connection with this specific 
quota program. At the time this quota plan was imposed and im- 
mediately prior thereto, there was a great cry about the tremendous 
impact of Japanese textile on the whole United States textile indus- 
try, and the inference was given—I am sure most people caught it— 
that if Japan placed the kind of quota which would be acceptable to 
American industry as such, or at least that part of American indus- 
try that was consulted, these ills would disappear. 

What is the record? The cotton textile industry is still depressed. 
This in spite of the fact that Japan has not been able to fill its limited 

uota. 
: In other words, we agree with Professor Harris in that the United 
States textile industry has many ills, and one of the least contributing 
factors we think is imports from Japan. 

How did this voluntary quota operate in terms of the United States 
consumer? It means they paid more for both imported and domestic 
products like velveteens, for example, because a limit was placed on 
the amount Japan could send into the United States and the domestic 
industry failed to take up this slack created by the reduction in Japa- 
nese imports. Who was the loser? The consumer, 170 million of 
whom have the right to purchase in the free market. 

Moreover, their freedom of choice was limited. Not only did they 
have less to buy, but they could not buy imported goods after the 
quota was filled. The domestic industry in this particular aspect 
became practically a monopoly. As I understand it, there is only 
about one company now that is seriously in the velveteen field. 

Gentlemen, in all candor, can we risk our entire foreign policy, 
our military alliance structure, even survival, to protect 1 segment, 
1factory,1 mill? We just donot think the odds add up. 

How has the voluntary quota hurt the United States importer such 
as us? We cannot buy, neither can we sell, because of these restric- 
tions. Ina depressed market such as we have been going through, we 
cannot buy saleable goods when the market grows better. The quota 
for these articles in demand is used up._ The only available articles 
within the quota are items we cannot sell in the United States mar- 
kets. So, in many ways, this quota is a contradictory kind of arrange- 
ment. It imposes important reductions to the United States, and at 
the same time it sets up allocations for specified products. Many of 
these allocations cannot be used by Japanese industry, for they include 
items that cannot compete on our market, and thereby in a sense con- 
stitute a sham and a fraud upon the American consumer and the 
Japanese industry. 

In terms of American importers, again, orders had to be canceled 
mihene quotas were low and new importers could not enter into this 

eid. 

In terms of the national interest, marginal and inefficient and sub- 
standard industrial fragments were allowed to survive at the expense 
of the consumer and the overall textile industries of both nations. 

As far as Japan is concerned, she was able to secure fewer dollars 
with which to buy American — This means, in its turn, the Japa- 
nese Government encouraged building up of the synthetic fiber in- 
dustry, which means Japan in the long run will be able to purchase 
less and less raw cotton from us. Unemployment, too, increased in 
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Japan. Unemployment in Japan is more difficult to relocate and re- 
employ than it is here, because it is a tight, tiny economy and it is more 
difficult to go from one place to another in search of new opportunities. 

Moreover, Japan in a sense invited India, Hong Kong, and other 
nations to come into the American market and take over that portion 
of the market which they relinquished. We think that this conse- 
quence was unfair to the Rasstoan consumer and especially to us who 
import from Japan. 

Another hope of this program was that diversification would fol- 
low. By restricting the certain amounts which could come in, it was 
hoped that by substitution Japan would diversify her products. The 
competitive realities of the situation prevented that, for Japan still 
can send only very few items into the United States. 

We come now to what Mr. Brandis commented upon, namely, the 
one-price system. We American importers subscribe to that theory, 
and we advocate the one-price system for cotton, a world price. At 
the same time, we say in all fairness quotas should then be removed 
as well as other restrictions. We think that more important than 
imports to the American industry is the question of competition from 
other fibers such as synthetics. We think the equalization of the raw 
cotton prices would give the American industry a better chance to 
compete and to keep their share of the market from competing fibers. 

Therefore, repeating again that imports are not a significant factor, 
nevertheless, to help American industry help itself, I think that this 
one-price system should be adopted by our Government. 

Whenever Japanese textiles are discussed, the question of wages is 
always mentioned. Curiously enough, in the old days Japan was 
accused of having cheap wages, exploited wages, slave wages. 
ee now, we have come to more or less an understanding that 
of all the export industries, of all the manufacturing industries in 
Japan, the cotton-spinning industry pays the highest wages of all 
Japanese industries to both the male and female workers. 

The Japanese, as I have repeatedly said—and it has been agreed 
by the panel members—are not exploited as workers. Still the ques- 
tion is raised of this wage differential and the inability of Americans 
and others to compete with Japanese wages. 

Wages alone are not the determining factor. If they were, India 
and Hong Kong would be controlling the United States market. If 
they were the United States could not export to third countries, 
including cotton textile manufactures to Japan itself. 

The fact is that Japan can export only a few items to the United 
States. All of these—we have quite a section on wage differentials 
in the printed compendium—this all adds up to 2 or 3 factors we 
ought to keep in mind. In terms of the Japanese economy, the Jap- 
anese textile worker is much better off than his American counterpart. 
A greater percentage, 99 percent of the cotton textile spinning mills, 
are unionized. Only about 16 percent of comparable mills in the 
southern part of the United States are unionized. 

All manner of fringe benefits are given to the Japanese workers 
which must, in any fair analysis, be computed in any wage considera- 
tion. We devoted a whole section in our compendium submission to 
this subject. Then there is also this fact : In Japan, there is a paternal- 
istic system of employment in which management owes a responsibility 
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to the workers; and that is to keep the workers on the payroll even 
at times when business is slack and even at times when management 
has to borrow money in order to keep the factories operating. This 
is not common practice in America where workers may be paid more 
but lack the security of his Japanese associate. 

More than this, we ought to remember that, fundamentally, the 
more America imports from Japan, the greater will become the wages 
of those in those particular exporting industries. The greater their 
wages, the more they can purchase, not only of American imports to: 
Japan, but also of homemade products. 

All of this helps to liven up, if you will, the industry and the econ- 
omy of Japan, as well as the world, which slowly and steadily tends 
to increase the wage level of all Japanese workers. 

Gentlemen, if we are really interested in helping increase the wages 
of the Japanese workers, greater import incentive is the answer, not 
restrictions. 

There is, of course, a competitive aspect to all of this; that is, the 
economic ability of Japanese articles to compete successfully in the 
United States market. 

I think we ought to look to the fact that relatively few—perhaps 
not more than 5 or 6 at most, of which certainly 2, velveteen and ging- 
hams, are the prime examples—Japan-manufactured cotton textiles 
have the competitive agility to enter the United States market at all 
times. All other Japanese cotton-textile products are prohibited by 
operations of our tariffs, transportation differentials, and many other 
factors from competing for our markets. 

We have tried to give a breakdown of these factors in our compen- 
dium submission because we think it is important that these facts be 
at least brought to light. In most textiles, in most cotton-textile prod- 
ucts, Japan cannot compete in the United States, general impressions 
notwithstanding. 

Summarizing briefly, may I say that in this survival economics we 
ought to consider the optimum utilization of our resources and that 
of our allies as matters of prime priority. When the national survival 
is at stake, all other considerations must be subordinated to the na- 
tional good. 

Let me close by quoting from President Eisenhower, because I think 
that, together with Mr. Cohn, he pretty well summarizes the situation 
we face today in international trade. 

If we fail in our foreign-trade policy, we may fail in all. Our domestic em- 
ployment, our standard of living, our security, and the solidarity of the free 
world all are involved. For our own economic growth, we must continually 
expand world markets. For our own security we require that our allies become 
increasingly strong. Expanding trade is the only adequate solution to the two 
pressing problems confronting our country. 

Thank you for your courtesy in hearing our appeal. 

Mr. Byrnes. Thank you, Mr. Masaoka. Mr. Stitt. 


STATEMENT OF NELSON A. STITT, DIRECTOR, UNITED STATES- 
JAPAN TRADE COUNCIL 


Mr. Srirr. Mr. Chairman, on behalf of our council, I would like 
to thank the chairman and members of the subcommittee and its staff 
for this opportunity to present our views in this forum. 
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I find myself wishing impetuously to enter into rebuttal before 
stating my own case. I would like to associate myself generally with 
the remarks of Mr. Cohn and of Mr. Masaoka. I refuse to dismiss 
Mr. Cohn’s call for urgency as eloquence, as has Mr. Harris. Although 
Mr. Cohn speaks with a pungency that is beyond me, I sincerely be- 
lieve that the substance of his statement should be carefully con- 
sidered by all of us. 

Mr. Harris has used several times the term “freetrader.” In at 
least one instance he spoke of doctrinaire freetraders. Cates 
I am being pushed into the class defined by that appellation, although, 
as he and I both know, the term “freetrader” is a nasty word in Wash- 
ington today. 

During recent years oflicial Washington, the press, and the general 
public have been subjected to a powerful campaign by spokesmen of 
various sectors of the textile industry for protection against imports. 
To listen to them, one would have thought the future of the entire 
United States textile industry was in mortal danger, and that drastic 
corrective action was imperative to insure its survival. 

There was little agreement on the exact nature of the industry’s 
ills or what constituted adequate corrective action, but all agreed on 
one scapegoat: imports were the real threat to the industry, and strict 
import limitations were needed. 

The United States-Japan Trade Council has maintained all along 
and continues to maintain, first, that the United States textile indus- 
try, while a mature industry and not characterized by dynamic 
growth, has greatly overdrawn its weaknesses in its eagerness to 
eliminate import competition. Despite the words of doom of Mr. 
Barkin and Mr. Harris, I refuse to participate at this time in a wake 
on the cotton-textile segment of that industry. 

Second, the difficulties of the industry are not caused by imports, 
and elimination of the imports will not cure them. Although I am 
not an expert in cotton marketing, I must agree that the two-price 
system appears to lack equity. 

Third, the high degree of competition within the industry causes its 
traditionally low ratio of profits to sales. 

Fourth, textile unemployment results from geographic movements 
within the industry, the introduction of revolutionary new manmade 
fibers, and rapid increases in machine and man productivity. 

Mill closures are another manifestation of the interworking of the 
same elements. Imports presently and potentially are insufficient in 
volume to constitute the threat that they have been pictured to be. 

Japan, the great bugaboo of the textile publicity, cannot, and would 
not if it could, take over the United States market for textiles or any 
significant portion thereof. Compromise of overall United States 
ieeatenciiale policy in the interest of placating vociferous textile 
leaders by imposing or encouraging needless import restrictions on 
textile items could either immediately or gradually have the follow- 
ing bad effects: worldwide loss of confidence in American leadership 
and perhaps even loss of that leadership; retaliatory measures by the 
countries affected, leading toward a slowdown in world trade gener- 
ally and United States exports pantaenlenyys discouragement of the 
desire of foreign governments to be economically independent, free of 
American largess; a consequent gradual loss of economic strength by 
our friends abroad, which in today’s world means a loss of defensive 
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strength as well, and inevitable loosening of the ties of mutual trust 
and friendship among the sovereign nations of the free world. 

With regard to this last point, it would be instructive-to review the 
nature of the United States foreign economic policy. According to 
the office of the President, as set forth in the compendium, pages 5 to 
9, it has these objectives: First, to promote the economic strength of 
the United States; second, to promote the economic strength of the 
rest of the free world; third, to build and to maintain cohesion in the 
free world. 

The United States Government in the past three decades has led the 
attack upon unjustifiable governmental and private barriers to world 
trade. Most objective observers are agreed that this policy has met 
with success during this postwar period in advancing all three of the 
objectives of American economic foreign policy as well as overall 


—— or. 

A backward step now, a contradiction of the principles for which 
America has led the fight, would be a grave step indeed, and one 
whose consequences might well endanger the entire structure so labori- 
ously erected. 

We believe that the central issue of today’s discussion is framed in 
the closing section of our paper in the compendium on page 1026. 
In the final analysis, the question is whether the textile industry has 
some particular claim to special treatment. Should the broad poli- 
cies and objectives of the United States Government in the interna- - 
tional field and the interests of the general public as consumers bow 
to some special consideration in the case of cotton textiles ? 

Our answer comes earlier in the paper, on page 1003. Just as it 
is wrong to regard any single country as an exception to the prin- 
ciples of the United States in the trade field, so it is 2 mistake to 
regard any one industry as exceptional. 

Mr. Barkin, of the textile workers union, has a radically different 
view. Hesays, on page 837, that— 

American foreign trade policy must be tested by its impact on the cotton 
textile industry. * * * If this policy is likely to produce undesirable results 
for this industry, it should not be adopted. 

Thus, the issue is joined. One school would have trade policy ac- 
commodate itself to the interests of a single American industry. The 
other school of thought would have the industry accommodate itself 
to the principles of United States trade policy. 

We tes the majority of the Ways and Means Committee and of 
the entire United States Congress is firmly enrolled in the latter 
school. Thank you. 

Mr. Byrnes. Thank you, Mr. Stitt. Mr. White. 


STATEMENT OF JOHN C. WHITE, COUNSEL, AMERICAN COTTON 
SHIPPERS ASSOCIATION 


Mr. Waurre. Mr. Chairman and gentlemen, my interest is raw 
cotton, and not directly textiles. Of course, when we look at our 
domestic cotton mills, we see customers. When we look at the Jap- 
anese cotton mills, we see customers. They are both very important 
to the American cotton merchant and to the American cotton farmer. 

During the recent years cotton exports have amounted to about 
one-third of the American crop on the average. True, this last year 
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it was much higher, but that was paid for in the preceding year’s 
low exports. Even with this happening, we have cut our acreage to 
an allotment total of 1714 million acres, we reduced that by 3 million 
more acres which went into the soil bank, which left in production 
some 14 million, and we produced this year a crop of 11 million bales, 
for which we must find markets. 

If we lose our foreign market, obviously, we face a cut to some 10 
million acres, and no one in the cotton industry thinks that we can 
have a profitable cotton-producing industry if we are limited to some 
10 million bales and less acres. 

Domestic consumption at its high was about 914, and this last year 
it has gone down to 8.6, I believe, in millions of bales. 

We also know from our experience unless these foreign countries 
have dollars, cotton merchants have a hard time selling them cotton. 
We realize there are exceptions to this, that there are ways in which 
they are getting dollars at present, which are less irksome to us than 
being paid in some commodities. But we realize also that it is a 
temporary matter. We think that its influence is overexaggerated 
insofar as raw cotton itself is concerned. The fact is some of these 
countries who know they have a certain amount of dollars available 
to them either in the form of loans or in the form of Public Law 
480 grants, know also that it is easier to concentrate those on a single 
commodity, and they would buy the cotton even without the grants, 
if they were on some other commodity, provided again they have the 
dollars. 

Our case is, we want the foreign countries to get dollars, and we 
think that the only long-term way they can get them is through 
selling us something in return. 

We have insisted from the very beginning that the present cotton 
program, farm program, based on a two-price system, is destructive 
to our domestic cotton mills. We notice with interest that it is 
pointed out by Dr. Harris that.this is probably reducing our domestic 
use from 5 to 7 percent, whereas, the total imports are only one-sev- 
entieth of our production. We are greatly concerned because Amer- 
ican per capita consumption of cotton has gone down to 24 pounds 
in 1957, whereas, cotton equivalents of synthetics have risen to 1514 
pounds. We would dislike very much to have the Japanese decide 
they were going to have to use more synthetics instead of more United 
States cotton. 

We are doubtful about whether a tariff or a subsidy help to cotton 
mills can be any more than a transitory help. We think, as happened 
in the case of cotton farmers, it is paid for later. 

We do not believe that the cotton farmers have been greatly bene- 
fited by all the efforts which have been made to help them. I notice 
with interest in the New York Times this morning that Mr. Mills, 
your colleague, stated that our program was resulting in a misuse of 
a potential productive resource because it meant that a large part of 
our labor and acreage was not being effectively employed in the case 
of cotton. 

We would dislike to see that happen in the case of the mill operative. 
We think a displaced mill operative is as much a problem as a displaced 
cotton farmer, but I am quite sure there have been a lot more displaced 
cotton farmers than displaced mill operatives in the last few years. 
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As cotton merchants, as suppliers to the domestic and to the foreign 
mills, we have the greatest sympathy for the condition in which both 
find themselves. We know the Japanese who bought a million and a 
half bales of cotton last year are essential to the cotton production, 
and we would dislike very much to lose that cotton market. 

We would love it if they would ship in steel products or something 
else that did not hurt our own direct customers, but we are confronted 
by the fact that they do have one-quarter of our industry developed in 
the cotton textile field. 

I should say also that over the years since the war the responsible 
cotton textile organizations have in fact gone out of their way, I think, 
certainly there were instances of it, to build a sound Japanese mill 
structure, at periods when the Japanese mill industry was torn entirely 
to pieces. I know our own cotton-mill industry leaders were of very 
great help to them. 

I think also the Japanese mill executives have gone out of their way 
to try to take care of the strong objection they ran into in sending some 
of their products to this country. 

We will be very happy if these products of the two industries would 
mesh in some way, so that each of them could supply articles of spe- 
cialties or variety that would get the necessary dollars for our Jap- 
anese friends, and at the same time not disturb the New England or 
southern textile mills, which have met an unhappy fate in the reason- 
able markets for textiles. 

It isa problem that I am very happy is in the lap of the Congress, Mr. 
Chairman. Thank you. 

Mr. Boees. Gentlemen, normally we recess at this time, but I thought 
maybe we might go on for a while due to the fact that Dr. Harris 
cannot be with us this afternoon. If it is all right with you, we might 
proceed a while. We might also take a recess of about 5 minutes and 
then resume. If that is satisfactory, we will reconvene and continue 
the discussion for perhaps an hour. 

(A short recess was taken.) 

Mr. Boees. Mr. Morrison. 

Mr. Morrison. I think that I might make an observation. I believe 
the reference to.Japan being admitted to the most-favored-nation treat- 
ment lacks something of accuracy. We had a single-column tariff 
for imports of the same goods from all countries by unilateral action 
even before there was a trade-agreement program. Japan received 
under that policy most-favored-nation rates, both after the early 
bilateral agreements were negotiated and even before. The point of the 
Japanese negotiations was that duties were reduced on some commodi- 
ties of which Japan had been and was expected to be the principal 
supplier. There was no change in the most-favored-nation policy as a 
result of the negotiations with Japan. I thought that should be 
corrected. 

Mr. Boces. Let me throw out a question. Mr. Masaoka said that the 
Japanese had failed to supply the total amount of the voluntary quota; 
is that correct ? 

Mr. Masaoxa. That is correct. 

Mr. Boges. Despite that, the conditions continued in the textile 
industry. I wonder if you will comment on that, Dr. Harris. 

Mr. Harris. The general idea being, I take it, that despite the 
voluntary quota industries continued to have difficulties ? 
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Mr. Boaes. The general idea, as I got it, was that the imports were 
not the cause of the difficulty. 

Mr. Harris. As I said before, I am not one of those people who 
say that all the problems of industry are imports. Certainly we have 
all kinds of problems. We have this 2-year crazy cycle in textiles. 
We are never long in prosperity. We go down and we go up. That 
is one of the problems feing us. 

But, if you look at the general problem of quota and so forth, I 
might say that Mr. Masaoka presented a very eloquent presentation 
of that case, and many of the things he said I would agree with. I 
would not say for a minute that I would disagree with everything he 
said. I think with all of us it is a matter of degree how much we can 
depend on one treatment as against the other. I think perhaps he 
exaggerates the unimportance of imports. 

We are talking about the cotton textile industry. There have been 
large increases in the imports of woolens because of this new policy. 
It is not fair to say that you are going to sacrifice 90 million people to 
save 900 jobs. That is not exactly the way that I would put it. I 
would simply say that the tariff problem is one that affects all indus- 
tries. We are just talking about one aspect now. Obviously, we are 
not going to sacrifice Japan as an ally for a small part of the textile 
industry. I think the point is it is not a question of 900 workers; it 
is a question of our overall policy. 

Mr. Masaoka said that if we take more imports we will increase Japa- 
nese wages and the wage differential will disappear. That is a very 
interesting argument. I think most economists would say if you had 
more trade it would have that same effect. Actually, what he is saying 
is—let’s do great damage to some of these American industries in order 
to get the Japanese wages up. I am not sure that I would agree with 
that. The Japanese wage is very low. It is never going to be in our 
lifetime anything like our own wage. Ifthe only way to get that wage 
up is to destroy American industries, Americans might not feel happy 
about it. At any rate, they are going to have a great wage differential, 
and I do not think that we can solve the wage-differential problem by 
encouraging excessive Japanese imports. 

Mr. Boges. In that connection, let me throw something else out. We 
have had before these panels a number of economists, some of your 
colleagues from Harvard and some of the others from New England. 

One observation that has been made here by some of these economists 
has been that New England has largely lost its textile industry, but in 
the process has improved its economy tremendously by attracting 
higher-pay industries which have ultimately increased the purchasing 
power of most of the communities of New England and have estab- 
lished more modern industrial plants. 

Would you mind commenting on that ? 

Mr. Harris. Yes. This isa position taken my many of my colleagues 
in Cambridge and by many other economists in New England and the 
Middle Atlantic States. Now, there is no doubt about it, we have 
gained in electronics and motor transportation. I do not know where 
we would be without motor transportation. This has certainly eased 
the burden. 

I think Mr. Barkin made this point: One of the real issues is, if these 
people lose jobs, what happens to them? Do they get into the elec- 
tronics industry? Now, I want to point out that the wage differential 
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is not quite what it is generally made out to be. Some of the views are 
expressed by general economists. They have not taken a good look at 
the specific situation as Mr. Barkin and I have. We know certain 
things. We know, for example, in general it has been true over the 
years that the textile worker who moves into one of these alternative 
industries gets lower pay and is less happy than he was before. We 
also know for long periods of time he does rfot find a job. We have 
studies that show that for 2 years, after you close a dozen mills, you 
find that half the people have not found new jobs. 

Now, if you look at the general wage loeel in the rubber industry 
and the electronics industry you will find it is a higher wage level than 
in textiles, and that is to the good. 

If you go into the Fore River area and compare textiles with rubber, 
you will find that rubber does not pay more than the textile industry 
did before. So, what I am trying to say is that if we lost our whole 
textile industry that something would come in to take its place. What 
we are fighting for is if we tend to lose the textile industry, as we seem 
to do despite all our efforts, we do not want the losses concentrated in 
a short period of time. We want time to adjust. We want time to give 
new industries a chance to move in. 

You know, Mr. Congressman, as I do, that we have worked on this 
problem for years and it is a very difficult thing as a matter of admin- 
istration to say to an industry—you get out of here and we will take 
care of your workers and we will take care of management. I know 
that the State Department for years has worked on this problem. I 
know some of the top people worked on this problem, and they have 
told me that they like the idea, the McDonald idea a in the 
Randall report, but the trouble is we are very fearful of putting it 
into practice. Many industries will say the cause of distress is a 
tariff. They like to come to the public exchequer and say, “We want 
help.” If we could sort of ease this transition by helping the workers 
and management so that they could move into new areas that would 
be fine, but I am very dubious about the difficulties. 

So, in summary, I will say that I would agree with some of my 
colleagues, the new industries have saved us a great deal of heartache 
and trouble, but there are very serious transitional difficulties and new 
industries do not always do the job for the textile workers and man- 
agement that the old industries did. 

Mr. Barkin. In that connection, I would like to throw a little more 
light on the negative, the gloomy aspect of this problem of adjustment. 

First, in the States of Maine, New Hampshire, Vermont, and Rhode 
Island, this adjustment has practically not taken place. The depress- 
ing effect of low wages in new industries also is most strikingly illus- 
trated in those States. If you take a town in Maine which has been 
celebrated by its efforts to bring new industry into the town—San- 
ford—you will find that most of the new employment is at wages lower 
than the textile wages in the old plant. The same thing is true in a 
community like Lawrence, Mass. Lawrence is often submitted as one 
illustration of a revived community. That is only partially true. 
The fact is that very few of the old textile wind nage Ae as you recall, 
there were some 25,000 to 30,000 textile workers in that city only 5 or 
6 years ago—very few of them got employment in the new plants 
which were electronic, small companies located in the old loft struc- 
tures of the old mills. 
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There has been a revival of economic activity but not for those old 
workers. 

Mr. Boces. What happened to the young workers ? 

Mr. Barkin. The young workers who had worked ¢ 

Mr. Boaes. Yes. 

Mr. Barkin. The generalization, which is supported by studies by 
various persons, is something like this: The on women, women over 
50, are forced out, back into the homes, and cannot secure employment. 
The men over 55 are practically stranded and scrapped. People be- 
tween 45 and 55 begin the long journey to other communities in order 
to find textile jobs. New saleaeaal that arrives absorbs the younger 
women and the younger men. Men with mechanical skills get the 
jobs. The maintenance people get other jobs. Loom fixers get jobs, 

ut usually at lower rates. That is the process of sorting out that 
takes place where there is employment. 

Another interesting illustration is in eastern Connecticut. 

It is an old woolly center. It has been stranded since 1952-53. It 
has only been during the last year that new employments have come 
into the area, the overflow from Hartford and New London. The 
present recession in military production in Hartford and New London 
will call a halt to the economic development of that area and perhaps 
cause an even greater recession, depending on the particular products 
that happen to be made. So that area has become even more seasonal, 
cyclical, because it is now a supplier of parts to the electronics and 
metal industries. This is the picture in New England. 

Some areas have responded, but the textile workers by and large 
have not gotten employment. We have had studies made in New 
Hampshire, Massachusetts, and Rhode Island of a specific group of 
workers, 2,000, 6,000, and 8,000, and they all present some specific 
illustrations of the generalized picture that I have presented. 

When you get into the three northern New England States there 
the displaced worker is stranded completely because there are few 
other alternatives. The result is when you go to a community like 
Lewiston which is not hit hard you will find that the younger people 
have moved out. There was a tremendous migration to Hartford 
in order to secure employment. 

Now, as you visit the homes of these people, as I do, you will hear 
the older persons discussing: How do you arrange for the young 
people of the family to move to other areas if they have not already 
left? Correspondence with other parts of the country is a continuous 
process because those States cannot provide employment. 

Mr. Boces. Let me ask you this general question: With regard to 
the problem that you have described, is this not a problem that occurs 
as a result of technological changes when new methods supplant old 
methods, where the automobile supplants the buggy and so en? Is 
this not one of the reasons we have adopted such measures as unem- 
ployment compensation and social security and a host of other social 
measures that have served to ease the transition problems caused by 
such developments ? 

Mr. Barkin. Oh, yes. As a matter of fact, there are positive and 
negative ways of saying what has caused these conditions. The posi- 
tive way is to say that they are technological changes; other materials 
have substituted for textiles. The negative way of saying it is—and 
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I join with Mr. Cohn on this—to condemn and to characterize in an 
uncomplimentary way the nature of the leadership in the textile in- 
dustry. It has not been adequate to meet the competitive challenges 
with which this industry has been faced. I indicated in my earlier 
statement that they had made contributions, new fabrics, they have 
responded in terms of new equipment in a way unparalleled, almost 
without comparison in other industries, but it has not been adequate 
to hold the industries’ position in the American Continent. The result 
is the closing of mills in this country. 

Mr. Boces. Are you limiting that observation to cotton textiles, or 
the textile industry generally ? 

Mr. Barxry. I am saying broadly the whole textile industry. There 
are very few branches of the industry which have had a management 
which has engaged in practices that are adequate enough to maintain 
the position of that sector of the industry within our economy. This 
inadequate situation has been true of cotton, wool, rayon, and acetate 
products. Even nylon lost out in this competitive struggle in the 
textile industry. 

Mr. Boges. I was going to ask you about dacron and all the other 
synthetics. 

Mr. Barkin. Dacron has suffered in the process and has not held 
its own completely, certainly not in the form in which it was origi- 
nally introduced. It was in 1952 when the whole dacron suit was 
introduced and it proved to be a dud. Both clothing and textile 
manufacturers were forced out of business in 1953 because they tried 
to sell a full dacron suit for men’s wear and it proved to be a dud. 
Consequently, they suffered a considerable setback. That has been 
the history of the industry in the postwar years. There has been an 
inability to keep ahead no matter how much effort and ingenuity 
have been brought to bear on the situation. It has never been ade- 
quate to keep the industry at the level at which it started. 

Mr. Coun. With respect to the usage of material, of textiles, it is 
easy enough to go around and see what is happening. You can walk 
into the washroom. You do not find as you found 30 or 40 years 
ago a mass of cotton towels all around. You find paper. If you go 
into a dime store right now you will find several thousand articles for 
household use made of paper; very attractive. The Scott Paper Co. 
is constantly moving with first-rate stylists and first-rate technicians. 
You can get a simulated paper tablecloth that looks pretty good. 
Smart hostesses are perfectly willing to use them at luncheons and 
that kind of thing, and that in turn is what everybody in the country 
is trying to do. Abay are trying to live in style the simplest war 
There is no longer the cotton napkin. You have these disposab 
things. People do not have the servants that they used to have. 

Then customs and so forth have changed. I suggest that some 
young man could make a fortune for himself in the pajama industry. 
A third or a half of all the men and a third of all the women do not 
use any nightclothes at all. They just do not. They are not of the 
market. How are you going to convince these people that they ought 
to wear pajamas and that sort of thing? 

Now, men buy an appalling few suits of clothes. Why! Because 
they are all making downpayments on something—a car, television 
set, a refrigerator, or radio. They feel they can cut down on their 
clothes. Women are making downpayments too. The great surge, 
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as far as I can see in this area, has*been of durable goods, all kinds 
of household goods. You cut down somewhere else. One of the 
easiest places is in the field of textiles. 

The question is whether the usage of textiles is keeping up with 
the increased population and the increasing purchasing power of the 
country. Is it getting its potential market? It is not a question of 
how much foreign goods are coming in. 

Now, is the textile industry approaching its potential, and if it 
is not, what are the reasons# Are they curable or incurable? 

On the other side there is the wage question that Mr. Barkin has 
been talking about. One can make only a general observation. It 
is now alleged that there is a fantastic wage differential between the 
wages of Japanese textile workers and the wages of American textile 
workers, and that this puts a very hard burden on American manu- 
facturers in the face of foreign competition. 

Now Mr. Barkin quite properly is interested in unionizing the mills 
of the South. Many of the mills of the South are not unionized. It 
is plausible to believe that if the southern mills are unionized that wage 
rates would go up. The wage differential then would be more 
staggering. You would say last year when these textile mills were not 
unionized there was a high differential between the American wages 
and the Japanese wages, but now that they are unionized there is still 
a higher differential. Now that Americans have come into the full 
possession of their rights, the differential is absolutely staggering. 
Therefore, we must practically shut out all Japanese goods. 

I think Dr. Harris will perhaps agree with me and this may be a 
little exaggeration, but practically all of the bold and imaginative 
New Englanders began to leave in 1950. If you go out to Omaha 
you will find them rolling in money, or Kansas City. They left the 
textile boys behind because the textile business was lousy in 1850, 
except for the owners. 

Now there is the cry that the South is going to steal the mills. 

Mr. Boces. What do you think about the people who stayed ? 

Mr. Conn. Dr. Harris is more of an authority on that question 
than I because he lives there. I just go up there and visit once in a 
while, and they are kind enough to receive me. 

Mr. Harris. He writes for a New England periodical, I might say. 

Mr. Conn. In any event, what you get is the complaint made that 
the South is stealing the mills. That is what the South is doing. 
You can call it by all kinds of names. 

Then you get this situation, you get a double complication. On 
the one hand, the South says—you boys better bring your mills down 
South because we have this fine climate and all the rest. The workers 
can get moonshine whisky down there better than the legally stamped 
whisky that they can buy in New England, you will have contented 
labor, which means nobody will have a desire to form unions in the 
South. They will say—we will buy you a lot; we will put up a 
building, you will be tax free for 10 years. These are extraordinary 
advantages. No Japanese has that kind of advantages. These are 
extraordinary advantages accruing to large groups of southern tex- 
tile mills and the disadvantages are never mentioned at all. It is 
because of these advantages that practically all the mills have moved 
down there. It was always economic absurdity that you should grow 
cotton way down in the Mississippi Delta and send it up to Maine to 
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be processed and then send it back to the pesantry in Mississippi 
where you charged them higher prices for it. They got onto that game 
in 1915. 

Now, the first growth of southern cotton mills came out of oldtime 
religion. Back in 1895 in South Carolina, when the people were 
starving to death in the cottonfields because they had been colonials, 
the people down there said that the only way that they could possibly 
make painting for the people was to build a mill. So then you had an 
upsurge of real religious fervor. It was oldtime religion that was 
preached on this. They said that if you put up mills you are not only 
doing your own work but the Lord’s work. It was this impetus that 
started the southern mills. 

Now, you get into a very complicated situation here. If you are 
going to unionize those people and push wage differentials higher 
than they are, you will have a greater complaint that we cannot pos- 
sibly meet the Japanese competition. On the other hand, part of the 
wage differential is so to speak vitiated by the enormous advantages 
that are given by Southern States to the cotton textile mills. I think 
in a proper weighing of he whole case it would require that this factor 
be taken into account. 

Mr. Harris. MayI say something? I think a lot of what Mr. Cohn 
says is absolutely right. 

Now, Mr. Barkin is a trade union representative, and I think that 
has to be kept in mind. I would not say for 1 minute that I do not 
agree with Mr. Barkin that management is quite as bad as he indicated 
it has been, or labor has been completely free of guilt in the textile 
industry. They have made mistakes and there were great difficulties 
about adjusting workloads and that sort of thing, but I think that 
that is improving a great deal. I think that Mr. Cohn is absolutely 
right on the substitution of new products and that sort of thing, but 
I want to point out to Mr. Cohn that the average consumption per 
capita tends to go up, nevertheless. This is partly because of the 
increased income, and so forth. It has not gone up enough to offset 
the rise of productivity. 

Now, when Congressman Boggs was talking about the general issue 
of the new industries, and so forth, of course the assumption more or 
less was—well, the changing demand, as Mr. Cohn suggested, tends to 
build up the new industries and textiles have to suffer. But one must 
not forget that textiles suffer in part because of the Federal policies. 
Tt is not merely a free market problem, and we have to take that into 
account. In fact, that is our problem. 

There is just one other point I want to make, and that is this: Mr. 
Barkin talked a good deal about the difficulties of getting jobs. I 
think he was essentially right. Asa matter of fact, I was doing some 
work for Governor Roberts in Rhode Island recently on this gen- 
eral issue, and one of the things I discovered was if you go back 
about 10 years you will find you have about 160,000 new people in 
Rhode Island and that means you should have about 60,000 new jobs, 
but when you look at the total jobs, the 60,000 jobs are not there. 
There is practically no change in the number of jobs. 

What has happened? That suggests that the unemployment figures 
do not tell you the story. These 60,000 people deserted the labor 
market because of the unsatisfactory conditions. That is a tre- 
mendous decline. 


FOREIGN TRADE POLICY 679 


This kind of problem is very serious. We are losing jobs in textiles, 
and more than you would think from unemployment figures and all 
that sort of thing. 

I am sure that, as Mr. Cohn so effectively said, part of the problem 
is the change in marketing conditions. Of course, as other industries, 
there have been losses to synthetics, but I want to emphasize the point 
that average consumption on the whole is up per capita. 

Mr. Bocas. Mr. Brandis wishes to make some comments here. You 
gentlemen have been rather rough on him. 

Mr. Harris. Yes; we have talked too much. 

Mr. Branois. I would like to say just a word or two, Mr. Boggs, 
on the discussion so far. First, Professor Harris did convince Mike 
Rashish and me of a number of things, the most important one of 
which was to think for ourselves and look at new situations. He never 
tried to indoctrinate anybody. 

The eloquence of Mr. Cohn is very excellent, but to bring this 
back briefly to the topic, as I understand what Mr. Cohn is saying, 
the textile industry has a lot of problems, and certainly it has got 
a lot of problems. We differ in defining some of the problems, but 
I think we would agree that it has lots of problems. 

The point relative to foreign trade policy that I reach from that 
premise is this: Has our foreign trade policy been proper if, as it 
seems to a number of us on this panel, it has had the effect of singling 
out for a disproportionate part of the impact of our policy an in- 
dustry already in trouble of one sort or another ? 

I believe Mr. Harris made that point a little earlier in his presenta- 
tion. I think it is a real question. Should our trade policy have an 
effect which is disproportionately strong and adverse upon an in- 
dustry which has problems to begin with ? 

The second thing that I would like te comment upon—TI hate to 
do this because there is nothing which is more terribly unfair to lit- 
erature, and this has been literature that Mr. Cohn has been talking, 
not economics—there is nothing worse for literature than statistics. 
I detest inserting statistics in what has been a literary discussion for a 
while here. 

The Government publishes profits data quarterly, both before 
and after taxes, and computes it upon investments and sales. No 
matter how you look at it, Mr. Cohn, the textile industry has had a 
profit position after taxes in the last several years which has approx- 
imated 50 percent of the profit position of American industry as a 
whole, not 50 percent of the most profitable industries, mind you, 
not those that have benefited from credit policy, like steel, auto- 
mobiles, and housing, to which Professor Harris referred, but 50 per- 
cent. below the average of American industries’ profit position. 

So it has not been in a profitable position to start with. In most 
recent years certainly the imports have contributed to that situation. 

Mr. Boses. I meant to ask Dr. Harris to comment further on the 
point that he made about Government programs. I did not quite 
follow that, because it seems to me that a credit policy which en- 
courages the building of homes or the sales of automobiles is bound 
to help the textile industry. You must have more beds, sheets, pillow 
cases, curtains, towels, and a host of other things in the house which 
you build, and you must have upholstery in the automobile. 
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They may not use cotton any more, but they use aoe fibers and 
other synthetics for upholstery and to make tires. I do not quite 
understand your reasons. 

Mr. Harris. Congressman, that is a very good point, I might sa 
This is the high quality question which you would expect from the 
Ways and Means Committee. 

What I was endeavoring to say was that I agree absolutely with 
what you say. Certain segments of the textile industry, for example, 
the carpeting segment, have done relatively well compared to other 
segments. On the other hand, in the automobile nbneians I think 
we have lost. Whereas we used to use textiles, we use them much 
less. Cotton is not so important as it used to be, for example, in the 
tire industry. 

The major point, Congressman Boggs, is that if you look at the total 
overall demand situation, on the whole it has helped other industries 
much more than textiles. If you take the net stimulus in housing 
and so forth, you will find textiles have been helped less than, say, 
iron and steel. 

I was not concentrating only on that, however. For example, I 
would cite the dear-money policy. Last summer I worked with some 
members of the Senate Finance Committee on this problem. 

Mr. Boges. I do not like it. 

Mr. Harris. You do not like it. Good. You and I are in agree- 
ment on that, anyway. 

Mr. Boees. I have not disagreed with you very much. 

Mr. Harris. I thought since you were the chairman of this group 
you necessarily would be a little bit more free trade than I am. I 
am not using “free trade” in any disparaging way. 

Mr. Srirr. I hope you are not, sir. 

Mr. Harris. The dear money hits textiles very much. I have talked 
to members of the textile industry about this. This is a small in- 
dustry. Who was it who made the point that it was so highly com- 
petitive? It has been made in the Federal Trade Commission re- 
ports. This is a highly competitive industry, with many small units. 

This is the kind of industry which suffers especially from high- 
money rates. So I think we have taken more than our share. Then if 
you put on top of that the tariff policy, this also has hit us as against 
other industries. 

So when you take a good overall look at Federal policy, including 
agricultural policy, we say we have been hit pretty hard. Therefore, 
when you talk about textiles being displaced by electronics, and so 
forth, one must not assume that this is a purely free market phenome- 
non. It is more than a free market phenomenon. There is a lot of 
interference. These interferences must be put in terms of the state 
of the textile industry. 

Mr. Boees. Unfortunately, Mr. Barkin and Dr. Harris have to 
leave this afternoon, and that is 

Mr. Srrrr. I shall have to leave, too, sir. 

Mr. Boggs. Go right ahead. 

Mr. Srirr. The reason that I may have to leave, if I may say so, 
is that I am due at the Tariff Commission to defend Japanese imports 
of tunafish. That is why I would like to bring up a few points here. 
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The textile industry, as Mr. Brandis points out, says, “Why pick 
on us?” You will find the tunafish industry is at the Tariff Commis- 
sion saying, “Why pick on us?” 

I have defended actions of umbrella frames, “Why pick on us?” 
The plywood industry was up before the Congress in great strength 
in the last session, “Why pick on us?” As you go down through all 
the items of imports that come from Japan, each industry says, “Yes, 
we think Japanese trade should expand, and we recognize Japan needs 
to gain dollars from the United States. Just do not pick on us.” 

This idea is that we should not pick on a mature industry—I will 
not say a declining industry because I do not agree the textile industry 
is a declining industry in the main. Per capita consumption of tex- 
tiles has gone up from an average of about 30 pounds in the 1920’s 
to an average of about 40 pounds today per capita. So the consump- 
tion of textile fibers has increased more than the population. That 
kind of industry over all the country, leaving New England out as a 
special consideration, I think should not be considered as a declining 
industry. It is a mature industry. It has not gras in our 
economy perhaps to the extent of the more dynamic industries. 

It so happens, however, that countries like Japan and Great Britain 
and the other countries that we recognize need to increase their im- 
port trade are able to compete in this market only in these kinds of 
products. Though you may say, as Mr. Brandis says, “Do not pick 
on us; pick on one of the stronger industries,” the fact remains that 
the reason these industries are stronger is that they can produce at 
a production cost that the foreign mills and foreign manufacturers 
cannot meet. 

So the end-all of this question “Why pick on us?” is that if the 
foreign countries cannot come into this market and compete in the 
products in which they are competitive, they cannot come in at all. 

As I say, I have been through this argument on tunafish, on sewing 
machines, on chinaware, on plywood, on woolens. I just left the 
Committee for Reciprocity Information, as did Mr. Barkin, where we 
encountered the same argument on woolens. 

Mr. Bocees. Of course, there is one point that we have not talked 
about very much here today in connection with the textile picture, and 
that is that there were certain particular commodities or articles of 
which there were very large Japanese imports. 

Blouses, velveteens, and ginghams are the examples that come to 
mind. 

Mr. Stirr. You have named them. 

Mr. Boces. Everyone realizes in our country that we have to operate 
within the realm of what is politically feasible. It is not very feasible 
to go to the employee of the velveteen mill and say, “You have to close 
up because of imports.” These are some of the practical problems 
with which you are confronted. 

Mr. Strrr. I understand your political problems, sir, but of course 
I have to look at it from a little different point of view. Mr. Masaoka 
went to great length to point out to you that the textile products you 
have mentioned are the only ones in which Japan can profitably com- 
pete in this country. 

They cannot compete in print cloth and they cannot compete in 
broadcloth. Our mills are so efficient and so productive that the Japa- 
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nese just cannot get cloth over here and sell it and compete with 
American cloth. What do they do? They pick on the labor- 
intensive items such as velveteens and ginghams, which are produced 
on box looms and require a lot more hand labor than the usual run-of- 
the-mill products. 

These are the items where they can utilize the skill of their labor and 
compete in this market. In other words, what we are discussing within 
the textile industry are the products in which the foreign countries can 
compete. If you would look at the whole economy it is also true there 
are only certain areas where foreign production can come in. If we are 
to bar the entry of these commodities, we shall bar all effective com- 
petition from abroad. 

I might say, speaking specifically about the ginghams and the vel- 
veteens, first, the velveteen producers in this country also produce 
corduroys. They have found, as I think is true and can be documented, 
that over past years they could make more money in corduroys. 

So actually they shifted their production intentionally and largel 
over to the corduroy side. As a result, the imports came in and a d 
up a large part of the market for velveteen, the demand having arisen 
here. Then they appeared and, because of the segmented escape clause 
as Congress segmented it in 1955, were able to prove a pretty good case 
of injury before the Tariff Commission, but only to the velveteen 
production. 

There was no talk about the corduroys, although the producers of 
the product produce both velveteens and corduroys and had inten- 
tionally shifted to corduroys because there was more money in it. 

I think this is true in ginghams also. There arose a great market 
demand here for ginghams. The ginghams are a rather difficult 
fabric to produce because they require special equipment. The 
fashion trend came. The demand for ginghams arose. The domestic 
mills were able to give deliveries only on orders months in advance, 
so the market turned to ginghams from Japan and elsewhere. 

— Boces. I think Mr. Brandis may have a little different point 
of view. 

Mr. Branois. Mr. Chairman, I want to make just one general com- 
ment and then I want to turn it over to Mr. Barkin because I shall be 
back this afternoon and he is leaving. He has a point he wants to 
make here. 

Mr. Stitt is now applying to a practical point his general philosophy 
as a free trader. 

Mr. Stirr. Dr. Harris defined me as a free trader. 

Mr. Branpis. You accepted that. 

Mr. Harris. Excuseme. A point of personal privilege. 

Mr. Strrr. I said it is a nasty word. 

Mr. Harris. I simply applied it generally, not to anybody specifi- 
cally. I have a few people in mind, but I did not particularly have 
you in mind. 

Mr. Branpis. I am sorry, but I believe Mr. Stitt generally is on the 
free trade side of thisissue. I judge that. 

Mr. Srrrr. [believe in expanding world trade; yes, sir. 

Mr. Boees. Do you object to being called a free trader? 

Mr. Strrr. Only because it has become a nasty word. 

Mr. Branois. Then I apologize to Mr. Stitt. I did not mean to 
impugn his motives at all. 
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Mr. Boaes. Are you calling Mr. Stitt anasty word ? 

Mr. Branois. I did not mean to, Mr. Chairman. 

Mr. Boces. You are protected. 

Mr. Branois. I think Mr. Stitt and I are on different sides of a 
broad-scale point of view, Mr. Chairman. 

Mr. Boces. Would you object to being called a protectionist ? 

Mr. Branois. If Mr. Stitt called me anything, i am sure it would 
be in very good spirit and in the same spirit in which I misidentified 
him. Lamsorry. 

I just wanted to say that there are a lot of details in terms of this 
business of the velveteens, the ginghams, blouses, and soon. Those are 
the items in which great concentrations did occur in the case particu- 
larly of the imports from Japan over the last several years. That is 
correct. It is also correct that the producers of those items did suffer. 

As a matter of fact, in the velveteen case, as you recall, the Tariff 
Commission recommended escape-clause action. But the main point 
that I wish to comment on very briefly is this: Mr. Stitt was develop- 
ing in the first part of his comments the thought that every industry 
which is affected by imports goes down to the Tariff Commission or 
comes here to the Congress and complains that “imports are very fine 
but do not bother us with them.” In other words, “Why us?” is the 
way Mr. Stitt was describing the position of the textile people, and I 
believe he included the tuna people, the umbrella frame manufactur- 
ers, and others. He has raised a very valid point of theory. I would 
like to comment on it just briefly. 

I think that the basic problem here so far as theory is concerned—I 
avoid the term “freetrader” or “protectionist” to define the holders 
of the theories—but certainly if one goes back to the original thinkers 
in the field of trade and reads the long and not nearly as wittily 
written assignments that Dr. Harris used to give at Harvard—if the 
books had only been written by Mr. Cohn we would have read them 
somewhat more happily—nevertheless, if one goes back and reads these 
books, he notes the publication dates and he notes that the basic 
theories of free trade were laid down many, many decades ago and 
that, as a matter of fact, there are certain connotations around those 
theories which remind one not of the sputnik era, which has been 
referred to here a number of times, but to what you might almost 
eall the glorious morning of the world. 

I mean, not only was there free trade, but in the context of the 
theory there was “peace in our time,” there was no business-cycle 
problem, there was certainly no import quota on anything, there was 
no price support on anything, the money policy was neutral, the gold 
standard was assumed, et cetera, et cetera. 

I maintain that one has only to pick up any morning paper, regard- 
less of its editorial policy on this issue, whether it be the New York 
Times or what have you, and read the front page and come out with 
the conclusion that the general background of 6 ircumstances in which 
the great economists of the past developed the theory of free trade 
does not exactly appear to be present in our modern world. 

I want to pass this along to Mr. Barkin, who does have to leave. 

Mr. Barkin. I would like to deal with several phases of a problem 
which have not been touched on and obviously I will not elaborate 
them, but only highlight them. 


99921—58 44 








684 FOREIGN TRADE POLICY 


One phase takes issue with the entire analysis of the Japanese 
economy. First, we dealt on the adjustment problems of New England 
but may I just in passing underscore that the problems confronting 
textile-mill workers in the South in adjustment will be manyfold more 
difficult. 

There will not be even as easy a solution as Rhode Island or Maine, 
where they have not found new jobs, because the displaced worker 
from Rockingham, N. C., the mill which closed down 2 weeks ago 
or is in process of liquidation, has no choice. He has the farmers 
around him who had not yet been absorbed in our industrial economy. 
He has the lumber people around him or a little north of his area, 
the group that Congressman Barden constantly is worried about, or 
the agricultural processing workers who have never enjoyed even the 
standards of the textile workers. 

So, Mr. Cohn and others, you are not posing this problem realisti- 
cally, because the areas of our country which are involved here are 
not Detroit, the Middle West, or the expanding Pacific. These are 
areas which were once touched with the wand of industrialization 
and were unfortunately subjected to the process of history which has 
offered them little other choice. 

We have a very serious problem of industrial planning in this 
country which our Federal Government has failed to undertake. The 
Federal Government stands indicted because both the Democratic and 
Republican Parties adopted in their platforms and President Eisen- 
hower in 1952 promised that they would plan our industrial progress 
of this country to help the underdeveloped and blighted areas, and 
nothing has been done. Both platforms said that they would under- 
take it, but in the last session of Congress that promise was not 
realized, as it had not been in the 4 previous years. 

Secondly, I must add something that we must keep in mind about 
the Japanese economy and the textile economy of Japan. Let us not 
kid ourselves. The Japanese textile industry must shrink as ours 
has. It cannot find foreign markets. It overexpanded itself during 
the postwar years. I talked to the leaders of the industry in Japan, 
and they know that, too. They know that Burma, India, Indonesia, 
all these foreign markets are closed. Latin America and the Philip- 
pines are only temporary answers for their difficulties, as would the 
United States be only a temporary answer. 

Yesterday we discussed ieee short run. Unfortunately, Mr. 
Cohn, these words of a technical nature become involved in our dis- 
cussion. But opening up 100 million, 200 million, 300 million, or 400 
million yards of the American market to Japan is only a temporary 
answer. Even if Japan supplants us in the Philippine market, as it 
will for a short while, that market is not its for keeping. 

The pane are developing their own textile industry. Japan 
has been selling to Brazil a short while, to Mexico, to Chile, and to 
others. These are only temporary markets. Japan is in Mexico 
building a textile loom works. Toyoda, I think, is the name. It has 
just negotiated with Brazil to develop a textile machinery industry 
in that country. The textile market for Japan the world over is 
closing. 

Yesterday in my statement I made a reference to the need of balanc- 
ing the economies of the free world, and I emphasized rather in 
passing the fact that we can no longer rely on the haphazard processes 
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of a free market in balancing the resources and skills of industry in 
different parts of the world. We cannot do that because international 
trade cannot move as freely as trade within the domestic market. It 
destroys on a wholesale scale or builds up or encourages industries 
on a wholesale scale in international trade. That is why this issue 
is so different from the problems of technological effect. 

I say to you, Mr. Chairman, the important problem is that our 
Government and the tariff policy have not as yet conceived of this 
thing as being not merely the matter of specific item trade, but of 
balancing the economies of the free aan We must do that de- 
liberately, just as deliberately as we do it when we establish a fund 
for the promotion of specific industries in other countries. 

We must choose the industry in terms of the entire world economy— 
almost with the same degree of deliberateness as the enemy camp has 
done. 

So I say that we must change our philosophies of balance and 
arrange for a more deliberate and planned process and give up some 
of the haphazard processes which lead us into this kind of unneces- 
sary wrangle. Japan is now relying on the traditional products of the 
western economy. ‘There is no efficiency in Japan building up a 
cotton textile industry, or an iron and steel industry. 

I would put it this way: Japan is trying to compete with the 
Western World on an economy and industry rare on iron and steel 
and other products in which it has no percyer economic advantage. 
It therefore has to rely on cheap labor. The real aid which we 
give Japan should be in helping her develop much of the natural 
resources and such of the skills into new products as which are native 
to that economy, to those people. 

It is difficult because Japan does not have the natural resources of 
the western economy. Consequently, it must, out of its sheer in- 
genuity and the skills of science and humanity, try to create a pattern 
of economy for which there is no previous precedent. From that it 
will be able to develop a high wage scale. 

It cannot develop a high wage scale on textiles, on iron and steel, 
where it must import the material and try to copy the Western World. 
This is the problem of Japan, and textiles will not answer it. 

The plea of the free trader or the greater trader or the liberal trader 
is a good one, and I share it with him, my heart is there, too. But 
unfortunately the tools which are being used are not the tools which 
will really help Japan in the long run. That path is a very different 
one and I am hoping that that entire concept of better integration 
of the countries of the free world will find some place in your report. 

Mr. Boces. Unfortunately, gentlemen, me must recess at this point. 
It isnow 1:20. I suggest we come back at about 2: 45. 

(Whereupon, at 1:20 p. m. the subcommittee recessed, to reconvene 
at 2:45 p. m. the same day. 


AFTERNOON SESSION 


Mr. Bocas. The committee will come to order. 

I think you had some comment to make, Mr. Masaoka. 

Mr. Masaoxa. Just before recess we heard quite a discussion on 
the dislocation of the textile industry and the difficult problems of 
adjustment that faced that industry. 
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Many of these, of course, are not due to textile imports. Since 
that is the subject of discussion today, let’s face the facts. Let us 
examine the textile industry as a whole, see actually what is coming 
into the United States, and then try to determine whether these im- 
ports are harming the American textile industry as such. 

Let us take, for example, the specific quotas set up voluntarily by 
Japan, and see what they have been able to fulfill m the way of 
expectations. 

ake ginghams. The quota calls for 35 million square yards. By 
the end of October, which is the latest available figure, according 
to the Daily News Record of December 2, 21,093,000 square yards 
had come in. 

Velveteens. The quota was 2,500,000 square yards. That quota by 
the end of October was completely filled. 

Now we come to the more significant items, which point up that 
in spite of everything said about Japan’s competitive position, in 
reality it is such that only a few products can actually come into the 
United States in any real quantity. These, mind you, are quotas which 
were set up by the Japanese Government. Theoretically the Japa- 
nese should have been able to fill them. They have not been able to. 
do so. 

The quota for sheetings was 50 million yards. By the end of Octo- 
ber, only 15,849,000 yards had come in. 

Shirting, the quota was 20 million square yards. That is shirt- 
ing, 80 by 80. By the end of October, only 327,000 square yards had 
come in. 

Other types of shirting, the quota was 43 million square yards. 
By the end of October, only 1,428,000 square yards had come in. 

In the case of twills and sateens, the quota was 39 million yards, 
Only 181,000 yards came in. 

Poplin, the quota was 25 million square yards. The actual ship- 
ment was 5,187,000 yards. 

Yarn-type fabrics, the quota was 24 million yards. By the end 
of October 66,563 yards had come in. 

For all others, the quota was 44 million square yards, but only 
5,531,000 yards had come in. 

All this indicates that when we speak about the ills of the United 
States textile industry and about the impact of Japanese imports 
upon that textile industry, we ought to take those segments, those frag- 
ments of of the textile industry which compete with Japanese im- 
ports, and determine the impact thereon, because the ills of the Ameri- 
can textile industry as a whole are such that a complete stoppage of all 
Japanese imports to this country would not help it, I am afraid, 
hardly at all. 

As a matter of fact, I would go one step further and say that even 
if there were no quota on Japanese velveteens, it would not drive out 
a single company that is presently producing velveteen. Merrimac, 
which was alluded to yesterday as one of the firms that closed down 
recently, closed down not because of imports. This is what happened 
as we understand it, 

At one time, they were fearful of imports, so they cut down their 
labor forces by some 900, The Japanese then put on a quota on 
velveteens. My understanding from the news report is Merrimac then 
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rehired all its workers. Despite the fact of the quota, this company 
was unable to continue operations and closed down. So the impact 
there of imports, I think, has been somewhat exaggerated. 

I would like to point out, Mr. Chairman, that when we talk about 
the competing ability of Japanese imports, we have to remember there 
are many factors that prevent Japanese textile imports from coming 
into this country, but as importers we are most interested in the dol- 
Jars-and-cents aspect. 

Let. us look at the more common types of textiles and see what the 
actual price differential is which closes the American market to Jap- 
anese imports. ; 

No. 1 is dyed cotton corduroy 36 inches in width, which we started 
discussing on page 951 of the printed compendium. Here are the cost 
breakdowns: f. o. b. Japan, 46 cents, ocean freight 5 cents, insurance 
0.3 cent, duty 23 cents, entry charges such as freight forwarder fees 
and cartage is 1 cent, total 75.3 cents. Add brokerage of 1.5 cents, im- 
porter’s margin of only 5 cents, and you have a total for Japanese 
cotton corduroy of 81.8 cents. 

The United States manufacturer’s price on the same article in the 
New York market is 59 cents, which is a price advantage to the United 
States manufacturers of 22.8 cents. 

Under that kind of situation, the Japanese cannot bring in these 

oods. 
7 Let us take Army uniform twill dyed U. S. type No. 1, which is 42 
inches in width; f. o.'b. price in Japan, 76.5 cents; insurance and 
freight, 1.5 cents; duty, 15.7 cents; entry charges, 0.5 cent; total of 
94.2 cents, broker’s commission 1.8 cents only, which makes a total of 
96 cents. The importer’s margin of 4 cents makes it 100 cents or $1 
on the United States market. 

The Japanese would like to compete but the United States manu- 
facturer’s price, which is only 86 cents, or a 14-cent differential in 
favor of the United States manufacturer, prevents this competition. 

We could go down this list and many whee similar lists. We can 
look down the list of statistics relating to imports into this country. 
We will find that with possibly 2 or 3 exceptions, unless there is an 
unusual circumstance in the American textile market, Japanese im- 
ports just cannot come into the United States market. 

Returning to the subject of velveteens, I think it should be pointed 
out that United States consumption, for example, in 1955, of plain 
backs and twill backs was 12,784,300 square yards. Imports in that 
year totaled 8,600,000 square yards. Domestic consumption was 4,184,- 
000 yards. This was before the Japanese and Italian quotas. What 
happened ? 

Japan’s imports were reduced to 2,500,000. Italy was cut to 1,350,- 
000, for a total of only 3,850,000 square yards in imports. 

The domestic industry failed to increase production sufficiently to 
make - for the amount which Japan and Italy voluntarily relin- 
quished. 

Not om that, but the American consumer was deprived of the 
kind of velveteen which she should be able to expect to purchase as a 
consumer in the American market at the price she could afford to pay. 

Some comment has been made regarding wages. Dr. Harris had 
the impression I made the statement that, if imports were encouraged 
sufficiently, in time perhaps Japanese wages would catch up with 
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American wages. That certainly was not the impression I intended 
to convey, because one of the conditions which enables Japan, in vel- 
veteens and ginghams, for example, to ship to the United States is 
this wage difference. What was intended was that as Japan increases 
her imports, especially to the United States, the wage structure within 
Japan would rise proportionately ; so that those who would encourage 
higher wages in Japanese industry should also encourage more liberal 
trade policies. 

Mr. Barkin went on to conclude that Japan’s textile industry, like 
that in the United States, was shrinking and that, in time, Japan 
would not be able to compete with India, Hong Kong, and other 
developing nations. This is just the point we make. 

The textile industry is that kind of industry which by its very char- 
acteristics has a more difficult time to prosper than others in our 
national economy. Nevertheless, even though in our own economy 
it may not be the strongest and the most efficient, when compared to 
the textile industries of the rest of the world—Japan, United King- 
dom, Italy, India, and so forth—ours without doubt is the most effi- 
cient and the most competitive in world markets overall. 

Moreover, within this American industry, there are some segments 
that are weaker than others. Velveteens and ginghams are outstand- 
ing examples, for these are labor-intense items at which the Japanese 
and the Italians are particularly adept in manufacturing. The 
United States, in the instance of velveteens, has invented some ma- 
chines to try to offset the labor advantages of Japan and Italy but this 
particular industrial segment is one that simply cannot compete eco- 
nomically with the skilled hand labor of foreign nations and machines 
cannot duplicate the handiwork of human hands. 

As Mr. Barkin points out, Japan may soon lose some of her markets 
to India and Hong Kong as those countries develop their particular 
export industries. You may be assured that the Japanese are well 
aware of this possibility and are planning accordingly. 

So it is with certain segments of the American industry. Today, 
they cannot compete with Japanese imports, in spite of the advantages 
that domestic industry overall has over foreign competition. To- 
morrow, India and Hong Kong may be able to drive out the Japa- 
nese imports by being more competitive in our markets. 

In the meantime, however, both the United States and Japan will 
be moving up the ecoonmic scale, discarding uneconomic and vestigal 
industrial. segments that only hamper and slow down overall eco- 
nomic progress and well-being, and advancing toward the nuclear- 
= age that presently challenges the free world. This has been 
the experience of the competitive system—constant progress—and 
we cannot believe that the United States textile industry would want 
to slow down and even stop the forward march of civilization by 
insisting upon protection for uneconomic industrial segments that will 
enable them to continue uneconomic production at the expense of 
all the people. 

Thus far, the American industry spokesmen have made charges 
against Japanese imports. Let’s put the shoe on the other foot. 
Next February, neighboring Canada is scheduled to hold tariff hear- 
ings on United States exports to her, including cotton textiles. What 
will be the American attitude toward the same kind of charges that 
she today is making against Japanese imports? 
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I am sure that the United States industry would not want to en- 
courage higher tariffs on American fabrics, cotton fabrics, into Can- 
ada. I am sure the American industry would not want quotas im- 
posed or any other restrictions on United States exports to Canada. 
I think it significant always to remember this: Total Japanese im- 
ports into the United States are only about 2 percent of American 
production and yet American industry “cries” about unfair com- 
petition. 

Yet the United States has been able to capture more than 50 
percent and possibly 60 percent of the Canadian cotton textile pro- 
duction. This certainly indicates that, competitively speaking, the 
United States textile industry is relatively healthy. It also causes 
one to ponder why the concern and alarm over Japan’s minor im- 
ports to this land. 

As we freely admit, the Japanese impact has been on just a few 
items, and as far as those few items are concerned, we think that eco- 
nomic reality dictates that it would be better, better in every way, 
for American industry to give up these uneconomic segments. 

Perhaps this is not a fair way to put it, but when we talk about 
disproportionate burdens on one segment of industry or a whole in- 
dustry, I want to allude again to the basic fabric of our presentation ; 
namely, that we are in a kind of economic war. In warfare, the bur- 
dens which different segments of society have to bear for the common 
good, for victory, are often disproportionate. In the last war, I was 
an infantryman. I lost a brother. There were others who were in 
the rear areas, equally worthy, equally contributing to victory, who 
did not face the same kind of burdens as perhaps the frontline com- 
bat infantryman did. 

In this world today, when we are faced with a serious threat to our 
survival, I think we ought to look first to the national interest and 
the security of our country. Looking first to the security of our 
country, I think we will find it is very important, in fact crucial, 
that we keep Japan as a friend and ally in the Pacific. 

Dr. Harris described my comment that 900 people in the United 
States should not be sacrificed for 90 million was an exaggeration. 
This was simply a dramatization of a fact which too many of us 
Americans ignore when we think of other countries. 

That is this. The 90 million people of Japan read and hear about 
the allegations and charges of the American. textile industry. Yet 
they know that in the case of velveteens it is really only 1 company, 
1 mill, with about 900 workers. They wonder what kind of treat- 
ment America intends to give to them, what kind of thinking moti- 
vates Americans. 

So when we say that 900 people in this country in the velveteen 
mill can influence 90 million people in Japan, we mean exactly that. 
Psychologically the impact is great. America’s actions and practices 
must live up to its professions. 

In the field of world leadership, where trade is an integral part 
of our collective security program, we see no alternative but that 
trade with Japan should he encouraged. We cannot escape this other 
fact. Japan still buys—regardless of what she buys, regardless of 
what you say her imports do—Japan still buys twice as: much from 
America as she sells back to us. 
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It is a matter of simple business. We cannot see where we can 
talk too much about restricting Japanese imports further, so that she 
will be less able to have dailies with which to purchase so much 
more than she sells back to us. By trying to hurt Japan, we only 
hurt ourselves more. 

Mr. Boces. Mr. White, you have been awfully quiet. You are in 
ep ition of a fellow trying to keep both as customers. 

r. Wuire. I think they are both excellent customers. I have no 
doubt that we must keep the Japanese both as customers and as 
friends. I certainly think that all American interests will contribute 
to that end. 

Of course, we. talk in terms that are not always diplomatic among 
ourselves, Of course, what we say to each other and about each other 
and about our allies and friends is also something that often we say 
in terms that are not diplomatic. 

But the thing that pleased me about the relations between the 
American and Japanese textile industries is despite what an indi- 
vidual mill would say and an individual paper will print, in general 
they have attempted to see and work with the saaliain which they 
both face. 

Mr. Boses. Mr. Stitt. 

Mr. Srrrr. Very briefly, Mr. Chairman, I would like to apologize. 
I grabbed off some time this morning with the explanation that I 
would be at the Tariff Commission this afternoon. 

Mr. Boges. We are glad you are back. 

Mr. Srrrr. I would explain the reason that I am not there. The 
domestic tunafish industry is taking so much time explaining that 
although they are anxious for Japan to get along with the world 
and they know that the Japanese need to expand their trade, they 
cannot realize why they have to be involved in this process. That, of 
course, is the very reason we are here, except here it is the textile 
industry. 

This morning we heard much about the New England segment of 
the textile industry. As we all know, that happens to be the weaker 
segment of the entire industry. It seems to me we should give some 
attention now to the entire industry. 

It has been our position, taken in the paper in the compendium 
that the textile industry is not nearly as weak as some—— 

Mr. Boggs. I thought maybe someone would touch on the fact that 
the American textile industry has quite an export market of its own. 
I wonder if someone would touch on that. 

Mr. Srirr. I have statistics on that. I am sure that even at present 
exports are, I believe, four times the imports. 

Mr. Branois. I have that data, too. 

Mr. Boges. Fine. 

Mr. Srrrr. I want to say that, of course, the southern segment of 
our industry is the strong segment now. It seems to me we must recog- 
nize that although we are discussing only cotton textiles, this industry 
has been in a revolution in the past 10 years, and really in our view it 
has become more or less one textile industry, rather than a cotton 
textile, a rayon, and all the rest. 

The new fibers have created a situation where the more up-to-date 
mills can shift from fiber to fiber with the market trends. 
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As I pointed out this morning, per capita consumption of all fibers 
is going up. When we discuss the fact that cottons have been going 
down somewhat, I do not think we should ignore the fact that the 
chemical plants which are producing the artificial fibers are having 
an increase in business correspondingly. ‘This is an internal com- 
petitive matter, and has nothing to do with the imports. 

The profits of the domestic industry were discussed this morning, 
and always, of course, when members of the industry discuss their 
profits, they discuss them in terms of the relationship between textile 
profits and the profits of all other industries. 

I do not think that is entirely a fair approach. The industry is a 
highly competitive one and its profits, except in brief periods such as 
Mr. Cohn pointed out, its profits have been traditionally low. Recent 

ears, in 1954, 1955, particularly 1955 and 1956, when the imports did 

egin to grow in some volume, happend to be years m which the 
domestic textile industry was realizing much better profits than it 
had formerly. 

Our thesis has always been the years 1955, 1956, and certainly the 
first half of 1957, have been years of great economic activity in the 
United States. The textile industry has participated in this. Their 
profits went up from $93 million after taxes in 1954 to $359 million 
after taxes in 1956. 

Imports also participated in this economieactivity. I maintain that 
if economic activity would begin to dip in this country, the imports as 
a rule—this has always been the case in the past—will go down at least 
21% times as fast as the index of economic activity in the United States. 

So I am not at all convinced by this argument that because the textile 
industry only realizes 1.5 percent or whatever it is per dollar of sales 
that this neecssarily means the present situation is any different from 
the situation that pertained heretofore, before there was any import 
competition to speak of. 

With that, I will leave the microphone to my friends on the right. 

Mr. Boaes. Mr. Brandis. 

Mr. Branpts. Mr. Chairman, I would be glad to comment briefly 
on your question about the export position of the United States in- 
dustry that I referred to briefiy this morning. We have an export 
equalization fee on the cotton-textile exports equalizing the raw-cotton 
cost differential to which I referred this morning. 

I believe I also mentioned that about 5 percent, roughly, over recent 
years of our total domestic cotton broad woven fabric production, is 
exported abroad. That has been trending downward, but it is roughly 
in the last year or two about 5 percent of our domestic production. 

Our imports on that same general category of products—that is, 
talking only about cloth—have run at about 2 percent of domestic 
production. To get a complete picture of that, one has to add to the 
cloth imports, however, the imports of cloth in madeup form, such as 
apparel, et cetera. The net would still be, however, that exports were 
larger than imports. Roughly, on a value basis for 1956, imports were 
about two-thirds of exports of cotton textile products. That would 
have to be corrected, of course, by the fact that customs values our im- 
ports for tariff purposes in a way which tends to understate the import 
valuations, and I believe one of the papers in the compendium indicates 
the correction factor should be maybe 30 percent. And if you applied 
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that, you would have about a net import-export balance of cotton 
textile products. 

_Perhaps a significant point is that export markets so far as the tex- 
tile industry is concerned are rather specialized markets. The largest 
market is Canada. There you have a case of propinquity. It is pos- 
sible to get overnight delivery from the New York market to the popu- 
lous parts of Canada. The Canadian standard of living in terms of 
per capita income is very similar to our own. They read the same 
fashion magazines. They even read the same magazines Mr. Cohn 
writes in. I read them too and enjoy them, Mr. Cohn. It is a real 
privilege to sit here next to you. Itis almost an extension of the United 
States’ type of cloth demand pattern is what I am saying. Of course, 
you have a hard currency situation there too, the Canadian dollar. 
Then you have the Philippine Isles and Cuba, which are important 
United States textile export markets. There you have certain prefer- 
ential treatment going back historically to our close relationships polit- 
ically with those areas. So that is a very quick thumbnail summary 
of the export end of the United States cotton textile industry. Of 
course, if the chairman wishes, I would be glad to furnish for the 
record a complete detail of the export breakdown. The Bureau of 
the Census publishes that in great detail. It is readily available. 

Mr. Boces. We can secure that information. Now, Mr. Cohn, you 
have been referred to. 

Mr. Conn. I would like to make a few observations. 

When I was a kid attending a little red school out in Mississippi one 
of the things we had to do was read an old-fashioned book called 
American Orations. I read one day when I was about 11 years old an 
oration on George Washington by Edward Everett. I have never 
forgotten the first sentence of that. The eminent characteristic of 
George Washington was commonsense. I could not have been more 
disillusioned. ‘That is why I read it. I thought that everybody had 
commonsense. I thought of George Washington in terms of the paint- 
ing crossing the Delaware and the ice floes and killing the Hessians. 
But here he had been degraded down to the point that he did not have 
any more sense than all of the folks in town—just commonsense. It 
was only later I learned this was something of a miracle and Mr. 
Everett was talking about something that was extremely rare indeed. 

Now, if I may in terms of commonsense, say a few words about this 
general thing. One can sit here in this committee and split hairs 
until there are enough to build all of the horsehair sofas in China, but 
you will not get away from the fact there is no hiding place there and 
we are in a bad fix in the world. If I were the Japanese I would feel 
very unhappy about it. It is poor talk, and if it were true, there would 
be no point in having the Japanese as allies. According to much of the 
talk that I have heard, the reason the Japanese are able to get along in 
the textile business is that it is based entirely on cheap labor. In 
other words, these are not people of intelligence, imagination, ingenu- 
ity, ability, and industry—these are people of cheap labor. 

Now, we better understand this and we better start understanding 
the world that we are in today. The Japanese created a miracle which 
has almost no precedent in the annals of mankind in that they went 
from a hermit kingdom into a world power in 44 years. They did 
not do this with miracles and based on cheap labor. 
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You will find now that they are building and delivering tre- 
mendous tankers. They are the top shi pvaihdeen in the world and 
have been traditionally the best shipbuilders in the world. Accounts 
of this appear in the Wall Street Journal. I do not have to be a 
marine engineer. The Japanese, by virtue of their engineering in- 
genuity are building these ships in 3 sections and then putting them 
together and turn out these giant ships in 7 or 8 months, and this 
is one of the main reasons they are getting the business. If these were 
incompetent people what use would they be to us as allies? If they 
were idiots, if they were still back in the stone age, what value would 
they be to us? They are of value because they are enormously com- 
petent people. They are the only people in Asia, certainly that part 
of Asia, who had the ability to use western techniques in the same 
way we do. They have the greatest workshop in Asia, and 12 years 
ago they did not have a _— 

I stood not long ago in Nagasaki on a hill, on the site alleged to 
be the site of Madam Butterfly’s house, and in the atmosphere of 
Japan one can believe almost anything to be true or untrue, and one 
could believe this was the place where Madam Butterfly had lived. 
But looking just across the bay here was the giant works of the 
Mitsubishi Shipbuilding Yard and out in the bay lay an enormous 
tanker recently constructed. That is the leading shipyard on the 
face of the earth. It turns out more tonnage than any shipyard any- 
where, and 12 years ago that was the place where the atomic bomb 
fell, and there was nothing there. 

These are people of tremendous competence and industry and in- 
genuity and they do something that we have forgotten how to do— 
they work hard. They are enormously invaluable as allies. 

What is the plight of that country? It is very simple and could 
be stated in one sentence. It would seem to be oversimplification to 
state the plight of a people in one sentence, but in my opinion it can be 
done. There are too many people, too little land, and too few resources. 
If you want to document it, it is simple to document. 

This country has been stripped of all of its territory and area from 
which it formerly derived raw materials and food; namely, Man- 
churia, Korea, Formosa, and so forth. All that is gone. Only 16 
percent of the land of Japan is arable. The whole territory is just 
about equal to that of Montana and here live 90 million people who, 
by 1970, are going to be 100 million. 

A long time ago, long before the 1930’s the militarists thought the 
point of danger would be reached when Japan should arrive at a 
population of 65 million, It is now 90 million. These are the people 
that we are concerned with here. It seems to me that if we are going 
to permit narrowness and blindness and greed to be our primary con- 
siderations in our conduct of relations in the world, we are going to 
lose the show around the earth. 

Now, whether it has to do with tariffs, taxes, or anything else, the 
whole life of this country will have to be considered in a different 
light. They will have to think in ways they have never thought be- 
fore, and conduct themselves in ways that they never learned before 
if they are going to survive at all. 

I heard a good deal this morning about the competition of India 
with Japan and other countries in the textile field. The real competi- 
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tion as far as I can see is the competition coming from another source, 
and it is going to get bigger and bigger. The competition is coming 
from Red China. 

The Red Chinese are doing what they learned a long time ago and 
the Russians did with success—they are using trade as a political 
weapon. We are the only people who apparently do not have the 
sense to do this. On occasion we have had sense enough to do it. It 
was in 1870 when Hawaii was still an independent kingdom that we 
feared that Hawaii was going to go British because at that time 

ractically all the sugar the islands were turning out was being taken 

y the British and the Australians, and they could not get into this 
market because we had a high tariff on sugar. So what did we do? 
Despite the outcries of California and Louisiana about the sugar 
tariffs, we immediately abolished the sugar tariff on Hawaiian sugar. 
The Hawaiians resumed their relations with us and that place that 
we now Call the bastion outpost of freedom came into competition with 
our own sugar industry. This was the direct political result of trade 
as an instrument of policy. 

Now, having been an old businessman, and having for 25 years 
written about the necessity for greater trade between Japan and the 
United States, I said to them when I was there that it would be wise 
for them in a merchandise policy to “trade up”; that Japanese goods 
in many parts of the world, certainly in the United States, had be- 
come synonymous with shoddy goods and if they made better quality 
goods there was a large market in this country and they could find 
such a market here and they would have less difficulty and could hire 
people at higher wages. So far so good. 

Now, this is what I was suggesting. Since Japan has no more nat- 
ural resources than there are in Rockefeller Center, the only thing for 
them to do is to use their skills to bring back the highest number of 
dollars per man-hour, or per pound of material, which of course is 
what the Swiss did. 

The Swiss took 100 pounds of steel and 10 pounds of gold and 
converted it into 10,000 watches worth $100,000, and through the 
exercise of high skills were able to make themselves a prosperous 
— in the world. 

If the Japanese should do the same thing in any field—precision 
instruments or whatever it might be—and got to the point where they 
were really competitive with us, the first thing that would happen 
would be that every one of those industries would come screaming to 
the Congress—give us relief from these poor pauper people, the same 
as we did not long ao with respect to Swiss watches. 

The minute that a country becomes competent we want to rule them 
out of being by putting up a tariff. It becomes almost morbid. 

I remember some years ago when I was dealing with this question, 
in came to the Tariff Commission the prophylactic tooth-brush people 
and the Viscoid Co., both of which made tooth brushes. They com- 
plained bitterly to the Tariff Commission that the Japanese were 
destroying their business because they were sending bamboo-handled 
tooth brushes from over there that sold in the dime stores three for 
a dime and their brushes brought 50 cents apiece. Therefore, they 
ought to be ruled out. It was pauper labor and they were damaging 
the great tooth-brush industry. 





FOREIGN TRADE POLICY’ 695 


What you really found was an extraordinary phenomena. In this 
allegedly sanitation-minded country over 70 percent of the American 
people up to that point had not brushed their teeth. Why had they 
not brushed their teeth? Figure it out for yourself. Take, for ex- 
ample, the ordinary American family at that time. There was papa, 
mama, junior, and sister. The average man 30 years ago was 
making $20 a week. If he had to buy 4 tooth brushes at 50 cents 
apiece, that was $2. If he did that four times a year, he would have 
to spend more than the equivalent of a week’s wage to buy toothbrushes, 
so he did not buy them. What happened was since they did not buy 
American tooth bushes at all at 50 cents apiece because they could not 
afford them, they could afford the Japanese tooth brushes at three for a 
dime. If you grant that brushing teeth is socially desirable, then 
the Japanese toothbrushes did two things: First, they buttressed the 
American legend of cleanliness; secondly, they brought about a source 
of trade that had not existed which was useful for the druggist and 
certainly useful for the cotton industry, because every time the Jap- 
anese sold $100 worth of tooth brushes they turned around and bought 
$100 worth of cotton, and nobody in the country was harmed in the 
slightest degree. 

Maybe it would have been better from the point of view of the pro- 
phylactic tooth-brush companies that the American people not have 
any tooth brushes if they could not afford 50-cent tooth brushes. 

This is a sort of Marie Antoinette thing in the bathroom field. 

Mr. Branpis. I just want to make a couple of very brief comments, 
Mr. Chairman. I am sorry that Mr. Cohn finds this poor talk. I 
thought it might not have been good literature, but I have found it is 
very good talk here today. I have heard a good deal of commonsense 
from various participants here today, I think. I do want to say that 
Mr. Barkin and Professor Harris, not being here, I cannot speak for 
them, but I can speak for myself. 

I have thought back over their statements and I believe this is cor- 
rect: I do not believe that anybody here today has made any allega- 
tions that the Japanese textile industry is anything other than an 
efficient, able industry, making an excellent product in great variety, 
and doing a fine management job. The first person to introduce any 
other idea, it seems to me, is Mr. Cohn, though he introduced it pur- 
porting to report what the textile industry in this country has been 
saying here today. I think the record, if searched, will not reveal that 
any such statements have been made. 

One other point, and this is somewhat related—a question of cheap 
labor. I think it has been brought out here today by Mr. Masaoka and 
others that the Japanese textile industry pays a very high rate of 
wages relative to the Japanese wage level. The only point that is 
pertinent to a discussion of international trade is the relationship be- 
tween national wage levels. That is what we are discussing here today. 

There was one other comment which I believe is a little inaccurate. 
I am sure that Mr. Cohn was using it with literary license, but I think 
in a discussion of this kind it is important to distinguish where literary 
license ends and factual statements begin: That the Japanese economy 
has hardly more resources than Rockefeller Center. This is, to my 
mind, a most disparaging statement, and certainly it was meant by 
Mr. Cohn in | faith, but it is certainly an inaccurate statement. 
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The Japanese have tremendous resources, and they make the most of 
the resources they have and do a wonderful job of it. That is all I 
want to say. 

Mr. Coun. May I resume? I want to say with respect to the re- 
sources of Japan, the largest industry is textile based on wool and 
cotton. There is not one pound of cotton in the country. All of it 
comes from overseas and practically, not one pound of wool. Nearly 
all of the Japanese wool comes from overseas. The petroleum. re- 
sources of the country are almost nil. The waterpower they have they 
use with the highest ability they possibly can. Not a single river in 
Japan is navigable, so they are deprived of that wonderful business 
of water transportation that the Low Countries have, Germany and 
France. They have very little coal and almost no iron and in the 
realm of all the great resources they have to look abroad and import 
everything they use. In addition to that—and this is always a noose 
around the Japanese throat—their farmers do an incredible job in 
that though only 16 percent of the land is arable and they have the 
constant growing population of which I spoke, the average Japanese 
farm is 2144 acres and the average American farm is 240 acres, so 
1 farm in America is equivalent to 100 farms in Japan; yet they pro- 
duce four-fifths of their food. But you can starve to death if you 
have only four-fifths. The other fifth must come from abroad, and 
in order to import the other fifth they have to export produced goods 
in order to get the money with which to buy the food. This is why the 
Japanese always feel pressed. This is why they are close to hysteria 
and one can very well understand it. If we do not understand it we 
fail to understand at our peril. 

Mr. Grew sent a telegram to the State Department on the 4th of 
November 1941, reaffirming a telegram that he had sent the day before 
saving in effect that if the Japanese feel they are being crushed by 
external economic pressures they will attempt to escape it even if it 
means national suicide. This was sent, as I repeat again, November 4, 
1941, and Mr. Grew was so anxious that this should be a part of his- 
tory, a part of his reports to the State Department, that he reaffirmed 
his telegram of November 3 by the one that I am quoting now of 
November 4. That is the position of the Japanese people at all times. 

Suppose in this country today, or day after day, you did not know 
whether you were going to get 20 percent of the food or not and whether 
you got 20 percent of the food or not depended on whether the Congress, 
the British Parliament, and 100 organizations around the world were 
going to permit you to do business so that you could manufacture so 
that you could export so you could eat. How do you think the American 
people would feel under those circumstances and to what length would 
they go to escape it if they possibly could? This is the real position 
of 90 million people who within a decade are going to be 100 million. 

I would suggest, as Mr. Grew was saying there, we take this into 
consideration when we begin to consider our position in the world. 
which is already precarious, as all you gentlemen know. 

Now I want to come back to what we have done. I remember 
another item with some degree of amusement. I am amused by 
trifles, you see. A great complaint was being made—and imagine 
this, the richest and most powerful people in the world making these 
complaints—and it was terribly embarrassing for an American in 
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Japan, as I was recently, to read on the one hand that we are the 
greatest people in the world and on the other hand complainin 
about Japanese blouses, plywood, Japanese tunafish, swordfish, an 
Japanese oysters. It is terribly embarrassing and one cannot quite 
explain it. If we are so vulnerable, why would the Japanese want to 
have us as an ally ¢ 

Now, there was the question of straw slippers. It was very much 
like the toothbrush business. Japanese straw slippers sold for a 
dime, and all other straw slippers sold for 50 cents. Well, women 
who could not afford 50-cent slippers—and this was in the 1930’s— 
did not wear slippers at all. They went around in their stocking 
feet and they would get a splinter in their feet and get lockjaw. 
Anyway, we regarded it as socially desirable for American women 
to wear slippers. Here was the only chance for some of them to 
get them—because they had a dime. 

I can remember the time when I was studying this question back 
in Natchez, Miss., walking along the streets, and here was a woman 
sitting on the doorstep saying, “I wish I could get myself 30 cents 
more so I could get four bits and get myself a pair of those four-bit 
slippers.” 

ow, we have an enormous capacity not to learn. It is really 
fabulous. As we hold ourselves to be the biggest people in the 
world, so it is becoming to us to make the biggest and most colossal 
mistakes in foreign affairs. We should never make a mistake with 
Honduras. The mistakes we make are in keeping with the size of the 
country. 

New, the gentleman this morning said that unemployment is ris- 
ing. Things are getting tough in this country, therefore the thing 
to do is to raise the tariff. Have we forgotten the Smoot-Hawley 
days when we did exactly the same thing and half of the economists 
of the world say if anything precipitated the depression that was 
it? 

Our late great President still with us, but unfortunately not in 
the White House—and fortunately we have the benefit of his eco- 
nomic mind, namely, Herbert Hoover, who at a time—and this is 
the same kind of reasoning going on now—when wheat was selling 
off the farms in Iowa and the Middle West at 32 cents a bushel and 
the tariff on it was 45 cents, told the middle western farmers that 
they should raise the tariff. Now it costs about 15 cents a bushel to 
ship the wheat and the tariff on it was 45 cents to bring it in. In 
order for any exporter to get wheat into this country he would have 
to pay 45 cents a bushel for the tariff, 15 cents to bring it in—and 


‘that 1s 60 cents—and give away the wheat when it got here. That 


is the only way he could compete with the American wheat. 

The argument was made then that the salvation of the country was 
raising the tariff so we did. And I want to say one thing for the 
Congress at that time, and this settled forever the canard Congress 
is always down in Georgetown drinking free highballs—Congress had 
such a keen eye for the tariff, and for the dangers of the damages 
being done in the United States that they raised the tariff on Chinese 
preserved duck eggs from 8 cents a dozen to 10 cents a dozen. If 
there ever was vigilance on the part of Congress, that was vigilance. 
I suppose that they kept the foundries of the steel magnates in Pitts- 
burgh from dropping dead during the depression. 
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Well, this is the kind of thing apparently that we are starting to do 
again. The minute business gets bad the thing to do is to raise the 
tariff ; do not use your imagination or anything else. 

Now, if I may, I want to make a sort of small parallel here and I 
want to say to Mr. Brandis I am extremely grateful, although it is a 
reflection on other people in the country, that he takes me to be 
something apparently rare; namely, a literate businessman. I do not 
know why there is anything wrong in that. I know a great many 
literate businessmen who talk very well indeed, and who express 
themselves very well indeed, 

Mr. Branois. So do I, but they do not always express themselves 
in the same way, Mr. Chairman. 

Mr. Coun. I want to make this point we can go again in the same 
sort of thing we did before with precisely the same results. The 
analogy is this: First of all, it is the last refuge of the mentally 
impotent to indulge in action for action’s sake. That is what we are 
about to do in this country on a vast scale. It is time to sit down 
and think a bit. 

The second thing is one of the reasons Hollywood so often uses 
what is called sex is because it is much easier to do a picture with sex 
appeal than adult appeal and intelligence appeal, and that is one of the 
reasons why Hollywood failed to make intelligent pictures for a 
long time—it had no audience left except screaming teen-agers, and 
for them it is making the most terrible kind of thrillers, and you can 
see by the Wall Street Journal, and other people reporting on this 
situation, this is the last gasp of an industry. 

So I would suggest to anybody in difficulties that there must be 
more ways to get out of your trouble than by prohibiting something. 
This is one of the reasons a great many people in this country for a 
long time have resented the activities of the smalltown ladies’ clubs, 
because the ladies’ clubs inevitably were against something. They 
wanted to keep people from shooting birds at the edge of town or 
they wanted to keep people from gambling. They always wanted 
to keep people from doing something. You know this was not good. 
So we wanted to keep people from doing things, wanted to keep them 
from shipping goods and doing business. 

here is one other thing. This way you move to the end of the 
world. A few years ago I was coming down in a ship from Helsinki 
to Copenhagen. It was a little bit of a Danish ship. We passed a 
mile offshore from Tallinn, Estonia, and from the ship we could see 
the smokestacks of Tallinn. That town might just as well have been 
in central Asia. It was out of the world. It was part of the Soviet 
apparatus and could not be touched. 

Gentlemen, international trade is a fascinating thing. It is more 
than an instrument of business. It is also a means of communication. 
Although it seems to be a blatant instrument, it may be the most subtle 
means of communication that men have. The history of affairs is that 
when all other means of communication end, business is the one form 
of communication which still tends to go on. We know that even 
in time of war it goes on, as in the American Civil War. This is done 
by government; it is done by people. Our Government has done it, 
too, and for very good reason. We trade with the enemy because he 
has something indispensable to us, and vice versa. 
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Since communication is getting less and less around the world, now 
to close out the trade and to begin to reduce the possibilities for the 
relations of people and the intercourse of nations ee trade, 
by cutting it down, by, for that matter, stifling it—because if we are 
to do this thing why not go whole hog; there is no point in stopping 
halfway—I think is to reduce the world in which we are to the kind of 
world which existed in 16th and 17th century Italy, when you had 
walled cities. It is slightly an anachronism to seek economic and 
litical isolation. I don’t know how anybody can separate the two. 
Therefore, this is obviously slightly anachronistic in the age of the jet 
airplane, the wireless, the radiotelephone, and now the interconti- 
nental missile. 

So, I have no direct answer to any of these questions. I certainly 
have no brief. As I said this morning, I don’t represent anybody at 
all except that forlorn thing called the public interest. Congress may 
consider this if it likes. It is the privilege of Congress. I shall not 
decry what it does. I may lament it. Maybe Congress will, too. I 
suggest we will have to consider all these problems, every problem 
which is going to come up from now on, not only this one in terms of 
the survival of the United States as a people. I would point out also 
one of the unfortunate blindnesses of weapons, that they don’t dis- 
tinguish between Republicans and Democrats or between owners of 
mills and workers. 

That is all. 

Mr. Boaas. Is there any further question? Mr. Morrison. 

Mr. Morrison. I think it might be well to have Mr. Masaoka de- 
scribe to us what I have seen references to in the newspapers recently — 
renegotiation or reconsideration of the quotas Japanese cotton textile 
exports. What has that grown out of and what are the prospects now ? 

r. Masaoxa. Mr. Chairman, at the present time discussions are 
being carried on between representatives of the United States Govern- 
ment and the Japanese Government presumably to review Japan’s 
voluntary action in imposing certain restrictive quotas on their cot- 
ton textile exports to the United States. Up to this time the Jap- 
anese Government has submitted a memorandum to the American 
Government, and the American Government is presently considering 
this memorandum. 

Basically the Japanese feel—when I say “basically the Japanese 
feel” I must make it clear, first of all, that I am an American citizen 
and that what I know of these things I read in the papers or learn 
from my friends or have given to me as matters of information. 

A distinction, too, should be made between the Japanese Govern- 


ment and the Japanese cotton textile industry. It is natural to as- 
sume that the Japanese industry is interested in exporting as much 
as possible to the United States. It is also natural to assume that the 
Japanese Government may have many other problems of concern 
with the United States and that she may be willing, in what she 
considers her national merce, to compromise more on this question 


of cotton exports than the industry itself would be willing to com- 
promise if it were a straight industry-to-industry negotiation, in- 
stead of between governments which are often more prone to give 
consideration to political factors than to business considerations. 
What I am suggesting is not so much that the Japanese Government 
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is prepared to sacrifice cotton textiles to some degree in return for 
other concessions on other matters, trade and otherwise, as I am 
that, like all governments, their tendency is to request as few changes 
in status quo as possible, in trying to prevent a “rocking of the boat.” 

So, as an American who is interested in imports from Japan, I 
would say that the present negotiations demonstrate on the part of 
the Japanese a tendency as a government, officially at least, not to 
ask for too much. The American Government, on the other hand, 
has called in representatives of American cotton manufacturers and 
others (incidentally, it has not called in the consumer representa- 
tives, and it has not called in the importer representatives) to get an 
idea of how they are to react to the Japanese memorandum. 

I don’t know whether it should be a matter of public information 
or not, but I think it is true that the Japanese industry feels very 
strongly that Japan’s total exports to the United States will be sub- 
stantially less than the 235 million square yards limitation set by the 
quota arrangements. Therefore, they feel that certain adjustments 
ought to be made because the basis for determining this 235 million 
square yards overall limitation apparently was inaccurate or im- 
proper. 

It must be admitted that one reason for this lack of progress is 
the operational difficulties in setting up the program, the adminis- 
trative job, which began last January when the program went. into 
effect. 

Second is the generally depressed condition of the American mar- 
ket, for, as we pointed out in our compendium, the more prosperous 
the American textile market, the easier it is, the more economic it is 
for the Japanese to export to this market. 

Third is the inflexibility within the overall restrictions as set up 
last year. I have already pointed out in terms of specific items 
within the quota that, except for velveteens and ginghams, prac- 
tically all of the other items are such that they cannot come into 
the United States. The quota doesn’t provide for flexibility from 
one item to another sufficient to take care of the articles that Japan 
can send in and, at the same time, allow Japan to keep within the 
quota technically and formally by eliminating certain items which 
they could never send into this country because of the economics of 
the situation. 

Then finally, the arbitrariness of the whole setup irritates the 
industry. 

The Japanese velveteen and gingham people are the ones who 
have suffered the greatest in terms of impact from this quota because 
about 50 percent of their previous exports to the United States have 
been cut off, and they, of course, would like to see some substantial 
increase. The Japanese Government at this time points out that 
when the agreement was made last year velveteen and gingham 
quotas were not to be disturbed for a 2-year period. Therefore, there 
is little likelihood that anything can be done in this field. 

Among the liberalizations the Japanese Government proposed are 
greater flexibility from item to item. The existing quota formula 
has been described by one Japanese industry leader something like 
this: “You give a man a license to catch fish in a pond where there 
isno fish.” Japan was given an export quota in which she was allowed 
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to send in 235 million square yards, when as a fact, economically 
speaking, substantially less than that is possible because of the eco- 
nomics that control United States-Japan trade. 

In addition, the Japanese have asked this time for carryovers; if, 
for example, the Japanese are not able to fulfill their quota this year, 
the part that is left over or the unfilled portions be carried over for 
another year. In a sense this may be good, but the difficulty here is 
that the carryover is still in terms of goods that Japan cannot export 
to this country in the first place. There is real reason for such a 
carryover, however, if it can be applied to the overall quota at the 
discretion of the Japanese. ; 

So the Japanese principally desire authority to adjust within their 
quotas either between category and category—there are five major 
categories, each of these categories divided into subdivisions for spe- 
cific goods—either to allow complete adjustment within each category 
or between categories. 

Then we come to a fundamental issue. Was it the purpose of this 
quota to try to prevent Japan from attaining the maximum limit set 
by the quota, 235 million square yards annually? If that is the case, 
then it is a fraud on the Japanese industry and others who believe 
that this was an honest effort to give Japan a fair share or at least 
an equitable share of the American market as agreed upon by our 
Government and industry. If, on the other hand, the purpose of 
the quota was, in spite of the sufferings and sacrifices of the Japanese 
industry in accepting the voluntary quota, to enable her to reach 
this very small total of 235 million square yards per year, then the 
quota should be adjusted within itself in cole that quota limits will 
be attained. 

I would suggest, Mr. Chairman, that it would be an appropriate 
gesture on the part of our Government to make a proposal to Japan 
that in view of Japan’s need to trade, in recognition of Japan’s effort 
to maintain a quota, they should be allowed to adjust themselves 
within that quota for the entire 235 million square yards. 

May I repeat, however, as I stated before, on principle we are 
opposed to this type of quota or to any kind of quota because we are 
afraid of what it leads to. As a practical matter we do have a quota, 
and as a practical matter we have to live with it. Again repeating, 
however, I think that it would be in America’s best interest to allow 
such flexibility and such changes within the quota as will enable 
Japan to send into this country the maximum 235 million square yards 
a year, an insignificant amount in terms of total American production, 
an insignificant contribution, perhaps, in terms of the total American 
economy, but significant to Japan and significant to her people. 

Mr. Boges. Thank you very much, Mr. Masaoka. 

Our time is about up. I should like to thank all of you for your 
fine contributions. I should also like to remind you that we shall 
keep the record of these panel discussions open for at least the next 
2 weeks to give you an opportunity to supplement what you have 
said here today and also to edit the remarks which have been made. 
Obviously, we have some disagreement in this area, as in others, and 
I trust we shall make some progress. Thank you very much. 

The committee will reconvene at 10 o’clock tomorrow morning. 

(Whereupon, at 4 p. m. the subcommittee adjourned, to reconvene 
at 10 a.m. Friday, December 13, 1957.) 
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FRIDAY, DECEMBER 13, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON Ways AND MEANS, 
Washington, D. C. 


The subcommittee met at 10 a. m., pursuant to adjournment, in the 
main hearing room of the Committee on Ways and Means, Hon. Hale 
Boggs (chairman of the subcommittee) presiding. 

Mr. Boees. The subcommittee will come to order. 

Today’s panel discussion is concerned with the chemical industry in 
relation to foreign trade policy. 

The chemical industry complex appears to be an especially appro- 
riate one for case study in the analysis of our foreign trade policy 
ecause of the wide variety of products produced by the industry and 

the close relationship between various segments and because of by- 
product consideration and the fact that the products of some segments 
are materials for further processing by other segments. 

Our foreign trade statistics reveal that some segments of the indus- 
try have participated substantially in export trade while others meet 
substantial import competition. It appears that the reason for the 
different status of various segments of the domestic industry with 
respect to international trade would be illuminating in consideration 
of our tariff and trade policies. 

The participants in today’s panel are: 

Mr. Thomas D. Cabot, president, Godfrey L. Cabot Co., Inc. ; 

Mr. Richard F. Hansen, chairman, International Trade and Tariff 
Committee of the Manufacturing Chemists Association ; 

Mr. T. G. Hughes, president, Oronite Chemical Co.; and 

Mr. P. K. Lawrence, chairman, International Commercial Relations 
Committee, Synthetic Organic Chemical Manufacturers Association. 

Two of the papers included in the compendium assembled and re- 
cently published Wy the subcommittee were submitted by Gen. J. E. 
Hull, of the Manufacturing Chemists Association, and Mr. P. K. 
Lawrence, of the Synthetic Organic Chemical Manufacturers Asso- 
ciation. 

We are very pleased to have Mr. Lawrence and Mr. Hansen with us 
today. They, as well as Mr. Cabot and Mr. Hughes, have given much 
thought to the subject of today’s panel discussion. I would like to 
thank them on behalf of the subcommittee and the staff. 

I might also call attention at this time to the fact that the subcom- 
mittee has invited comments in writing on the subject matter of the 
subcommittee’s studies. These comments may be included in an 
appendix to the record of this proceeding. In this connection, the 
record will be kept open for 2 weeks after today and all of you will 
be given an opportunity to edit your remarks. 
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We have followed the procedure of having brief statements by each 
of the panelists, then a general discussion by members of the subcom- 
mittee, the staff, and the members of the panel. So, Mr. Cabot, sup- 
pose you lead off today. 


STATEMENT OF THOMAS D. CABOT, PRESIDENT, GODFREY L. CABOT 
CO., INC. 


Mr. Cazsor. Thank you, Mr. Chairman. I am a manufacturer of 
carbon black, president of Godfrey L. Cabot, Inc. 

Carbon black is an important commodity in tires and printing ink. 
We are sometimes included in the chemical industry and sometimes con- 
sidered part of the petroleum industry. 

I do not come here as an expert on tariff and trade policy, but as an 
American manufacturer who formerly exported a large part of his 
product and who has gradually been losing foreign markets because of 
the dollar shortages abroad and who, in fact, has built plants abroad 
in order to retain foreign markets. Itis only by manufacturing abroad 
that we felt that these foreign markets could be preserved. 

The carbon black industry is roughly a $100 million industry in the 
United States. Approximately that value of carbon black is produced 
each year. Before the Second World War the United States supplied 
nearly all of the world’s needs of carbon black. My company was, at 
that time, exporting about 40 percent of its production. There was 
very little foreign competition at that time because carbon black then 
was made only from natural gas, and only in the United States were 
there very large amounts of natural gas available. In fact, most of 
the carbon black made prior to World War II was made from waste 
gas, gas which was produced as a coproduct of oil production and 
would otherwise have wasted into the air. We were able to buy this 
gas very cheap because it was a waste product and to make it into 
carbon black which we shipped all over the world. 

The industry was, at that time, located in Texas and Louisiana be- 
cause it was in those States that there were large quantities of gas and 
an inadequate market to take the gas. The great pipelines which now 
exist to carry the gas to markets in the East had not yet been built. 

During World War II new processes were developed, first in Ger- 
many, new processes to make carbon black from components of coal 
tar, and then in the United States new processes to make carbon black 
from petroleum tars. These processes made a superior product and at 
very much higher yields than was possible from gas, yields perhaps 
10 times as great in terms of ton to ton. 

At the same time—that is, at the end of World War IIl—we were 
faced with large dollar shortages abroad, as you well know. Various 
foreign countries set up commissions to study the possibility of reliev- 
ing their dollar shortages by manufacturing carbon black within their 
boundaries. We discussed this problem with some of these govern- 
mental commissions overseas. We came to the conclusion that they 
would build these plants because it was economic in the sense of saving 
very important hard currency of those countries, and we started to 
build carbon plants ourselves abroad, first in England, later in Canada, 
and France. 

We licensed a plant in Germany. We are now building a plant in 
Australia, and we are negotiating in India to build a plant which will 
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be partly owned by us and partly by an Indian national, iggices-y 
of course, that we complete the negotiations satisfactorily, which 
means that we get certain prerequisite guaranties from the Indian 
Government. 

My own company, following the adage, “If you can’t lick ’em, join 
’em,” decided we must either build these plants abroad or lose the 
business. We have so far built plants in only those nations which we 
believe we could survive in without a high degree of protection. We 
have been urged to build plants in other countries and we have been 
offered high Rupriis of protection in these countries, but we have not 
so far succumbed to their enticements. We have not built plants 
where we feel that we would be pushed out of the country if the pro- 
tection were removed, We think it is a risky thing to build a plant 
in a country where we can survive only so dae as the government 
gives us a high degree of protection. 

Our largest plants are still in the United States, and our costs are 
raat lower in Louisiana and Texas so that today, if there were 
complete free trade and freedom of currency transfers, we could shi 
carbon black from Louisiana to any market in the world and absor 
the freight. That is to say, we can undersell any foreign competition 
at any point in the world from Louisiana. 

This is true because of the size of our plants. A very important 
factor in the manufacture of carbon black, as in fact in most inter- 
mediate and heavy chemicals, is the capital cost of the equipment to 
make these products. Our plants are larger in the United States and, 
in fact, today we have idle capacity in the United States, so we would 
do better to ship carbon black from the United States made in this 
idle capacity than to build facilities abroad. 

But we do not have this freedom because we realize if someone else 
builds a plant abroad they will be able to keep us out of the market 
by the inability of our customers to get import licenses. 

To be sure, labor rates are much lower abroad, but carbon black, 
like most heavy and intermediate chemicals, uses very little direct 
labor. Our plants are largely automatic. The labor component of 
our total cost is something on the order of 15 percent. The cost of a 
new carbon-black plant is very large. It will usually run about 18 
months’ gross sales and maybe even more than that in foreign coun- 
tries. In fact, one of the plants that we have abroad, the first unit of 
it, which of course was the most expensive part, will cost more than 
2 years of gross sales. 

Capital is more expensive abroad. One must pay much higher 
interest rates to borrow capital and one must price one’s product to 
include a much higher rate of return in order to justify the risks 
abroad, not only the business risks but the international risks. 

I might say that on some of our foreign plants we have eliminated 
a part of the international risk by taking a remittability guaranty 
from the United States Government. It was a part of the BCA Act 


that the United States Government would give remittability guaran- 
ties. It is really a sort of endorsement of the guaranty of the host 
country, the foreign country, that is, to permit the remittance of 
profits and capital invested abroad. We have several of those remit- 
tability guaranties. In fact, we got the first one which was given by 
the ECA back in 1948-49. 
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As I say, carbon black is part of the chemical industry, and I 
would like to talk a little about the chemical industry as a whole. 

Last year the chemical exports, I understand, were $1,248,000,000, 
and imports were $274 million. That is a ratio of a little over 5 to 
1. That is, there were $5 worth of exports to each dollar of imports. 
I think it fair to say that a large part of those imports were noncom- 
petitive. Of course, that is a matter of opinion, because everything is 
somewhat competitive. Some things are very highly competitive, 
but I think it fair to say that the major portion of these imports 
would have come in in spite of high degrees of protection. 

If products made by complex chemical processes such as aviation 

asoline and some of the metal-alloying agents are included, the ratio 
is even greater than 5 to 1. 

I think it would also be interesting to study what proportion of 
the United States market for chemicals is imported. I have no exact 
figures on this because the chemical industry is a difficult thing to 
analyze inasmuch as it includes a host of unrelated products. It is 
my impression from papers that I have read which did not give the 
source of the figures that the imports are somthing like a half of 1 
percent or maybe 1 percent of the total United States market. In 
other words, the amount of the United States market being covered 
by these imports is quite small. 

These imports come more than half from Canada. Canada, as you 
gentlemen know better than I, is economically very similar to the 
United States, and politically somewhat similar, too. You might 
say it is economically as much American as Texas is. 

Undoubtedly many of the items in the chemical industry do need 
a degree of protection if the American producer in these particular 
fields is to survive. These, however, are rather small parts of the 
chemical industry in terms of total dollars. They relate to the 
finished chemicals and fine chemicals. 

It is my feeling that in the heavy-chemical field cheap foreign labor 
is not much of an argument because the labor component is too small. 
Furthermore, the raw materials for chemicals are more abundant 
and cheaper in most cases in the United States. The principal raw 
materials of the chemical industry are coal and petroleum oil, nat- 
ural gas, salt, sulfur, limestone, phosphate rock, potassium salts. 

The United States is blessed with an abundant supply of all of 
these and at low cost. For instance, despite our high hourly rates, 
we have cheap coal and will export about 50 million tons of coal this 
year to Europe. We can compete on coal because of the high pro- 
ductivity of American labor. The American miner produces 5 to 
6 times as much tonnage per day as his opposite number does in 
Europe, ° 

This is, of course, partly due to the fact that we have better seams, 
but it is mostly due to the fact that we have very productive labor and 
the best laborsaving devices in the coal industry in the United States. 

In my experience, cheap foreign labor is not always cheap. We 
find that we can build plants abroad only at higher total cost than we 
can build similar plants in the United States. If one takes the unit 
vost of plants, because they are so much larger in the United States, 
they are very much lower in capital cost in the United States, but 
even plants which are exactly similar we find we can build cheaper in 
the United States. 
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I have talked to a number of foreign chemical manufacturers who 
have attempted to build plants in the United States, and they tell me 
that their experience is the other way, that it costs them a little 
more to build a plant in the United States than it does in their own 
country—in England or in Germany, for instance. I think this is 
understandable, Noweter: because, of course, we have the skill to build 
our plants in the United States and they have the skill to build their 
plants in England and in Germany. No doubt they, with their skills, 
can build cheaper in England and Germany than we can. 

I would say, however, that plants are no cheaper to build, generally 
speaking, in Varios than they are in the United States, and because 
of size the unit cost is much higher in Europe. 

I shall be glad to give you our experience on costs in carbon black 
in some of the countries in which we operate. I shall do this in the 
form of ratios. 

If you take the United States labor cost as 100, we find that our 
labor cost in Canada is 90, in England 54, in France, which is partly 
estimated because we have been in operation there for only a short 
time, 72, and Australia is estimated because we are not in operation, 
125. Labor, as I said, is a small part of our total cost. 

Raw materials, a much more important part, is cheaper in the 
United States than anywhere else that we operate. If you take our 
raw-materials cost in the United States as 100, in Canada it is 133, 
in England 180, in France 190, and Australia we expect it will be 225. 
This is due to the fact that oil products in general are priced over the 
world at the American price, the gulf-coast price, plus the freight to 
the point where you want the goods. 

Supplies, which are another fairly important item with us, if you 
take the United States as 100, Canada is 121, England 146, France 125, 
and Australia 160, 

On fixed capital, which is a most important item with us, if you 
take the United States as 100, Canada is 147. Mind you, these are 
not for identical plants. This is due in part to the difference in the 
cost of construction, but mostly due to the difference in size of plant. 
United States 100, Canada 14%, England 145, France 163, Australia 
224. 

Reverting to the question of labor costs abroad versus those in the 
United States, it seems to me it is perfectly clear that the high labor 
rates in America are the result of higher productivity and not of 
protectionism. American tariffs have not been exceptional. There 
have been higher tariffs in many other places of the world than in 
America and there are today higher tariffs. Yet we have the highest 
standard of living and the highest labor rates in the world. 

To me the most compelling objections to a general protectionist 
policy are that it is against our domestic policy of providing our people 
with the most goods with the least effort, and it is also against our 
foreign policy of uniting the free world against the Communist threat. 
To revise our tariffs upward whenever goods start to come into the 
United States in important quantities is to deny our people a chance 
to benefit from buying at a favorable price items which we are not 
adept at producing ourselves. 

Is it not better to use those goods we are adept at producing cheaply 
to trade for those goods we are not adept at producing cheaply? If 
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we can trade a pound of chemicals which represents less than 5 
minutes of total labor for a panama hat which represents a week’s 
work for a South American, are we not better off than to protect our 
hatmakers and lose our customers ? 

Our system in this country, based on the choice of the individual, 
is challenged by a system of state compulsion. If we deliberately 
handicap a portion of our manpower by forcing the production in 
one free nation of goods which can be produced more economically 
in another, we are increasing the chance that our system will not 
survive. 

Dividing the free world economically by trade barriers certainly 
makes far more difficult the political problems of uniting the free 
world for mutual security. 

Thank you. 

Mr. Boees. Thank you, Mr. Cabot. Mr. Hansen ? 


STATEMENT OF RICHARD F. HANSEN, CHAIRMAN, INTERNA- 
TIONAL TRADE AND TARIFF COMMITTEE, MANUFACTURING 
CHEMISTS ASSOCIATION 


Mr. Hansen. Mr. Chairman, on behalf of the Manufacturing Chem- 
ists Association, I wish to thank you for the opportunity to participate 
in these sessions. We think it is a very constructive thing to give the 
chemical industry an opportunity to state its position on this entire 
subject. Frequently we have been represented before the House Ways 
and Means Committee and the Senate Finance Committee expressing 
our views on particular items of legislation, but it always has been 
on a narrow phase of the subject, and we do not feel that the oppor- 
tunity to date has enabled us to state in a comprehensive way what we 
think are the fundamentals involved. 

The record of the various hearings before the Ways and Means 
Committee and the Senate Finance Committee will show, we believe, 
that the Manufacturing Chemists Association has consistently stood 
for tariffs on the basis of need for protection, and I do not believe that 
it is a fair characterization to say that we are advocates of higher 
tariffs, as Mr. Cabot has done. 

There are exceptions, of course. There have been 1 or 2 examples 
of pleas for protection under the escape clause, but they are clearly 
exceptions. What we have been doing is fighting a retreating battle 
to hold what we have and to give grudgingly rather than to ask for 
higher tariffs. 

If I can add anything to the impressive collection of materials which 
you have in the compendium, I think it would be merely to try to 
reduce what is an extremely complex problem to a few of the funda- 
mentals as we see them, with the hope that we shall thereby provide 
a greater modicum of understanding. 

As pointed out in the association’s statement which is in the com- 
pendium, chemical production accounts for about 6 percent of the 
total manufacturing of the United States. On the surface it would 
seem that the industry is big business. In fact, it is not one industry 
but many industries. It includes many small companies as well as a 
few large companies. Collectively it represents an investment of 
billions of dollars of private capital and some 12,000 plants. 
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It gives direct employment to over 800,000 smple ees. Its sales 
exceed $24 billion per year, involving some 11,000 different products. 
It invests about $450 million per year in research. 

Yet all of these things fail to give a complete picture of the indus- 
try or to indicate its true value to the United States. Rather, its 
outstanding contribution in our opinion to your welfare and mine is 
its creativity. The chemical industry introduces about 400 new prod- 
ucts per year. Approximately half of its current sales are of prod- 
ucts unknown or in their infancy 20 years ago. For example, Mr. 
Hughes, who is on the panel, told me yesterday that not a single one 
of his company’s products is mentioned in the Tariff Act of 1930. 

As another example of resourcefulness, when hostilities cut off our 
supplies of natural rubber during the Second World War, the chem- 
ical industry gave us synthetic rubber. In 1956 the rubber industry, 
employing chemical technicians and products, produced the first 100 
percent synthetic natural rubber, so-called, a development which the 
President said would “vastly simplify the maintenance of security.” 

Another example, when we were unable to obtain natural quinine, 
the chemical industry synthesized atabrine as a remedy for malaria. 

Recently Dr. Theodore Klumpp, president of the Winthrop Labor- 
atories, stated : 

Since the discovery of penicillin by Sir Alexander Fleming in the late 1920's, 


over 4,000 antibiotics have been isolated in the United States, of which 19 have 
been placed on the market. Incidentally— 


he continued— 


so far as I know, only one other useful antibiotic has been developed in the 
rest of the world. 

Perhaps the industry’s most dramatic contribution has been in the 
development of fissionable material and the operation of nuclear in- 
stallations. in this connection I should point out that from their in- 
ception, Oak Ridge and Hanford have both been operated by chemical 
companies utilizing chemical processes. 

Although many more significant examples could be cited, these 
should serve to demonstrate the great importance of the industry in 
peace and in war. 

Of equal importance, however, are the many highly trained chem- 
ists and chemical engineers and physicists engaged in the multi- 
farious operations of the industry, without whom these and other spec- 
tacular developments would never have been possible. 

They were not just so many employees who had technical educa- 
tions, but for the most part specialists who had devoted years of in- 
tensive application in becoming experts in relatively narrow but ex- 
tremely important fields. 

At the time we needed them they already had the 10 or 15 or 20 
vears of experience in given fields, and they were then working at 
their specialties. They were available and they were qualified. They 
had been willing to devote years of their lives to graduate study to 
qualify for such work because our comprehensive chemical industry 
offered sufficient opportunities to make such study and specialization 
worth while. 

Nevertheless, we have had for several years a critical shortage of 
engineers and scientific manpower. The shortage is so acute that the 
President’s Committee on Scientists and Engineers recently warned 
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that unless we broaden and strengthen our scientific effort and mate- 
rially add to the number of scientists and engineers, there will be lit- 
tle question of Soviet scientific superiority in 5 to 10 years’ time. 

I might add that in my opinion if we take any action which will 
materially weaken or narrow the sphere of activity of our compre- 
hensive chemical industry by directly or indirectly driving our plants 
abroad, we will vitiate all of our efforts to encourage students to 
look to the industry for future employment. We simply cannot. ex- 
pect greatly to increase the number of persons who will devote several 
years to scientific specialization, if the opportunities to apply the 
knowledge so acquired are transferred to other plants. 

In short, the only way to remain competitive with world develop- 
ments in science is to guarantee the continuance in the United States 
of all branches of the chemical industry. The day of the spectacular 
discovery by a lone scientist experimenting in a loft is past. Today 
research is largely a team effort, utilizing the best available minds of 
several branches of science. If chemists and physicists are to keep 
abreast of the times, they must keep active, just as an athlete must 
remain in training, and vast sums must be spent to finance their 
activities. 

Qualified students will be willing to devote several years to such 
studies and investors will provide the funds essential for their re- 
search only if each has hope for and reasonable expectation of profit. 

Relating this discussion to foreign trade, it is obvious that all of 
the 11,000 chemicals now produced in the United States do not stand 
in equal need of tariff support. Production ranges from millions of 
tons in the case of a few chemicals to a few milligrams in the case 
of others. Processes vary from relatively simple reactions which 
are carried on continuously to highly intricate multistage batch oper- 
ations. Some are subject to a high degree of automation; others 
require a vast amount of skilled labor per unit of output. Some are 
completed in a few hours; others are in process for several months. 

Clearly, therefore, the question of need does not lend itself to any 
doctrinaire solution. While the desirability of competition is recog- 
nized, there is no reason why a foreign producer should receive an 
unfair advantage because he produces abroad. Our system of laws 
protects consumers and producers alike from unfair competition in 
the United States. We do not permit a domestic producer to take 
unfair advantage of his domestic competitor. 

In agriculture the farmer is protected by price supports. The in- 
dustrial worker is protected by minimum-wage laws. It is only rea- 
sonable, therefore, that we protect domestic producers and consumers 
from unfair foreign competition. If we permit foreign imports from 
low-wage counties to drive domestic prices below a point where rea- 
sonably efficient American producers can compete, the effect would 
be to deprive the American consumers of competitive protection re- 
sulting from the availability of domestic products and to subject them 
to price manipulations over which we can exercise no control. 

This would also have the dangerous result of depriving our economy 
as well as our national defense potential of reliable and competitive 
domestic sources for essential chemical products. 

In conclusion, the chemical industry is a dynamic industry, it is ina 
constant state of flux and subject to an extremely high rate of obso- 
lescence as new products and processes replace the old. But the ability 
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to fashion scientific miracles does not necessarily include the ability 
to circumvent economic obstacles, and a chemical company must do 
both if it is to remain in business and be successful. 

A comprehensive chemical industry, embracing all branches of 
chemistry and vigorous in all its parts, 1s of prime importance to the 
defense and general welfare of the United States. ailure of any 
segment of the industry to survive would weaken the whole in geo- 
metric proportion. 

Cost of production of many chemical products in the United States 
sibsigntialie exceeds the cost of production in other countries, not by 
reason of any inadequacy on the part of the domestic industry, but 
beeause of the cost of higher social standards to which the domestic 
economy is committed. 

Unless means are provided to offset differences in domestic and for- 
eign costs, domestic production of many chemicals may cease, and the 
United States would then become dependent upon foreign sources for 
them. 

To the extent that American producers withdraw from certain fields, 
our peacetime economy and national defense potential will suffer. 
Any consideration of tariff increases or decreases should be con- 
ae on a product-by-product rather than any across-the-board 

asis. 

National policies in this area can be worked out consistent with the 
international interests and responsibilities of the United States. 

With respect to the relation of foreign and domestic costs and for- 
eign and domestic wage rates, we have, as you know, Mr. Chairman, 

uested the National Industrial Conference Board to conduct a very 
elaborate study for us. I believe you heard earlier this week from Mr. 
Gainsbrugh on progress to date. The report is as yet incomplete. I 
had hose to be able to deliver copies to the committee today. We do 
hope they will be available in the next 2 weeks. If you find material 
in there which is of interest and is useful, we hope you will see fit to 
include all or part of it in the record of these hearings. 

(The following additional material was submitted by Mr. 
Hansen :) 


Any extension of the President’s authority to negotiate duty reductions under 
the Trade Agreements Act should be accompanied by clarification of. the various 
protective measures which Congress has deemed necessary for the most prudent 
exercise of that authority, such as the peril-point, escape-clause, and national- 
defense provisions, Without entering at this point into any discussion of the 
more controversial features of these provisions, we should like to point out the 
need for improvement in existing procedures relative to the preparation for and 
conduct of negotiations, to which we believe no serious objection would be raised. 

Before formulation of the final list of commodities to be taken up in the negotia- 
tions with other countries, hearings are held by the Tariff Commission to ascertain 
peril points and by the Committee on Reciprocity Information to consider other 
matters bearing on the propriety of duty concessions on particular commodities. 
Usually, the advance notice of these hearings is such that interested domestic 
producers are allowed wholly inadequate time to present their views; for exam- 
ple, less than 30 days to submit their written protests and little over 30 days to 
prepare for hearing. Often, the commodities proposed for negotiations are de- 
scribed in such terms that the domestic producer has difficulty in identifying his 
own products. This is particularly true where “basket clause” descriptions are 
employed or where reference is made to tariff act terminology which—as in 
many instances—does not correspond to that in commercial use. Frequently, the 
trade statistics which have an important bearing on the subject are not pub- 
licly available. 
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Preparation of the very comprehensive cost, market, and other accounting and 
statistical data necessary to make a case likely to receive serious consideration 
is beyond the resources or capabilities of most business concerns. Even big cor- 
porations have found the difficulties almost insurmountable. 

This subject was covered in some detail in a letter which I, as chairman of 
MCA’s committee, sent to Congressman Curtis as a supplement to my testimony 
on H. R. 5550, the OTC bill, in March 1956. I attach a copy of this letter as an 
appendix to this statement. 

Existing procedure should be improved to assure to domestic interests adequate 
opportunity to present their views in connection with the preparation for tariff 
negotiations. 

In addition, the delegations representing this country at the negotiating ses- 
sions should be selected with greater emphasis on their familiarity with the 
domestic business interests affected than has generally been the case in the past. 
At previous sessions the personnel of the United States delegations have, to a 
relatively large degree, been men of diplomatic backgrounds. At the important 
session held at Geneva, in early 1956, the 2 representatives of the United States 
were officials in the Department of State. Although the United States delegation 
has included an advisory group drawn from private life, the members of this 
group appear to have been selected more for their general political points of 
view than for their familiarity with the particular industries likely to be af- 
fected by the negotiations. By contrast, for example, the great majority of the 
persons comprising the delegation of the United Kingdom at the early 1956 
Geneva session were from the board of trade, a governmental agency, which 
traditionally maintains the closest contact with British industry and is thor- 
oughly familiar with the point of view and interests of private business. 

Domestic industry should be assured of representation more familiar with its 
needs if it is not to be left at a marked disadvantage with its foreign competitors. 

We urge the subcommittee, in its report to the Ways and Means Committee, to 
make recommendations to correct the matters above noted. 


MANUFACTURING CHEMISTS’ ASSOCIATION, INC., 
Washington, D.C., March 22, 1956. 
Hon. THoMAS B. CurRTIS, 
House of Representatives, 
Washington, D.C. 


My Dear CONGRESSMAN CurRTIS: At the conclusion of my oral testimony before 
the Ways and Means Committee on March 13, 1956, relative to H. R. 5550, you 
requested that I submit a written reply to your inquiry as to the effectiveness 
of the procedure followed by the Committee for Reciprocity Information in pro- 
tecting the interests of American producers in tariff negotiations. I accordingly 
submit the following: 

The inadequacy of the only available procedure for domestic producers to 
protect their interests in the negotiations for duty reductions under the Trade 
Agreements Act is illustrated by what has happened, and is happening, in connec- 
tion with the negotiating session currently being held in Geneva. 

The 1955 extension to the Trade Agreements Act was enacted in June 1955. 
On September 21, 1955, the Interdepartmental Committee on Trade Agreements 
and the Committee for Reciprocity Information issued the first notices of the 
executive departments’ intention to negotiate under this extended authority. 
The committees’ notices contained a list covering 73 pages of tariff items pro- 
posed to be considered as possible subjects of duty concessions. Included in the 
list were some 7% pages of commodities dutiable under schedule 1 of the Tariff 
Act covering “chemicals, oils, and paints.” 

The notice fixed October 17, 1955, as the last day on which interested persons 
could file statements with the Committee for Reciprocity Information respecting 
the listed items and October 31, 1955, as the date for the beginning of hearings by 
the committee on statements so filed. 

Subsequently, on December 9, 1955, the Interdepartmental Committee and 
the Committee for Reciprocity Information issued supplemental notices listing 
additional products proposed to be considered for negotiations. These supple- 
mental notices fixed January 6, 1956, as the last date for the filing of statements 
regarding the additional commodities referred to, and January 17, 1956, as the 
date for commencement of hearings. 
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At the same time the foregoing notices were published, the Tariff Commission 
also issued notices of hearings to be held by it, concurrently with those conducted 
by the Committee for Reciprocity Information, covering the same lists of com- 
modities. While the Committee for Reciprocity Information accepts views of 
interested persons concerning any aspect of the proposed negotiations, the Tariff 
Commission requires that data presented to it relate to the commodities listed 
for negotiation and be relevant to its determination of “peril points.” Since in- 
formation furnished in each investigation was required to be under oath, great 
care is required in its preparation and presentation. 

This procedure fails in several fundamental respects to afford the domestic 
producer adequate opportunity to know what is being considered and to present 
his views thereon. 

THE PUBLISHED NOTICES ARE INADEQUATE 


The practice of the executive agencies concerned with tariff negotiations in 
including so-called “basket” clauses in their published lists of articles considered 
for negotiations leaves a great deal to be desired. This is particularly true in 
the case of the organic chemical industry. This practice is contrary to the 
President’s assurance to Congress, during the consideration of the 1955 extension 
to the Trade Agreements Act, that any duty reductions under the authority 
thereof, would be, inter alia, “selective,” since “across-the-board revisions of 
tariff rates would poorly serve our Nation’s interest.” Tariff reductions on such 
broad classifications as “basket” clauses are in no sense “selective.” The Com- 
mittee’s original list of September 21, 1955, included 9 basket classifications and 
its supplemental list of December 9, 1955, included 2 such classifications. 

As is well known to this Committee, it has been found imperative to frame 
basket clauses in the chemical schedule of the Tariff Act in the broadest possible 
terms. This is because of the large number of compounds, especially organic 
compounds, which fall within a single category or class of products. Some 
of the individual products included in a single category or class may be in 
commercial production, some may still be in the experimental or development 
stage, and still others, while known, may exist only in technical literature. AL, 
however, may be intimately related to each other in respect to their constituent 
materials, methods of production and possible end uses. Some 7,000 organic 
chemicals are now made commercially, but more than half a million of such 
chemicals have been developed in the laboratory or described in technical litera- 
ture. Obviously, it is impractical to list all of them individually. Any such 
listing today would be obsolete tomorrow. Effective tariff protection for most 
of such products is possible only by use of broad classifications. 

The same considerations which necessitate the use of basket clauses to 
protect these products give rise to problems in connection with tariff negotia- 
tions. In many instances a duty concession covering a single tariff classification 
could involve a hundred or more individual products and have almost incalcu- 
lable ramifications. For example, 4 of the 9 basket clauses included in the list 
of September 21, 1955, covered over 520 known articles in commercial produc- 
tion, One clause which was listed for possible concessions in Japanese negotia- 
tions covered over 1,200 commercially produced compounds. The domestic 
producer of such products is hard put to successfully oppose any duty conces- 
sions on them. 

In fact, the domestic producer of organic chemicals may be, and frequently 
is, unaware of the extent to which his individual operations might be affected 
by negotiations carried on on the basis of basket classifications. If his products 
are not named specifically, he may find that they are susceptible of classification 
under two or more different provisions of the tariff schedule, and he may have 
difficulty in ascertaining which one. It may turn out that the foreign-made 
products on which the American negotiators eventually concede reductions 
affect his own products in a way that he could not reasonably anticipate when 
going over the preliminary lists put out by the Committee prior to the negotia. 
tions. Such a producer, concerned with protecting his products against what 
he may consider improvident duty reductions, faces a very heavy burden in 
a very short time. 


THE TIME ALLOWED FOR PRESENTATION OF VIEWS IS INADEQUATE 


The notices of September 21, 1955, and December 9, 1955, each allowed less 
than 30 calendar days (about 20 working days) for the filing of a statement 
in opposition to duty reductions on the articles listed, and for developing and 
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presenting to the Tariff Commission data on which it could establish “peril 
points.” Both had to be done simultaneously, if both approaches appeared 
desirable. The rules of both the Committee for Reciprocity Information and 
the Tariff Commission require that such a statement be under oath. To have 
any chance of serious consideration, a statement probably would have to cover 
many intangible factors and, in the case of the Tariff Commission, should em- 
brace all pertinent economic data relating to the commodity affected. Consid- 
erable time, specialized knowledge, and skill are required in the preparation of 
such statements. Members of the association with better than average legal, 
accounting, and statistical assistance, have reported that they found it im- 
possible to develop and organize adequate data for the purpose covering all 
products with which they were seriously concerned within the short time 
allowed. 


THE FINDINGS AND CONCLUSIONS OF THE COMMITTEE FOR RECIPROCITY INFORMATION 
AND THE TARIFF COMMISSION ARE SECRET 


Neither the Committee nor the Commission makes any announcement of its 
decisions or conclusions regarding any item listed for possible concessions. 
No further information for domestic interests is forthcoming during the course 
of the negotiations themselves. The negotiations have always been held abroad 
and in complete secrecy, and the first notice to the domestic producer of the 
outcome of the negotiations is the publication or a release by the State De- 
partment announcing that certain concessions have been agreed to. Not until 
then does the domestic producer have even an intimation as to what, if any- 
thing, his protest has accomplished. 

One member of the association advises that it unsuccessfully filed protests 
under the prescribed procedure in connection with the GATT negotiations at 
Geneva in 1947, at Annecy in 1949, and at Torquay in 1951, covering, in the 
aggregate, 9 specific products and 4 basket classifications of products. The re- 
ductions effected on the following items protested equalled in virtually every 
case the maximum permitted under the law: 


Reductions under GATT 





Paragraph Tariff Act of 1930 


Geneva Annecy Torquay 
(1947) (1949) (1951) 
Chioral hydrate. .-...-- Mes 5subee'. J 35 percent.._......... 20 percent_.... fabptd ud 17% percent. 
Glycerophosphoric WR eds oc at WO ated tbh sk siden eatin bagechosouense- Do, 
acid, salts. 
CD Dr rustle mencicre take beann cnet niece dle dist arrears | UR pee ae 
Theobromine._.-------- Rsk s esi cu kl SO OMB eaves sesit Wp eee se a oak. hab 3214 cents. 
Saccharin...........-.-.. SD Gis- neu 7 cents plus 45 per- | 34% cents plus |.__..---- 
cent. 2244 per- 
cent. 
Sodium benzoate -_--.-._- BOe.2415.L8 OO ih bs ast tits..cush.l.. JL. aie 
25 percent. 
titi beacictnie dace ON an icine Roel a a le 3% cents plus 
2244 per- 
cent, 
Phenolic resins--__--_--- ND ad asda Betlied dca Oe isnstiensanaioeans eosin as Do. 
I ll la oi ccint te ERK <0 wlnneshawisel ara ie lth ad Do. 
Intermediates, by 27 (a) (1) (5)---| 7 cents plus 40 per- {_...--------- ....--...| 3% cents plus 
name or definition. cent. 25 percent. 
— coal tar prod- | 27 (a) (3) (5)--.|..--. Oe i i ect teeniie Do. 
ucts. 
Phthalic anhydride__.._| 27 (a) (1) (5)-.-|...-.do_......---.__-. 3% cents plus |__--..-- : 
20 percent. 
Medicinals by name or PM cindicee 7 cents plus 45 per- |_..--..---- aU ik ae ts a Do. 
definition. cent. 
| 


1 Duty on caffeine reduced to 90 cents a pound prior to 1947 by a trade agreement with The Netherlands. 
Nore.—The ad valorem duties in paragraphs 27 and 28 calc: 1 ted on the American selling price. 


Another member reports that between December 1946 and March 1955 it 
presented briefs to the Committee for Reciprocity Information and to the Tariff 
Commission opposing reductions on 31 specific products and 10 groups of 
products listed for possible concessions. Of these 41 tariff items, it states, 
maximum tariff concessions were made on 5 items, less than maximum conces- 
sions on 10 items, and no concessions on 26 items. Whether its opposition 
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(either before the Committee for Reciprocity Information or the Tariff Com- 
mission) had any effect, or whether foreign countries were not interested in 
concessions in the case of the items on which less than maximum concessions 
were made, it has no way of ascertaining. 

In summary, many members of the association have serious misgivings con- 
cerning the adequacy of present procedures in protecting domestic interests. 
Reference is made to the fact that they have been repeatedly faced with the 
necessity of making elaborate studies within an elapsed period of a month 
concerning the economics of producing and selling large numbers of listed 
products, both individually and in broad groups, whereas the Tariff Commission 
is allowed 9 months to complete a similar study of a single product in connection 
with escape-clause proceedings. 

Reference is also frequently made to the long period of uncertainty which 
exists between the publication of the list of products being considered for possible 
concessions and the announcement of the concessions actually made. During 
this interval, of course, a domestic producer who may already be having diffi- 
culty in meeting foreign competition is left completely in the dark as to how he 
may fare as a result of the negotiations, and is handicapped in planning for the 
future. 


The Manufacturing Chemists’ Association, Inc., is grateful for the oppor- 
tunity to present these comments on the efficacy of the present procedures and is 


hopeful that they may prove to be of some value to you in your consideration of 
H. R. 5550. 


Respectfully, 
RIcHARD F.. HANSEN, 
Chairman, International Trade and Tariff Committee. 
Mr. Boees. Thank you very much. 
Mr. Hughes. 


STATEMENT OF T. G. HUGHES, PRESIDENT, ORONITE CHEMICAL CO. 


Mr. Hvucues. Mr. Chairman, Mr. Hansen has emphasized the fact 
that the chemical industry is an industry of great complexity and 
that it consists of segments which widely differ in the economics of 
the manufacture and distribution of their products. 

Since I strongly subscribe to the accuracy of that statement, I would 
like to define rather carefully the area in which I feel any competence 
to express an opinion before your committee. The enterprise with 
which I am associated manufactures what are rather loosely described 
as perennemcoate Those are a group of chemical intermediates 
useful in the plastics, paint, synthetic fiber, detergent, and other indus- 
tries. They are derived by the chemical processing of petroleum 
hydrocarbons. Many of them can by different processing be derived 
from other raw materials, including coal tars and agricultural 
products. 

My experience with respect to these particular products encompasses 
their progress through research stages, the construction of manufac- 
turing plants, and the development of domestic and overseas markets. 
Some of the more successful efforts to develop foreign markets have 
resulted in the construction of manufacturing plants in foreign 
countries. 

I firmly believe that international trade properly conducted not 
only is important to our domestic economy, but is needed to accom- 
plish a most desirable betterment in our relations with other coun- 
tries. I recognize that this must be a two-way street if overseas 
countries are to secure the dollars with which to buy our goods, but— 
and this is an important “but”—I do not think we can afford to 
jeopardize the economic health of any important segment of our 
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domestic chemical industry by across-the-board tariff treatment. I 
do think we can accomplish a great deal by a careful product-by- 
product consideration of tariff levels. That consideration should be 
aided by the reclassification studies now being undertaken by the 
Tariff Commission. The chemical industry is now producing hun- 
dreds of products which were not in existence when the Tariff Act of 
1930 was drafted. 

There may be some curiosity as to why I am straddling the fence 
between the “free traders” and the “protectionists” while I have at 
the same time admitted a strong interest in export markets, the avail- 
ability of those markets to no small extent being dependent on dollars 
gained by imports. 

The answer is again that, whereas many of our products are pro- 
duced by processes and in volumes making us strongly competitive 
in most areas of the world, other products of the industry not so 
typical of certain petrochemicals would suffer greatly by the compe- 
tition of low-cost imports. 

How important these products are to our domestic economy and 
military potential can be determined only by individual studies. 
This is a monumental undertaking, but I do not see how the job can 
be done, and sincere differences of opinion thoroughly resolved with- 
out such a study. 

It is my belief that a product-by-product study may disclose areas 
in which we can give greater encouragement to imports without seri- 
ous adverse effect on the domestic economy of the industry. At the 
very least, it will provide a foundation of fact for whatever action 
is taken. 

Mr. Byrnes. Thank you very much, Mr. Hughes. 

Mr. Lawrence. 


STATEMENT OF P. K. LAWRENCE, CHAIRMAN, INTERNATIONAL 
COMMERCIAL RELATIONS COMMITTEE, SYNTHETIC ORGANIC 
CHEMICAL MANUFACTURERS ASSOCIATION 


Mr. Lawrence. Mr. Chairman and members of the subcommittee, 
and members of the staff, as you know, the statement of our associa- 
tion, Synthetic Organic C hemical Manufacturers Association, is con- 
tained in the compendium. I would like to go on record as telling 
you that we greatly appreciate the opportunity to file such a paper 
and also to appear on this panel this morning. 

The statement that I will make in many ‘instances will be a repeti- 
tion of the things Mr. Hansen told you, since our groups are basically 
in agreement, being in the same general type of business. But I 
speak for myself as a member of this panel and not for my company 
nor necessarily for the trade association. 

Since we make about 10,000 products, commercially, entering into 
all walks of life, our industry has installed capacities for every known 
type of chemical operation and under every known condition. We 
could make any one or any number of 100,000 known synthetic organic 
chemicals if the occasion arose. Our industry is equipped to do that. 
Our versatility has been shown during World War II and since that 
time. 

We spend about 5 percent of our dollar sales on research. We pro- 
duce commercially about one new product every day. I believe Mr. 
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Hansen’s figure was eight per week. That shows the dynamic nature 
of our business. 

It is only because of our ability to attract large sums of money for 
investment in research and constantly produce new products that 
we are able to prosper. When a product is highly competitive, not- 
withstanding the statement of Mr. Cabot, we have great difficulty in 
meeting the costs of our European colleagues. 

It tales about 10 years in our business from research to commercial 
production. I think that is a fairly general statement. We are prob- 
ably the greatest employers of scientific talent—chemists, engineers 
of all types, physicists, and highly trained technicians in every field. 
We provide peacetime employment and opportunities for this great 
number of highly important scientific i We probably have 
more Ph, D.’s per unit of output than any other industry in existence. 
We believe it important to maintain and to increase in the United 
States this reservoir of irreplaceable skills. 

At the suggestion of one of the members of your staff porerde : 
I am going to tell you the cure for cancer when it is found will probably 
be a product of one or more of the units of the industry. It is going to 
be a chemical that will do the job. It may be a very complex chemical ; 
it probably will be. 

Most of our products are not, as Mr. Cabot mentioned, 1- or 2-step 
items. In many of the products of our industry there are 10, 15, 20, and 
even 30 steps in the process of development. 

As I say, we are today operating a complex chemical process unit, 
basic operations that are available for the output of any requirements 
that may be developed. 

Again, most of the products of our industry—I am talking now of 
the 10,000, as many as 10,000 commercial products—are batch-type 
products of high labor cost content. We have very few continuous 
process products in our industry. Therefore, the labor element in our 
cost of production is a very important item. 

When I tell you that a 20- to 30-step complex organic chemical in 
commercial production is not an oddity or a rare item, I mean just that. 

The great difference in wage rates between Europe and the United 
States is the reason that our industry must have protection. Europe 
has the know-how, they have the ingenuity, they have the ability, 
they have the training and knowledge, just as much as we have. Their 
technical and engineering skills are just as highly developed as ours. 

We have been hurt by some of the concessions made at the trade- 
agreements negotiations in the past, at Annecy, at Torquay, at Geneva. 
We have been hurt to a point where it may be necessary for some of the 
members of our industry to go out of certain types of businesses, be- 
cause they can no longer justify operations. We are in that position 
today. True, these cases may be a few in number when measured 
against the thousands of products of the chemical industry in its 
broadest meaning, but these products are important—important. not 
only to the individual companies and labor employed and the investors 
therein—but to the economy and in many instances the security of our 
country. 

I would like to stress Mr. Hansen’s point of selectivity. With one 
sweep of the pen, the negotiators of the United States cut the duty 


on coal-tar intermediates, of which the United States makes about 
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1,200 different types. Theduty was cut on the entire class of products 
as a class and without regard to many individual differences in com- 
titive positions and was very substantial, almost 50 percent. That 
as worked great hardship on our industry, particularly the smaller 
manufacturing units. To restore previous tariff rates under the pres- 
ent law, as you all well know, will take about 1,200 escape-clause cases, 
a physical impossibility. 

As I said, we shall be forced to shut down certain units. We have 
some products that even today are dutiable under the rates contained 
in the Tariff Act of 1930 that will not be able to survive because that 
rate is no longer sufficient to protect the domestic industry. 

I might say that I must disagree with a number of statements of Mr. 
Cabot. Mr. Cabot tells us that the great majority of imports of 
chemicals are noncompetitive. Speaking for the synthetic organic 
chemical industry, we are unable to get analyses of these imports of 
organic chemicals. Many of the paragraphs of the Tariff Act cov- 
ering organic chemicals are basket paragraphs for which no analysis 
is available. We do not know what is coming in. Therefore, I do 
not know how it is possible to know whether they are competitive or 
noncompetitive. 

You might say, if your salesmen are on the job, they will find them 
in the field. That is not necessarily true. In fact, it is not true. 

I must agree that our industry contains a host of unrelated products. 
Any analysis is a very difficult thing from an economic standpoint. 
You cannot generalize our business. Our products are wholly unre- 
lated, not Sisk in composition, but in process of manufacture and in 
application. 

Therefore, again we come back to this deplorable example of the 
intermediate across-the-board cut in tariff duties on over 1,200 prod- 
ucts, and that is not only 1,200 products, it is 1,200 as we know it today. 
It could be 10,000. That is the extent of the cut that happened in 
paragraph 27 of the Tariff Act of 1930. 

We ask in the future in any further reductions that it be selective, 
each product considered on its own and not as a group or as a basket. 

I must object to Mr. Cabot’s statement about 1 pound of chemical 
representing 5 minutes of labor. That may be true in his business, but 
it is not in ours. Labor is a very important factor. In fact, it is the 
factor that determines our ability to stay in business. 

I think that concludes my statement, to which I would like to add 
the paper contained in the compendium, Mr. Chairman. 

Mr. Boees. I wonder, just to start off, if we might have a little dis- 
cussion about the last statement you made about the percentage of 
labor involved in chemicals. I am familiar with some chemical plants 
that are run almost by sheer automation. I realize when you talk about 
chemicals, you are talking about a host of different things. Mr. 
Cabot has submitted data on comparative costs where he uses the 
United States as a base at 100 percent. He compares labor, raw mate- 
rials, supplies, and fixed capital costs in the United States, Canada, and 
England, France, and Australia. 

do not know what different phrases of the industry are included, 
whether that is limited to carbon black or not. 

Mr. Capor. That is carbon black. It is the oil-furnace carbon 
blacks. Even the term “carbon black” contains many different prod- 
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ucts, and I agree completely with Mr. Lawrence that there is a host 
of different products. 

However, I think we should not confuse the statement as to the 
most products with the statement about the most dollars’ worth of 
products, because there are many products, of course, which have only 
a very small dollar volume. ; 

Mr. Boces. In connection with the labor item, in Canada we were 
informed by the chemical industry there that they could not compete 
with the United States industry. The United States industry has a 
Meher wage rate than they do. 

r. Casor. I showed that, I think, in my statement. For us we pay 
a labor rate in Canada about 90 percent of that in the United States. 

Our rate in the carbon-black business is about $3 an hour. About 
5 minutes’ labor would be about 15 cents. Carbon black sells for 
about half that at the plant. 

I, also, am a large producer of synthetic organic chemicals, although 
not a member of Mr. Lawrence’s organization. We have a 44-percent 
interest in a synthetic organic chemical plant near Houston, Tex., 
which produces about $50 million worth of chemicals a year. The 
most expensive chemical we make there, I believe, sells for about 14 
cents a pound. Five minutes’ labor would be about 15 cents, and that 
is about a pound of that particular synthetic organic chemical, and it 
is about twice what a pound of carbon black would cost. 

That was the reason for my statement, Mr. Lawrence. I agree, of 
course, there are many chemicals which sell for a many dollars 
per pound, but those are not, I believe, the chemicals which represent 
the very large chemical industry in dollars. 

There is about $2 billion worth of chemicals per month produced 
in the United States, $24 billion per year. ieay of these 10,000 
chemicals are quite small volume items. 

Mr. Bocas. I wonder if someone would comment further on the 
matter of wages. 

Mr. Hvueners. Mr. Chairman, I must suggest that perhaps an an- 
swer to the apparent discrepancy between what was mentioned con- 
cerning labor rates and their effect on costs in Canada probably gets 
back to another matter that Mr. Cabot discussed. This is the question 
of plant size. 

Pwo expect that since the Canadian markets are smaller and 
demand for chemical products smaller, that a Canadian manufacturer, 
even though with a continuous operating plant, with a low labor 
factor, would have a higher amortization cost of the proportionately 
greater investment in his plant. Therefore, you ooua have less im- 
pact of the labor element oF cost than of depreciation and maintenance 
of the plant investment. 

Mr. Bocas. The interesting thing about this whole problem is that 
actually in most of the areas of the world, including the so-called 
cheap-labor areas, they go to great lengths to protect against Ameri- 
can exports to those areas, despite the fact that the labor costs in the 
United States might be 2 or 3 or 4 times as much as their own. So 
that, obviously, there must be a lot of other factors besides the wage 
rates involved. 

Mr. Hvenes. Mr. Chairman, I think that is very true. In my own 
company we have products with which we have been extremely suc- 
cessful in developing foreign markets. 
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Mr. Boees. What is your company ? 

Mr. Hueues. Oronite Chemical Co., which is a subsidiary of Stand- 
ard Oil Company of California. 

We have other products for which we have no possibility of develop- 
ing foreign markets. In fact, we have products which are selling in 
various parts of the world at prices that would hardly return our cost. 
The answers in these cases, which we have studied very carefully, 
differ from product to product. But they relate to such things as the 
complexity of the operation, how much labor is involved, perhaps even 
more important the cost of the raw material that is used. There isa 
great difference in raw-material costs in various countries of the 
world, depending on the demand in that particular country for the 
particular raw material. 

I think some of the coal-tar byproducts are typical of this. Where 
we in the United States have an economy that has developed a great 
need for most or, in fact, all of the coal-tar products I know of, there 
are European countries where similar compounds are the byproducts 
of illuminating gas, and they have a value as a byproduct of almost 
literally what they can get for it. They seli at whatever price they 
can get. 

Mr. Boces. What are the total exports of the American chemical 
industry ? 

Mr. Capor. I gave that figure in my testimony, Mr. Chairman. 
Last year, 1956, it was $1,248 million, according to the figures of the 
Department of Commerce. That is for chemicals and related prod- 
ucts. 

Mr. Boces. What are the total imports ? 

Mr. Cazor. Total imports 

Mr. Lawrence. $311 million in the same year. 

Mr. Cazor. My figure is $274 million. I donot know why we differ. 

Mr. Lawrence. 1956! 

Mr. Capor. 1956, Department of Commerce publication. 

Mr. Bocas. $274 million approximately for imports, and over $1 
billion in exports. 

Mr. Carport. $273,855,000, according to this chemical and engineering 
news, and I think that is taken right from the Department of Com- 
merce. 

Mr. Boggs. $273 million in imports? 

Mr. Capor. Yes, sir. 

Mr. Boaes. $1 billion 

Mr. Capor. $1,248 million. 

Mr. Boees. Almost a net of a billion dollars. 

Mr. Capor. $1,248 million exports, $274 million imports. 

Mr. Boces. Almost a net of a billion dollars in exports over imports. 

Mr. Capor. Right. 

Mr. Hansen. C 








‘ould I comment on that, please, Mr. Chairman ? 

Mr. Boggs. Yes. 

Mr. Hansen. The makeup, generally speaking—there are lots of 
exceptions that will depend on the caged and the market—lI believe 
generally speaking the makeup of the exports is quite different from 
the makeup of the imports. For example, we exported last year, I 
believe, $130 million worth of fertilizers, of which $30 million roughly 
was paid for by the Federal Government as part of an aid program. 
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Obviously, it was an inflated export item. The market was not there 
if you were out to sell, but it was a method of our distributing aid to 
foreign cotuntries. 

There are a fairly large proportion of our exports, a substantial 
item at least-—— 

Mr. Boces. Let me interrupt you. That fertilizer came from 
American industry, did it not? 

Mr. Hansen. Yes. 

an Boees. And American industry was properly compensated for 
it 

Mr. Hansen. Yes, no question about that. Iam just trying to point 
out it was not a normal market. The people on the other side were 
not buying it because they had the money and were looking for it, 
nor is it necessarily to be considered as a permanent market for us, be- 
cause fertilizer plants are going up abroad. 

Mr. Boees. But what is a normal market? We could have a whole 
panel on that. 

Mr. Hansen. Yes, we could. It is a very complex problem. I am 
trying to throw some light on it. 

Mr. Boggs. For instance, in an era of inconvertibility of currencies 
with all sorts of barriers and restrictions, the word “normal” is one 
that may require all kinds of definitions. 

Mr. Lawrence. If I may say a word there, please—— 

Mr. Boces. Certainly. 

Mr. Lawrence. If and when the foreign-aid program dries up, a 
large part of this exportation when it has to enter world markets in 
competition will disappear. 

That is not true of all of this. We are not able to analyze this 114 
billion. 

Mr. Boces. I do not mean to interrupt you, but let us say the 
American chemical industry lost all of its world market. What would 
happen to it? 

Mr. Lawrence. We would survive and prosper. 

Mr. Boges. You mean as a purely domestic industry ? 

Mr. Lawrence. Provided we had the domestic market. 

Mr. Boces. In other words, you could isolate the industry ? 

Mr. Lawrence. If we had the control of the domestic market, if 
the price structure was not influenced by sufficient imports to break 
the market, which is happening today and has happened to many of 
the members of our own association. 

I might cite a very small item, a treatment for tuberculosis, param- 
ino salicylic acid, made by small operators. They had one of the 
few escape clause cases for our industry. That was denied, additional 
protection was denied, as a result of that investigation, although I be- 
lieve the vote was 3 to 3, if I recall correctly. The makers have had 
to seriously curtail and in some cases get out of that business. 

We cannot afford to build manufacturing units in this country in 
the synthetic organic chemical industry looking toward export busi- 
ness. 

I might tell you this, in the case of dyes, for example. Since 1951, 
our export of dyes, and whether that be individually or collectively, 
has declined about 40 percent. In the meantime, the exports of dyes 
from Germany has increased 40 percent. Except for certain special 
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items that we develop by research, new items in that field, we can 
hardly expect to maintain our export business. 
Now, going back to this billion and a quarter 
Mr. Boces. In that connection, the Department of Commerce figures 
show that in dyes in 1954 you exported 11,322,000 pounds. 
(The data to which Mr. Boggs referred here and in the following 
remarks are shown in these tables. ) 





Synthetic organic chemicals: United States imports for consumption, by selected 
commodity group, - 1 aes 
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Source: Bureau of the Census, Foreign Trade Report No. 9011. 


Synthetic organic chemicals: United States exports of domestic merchandise, by 
commodity group, 1954-56° 
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1 Partly estimated. 
2 Preliminary. 


Source: Compiled from official statistics of the U. 8. Department of Commerce 
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Mr. Lawrence. Exported ? 

Mr. Boces. Right. In 1955 it was 10,618,000 pounds. 

In terms of dollars: In 1954 it was $19 million ; in 1955, it was $18 
million; and in 1956, it was $16 million. 

Mr. Lawrence. I compared 1951 with 1956, Mr. Chairman, and 
in 1951 the exports in dollars totaled $26,200,000. 

Mr. Boges. Now it is $16 million. 

— Lawrence. In 1956, it was $16.6 million, roughly a 40-pereent 

+ in dollar volume. 
Mr. Boges. There are other items that have had phenomenal in- 
creases. 

Mr. Lawrence. Notably medicinals and pharmaceuticals, a field 
where we probably excel, where tremendous research is involved to- 
day, as you well know, in the field of antibiotics, for example, as Mr. 
Hansen mentioned. 

Mr. Boggs. I notice a large increase in plastics. 

Mr. Lawrence. I am not well enough versed with the plastics in- 
dustry. Our exports of plastics in 1956, according to my figures, 
totaled $20 million. 

Mr. Boges. Plastics and resin materials. These figures show for 
1954, $70 million, and for 1955—I am using rough figures—$87.5 
million ; 1956, $110.7 million. 

Mr. Lawrence. That is plastic and resin products? 

Mr. Boggs. Yes. 

Mr. Lawrence. I do not have that figure. I am not able to 
comment. 

Mr. Boges. These are Department of Commerce data. Obviously, 
those industries must have a considerable stake in exports. 

Mr. Lawrence. Of course, they do. As I told you, we have been 
unable to analyze this billion-and-a-quarter dollars sufficiently. The 
best we can do is come up with $675 million to identify it by group, 
of which medicinals and pharmaceuticals account for $245 million. 
I am talking about the year 1956. That is followed by paints and var- 
nishes with $111 million exports in that year, fertilizers were $103 
million. Then we drop to plastics, with $20 million, agricultural 
chemicals—again, that is a field that I believe we are at least up 
with the rest of the world in development, new agricultural chemi- 
cals, may be ahead of most of the world—we had a very substantial 
exportation in 1956 of that type of product. I am talking about DDT 
and all those related materials. 

Mr. Boces. What happened is that American capital in many areas 
of the world has invested in plants abroad to produce these com- 
modities. For instance, I was recently in Brazil, and Anderson 
Clayton Co. is in the insecticide business in Brazil ‘today. Because 
of the dollar shortage situation, they do not have the dollars to buy 
from the American companies, so the American capital in many 
instances has gone abroad and established a local subsidiary so they 
can trade in the local market for local currency. In many cases, the 
loss of these markets is picked up by subsidiary operations abroad. 
I know many of our chemical companies have very large operations 
abroad. 

In addition to that, if I may say so, we mentioned the Standard Oil 
Company of California, a very splendid organization. They have a 
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tremendous stake in our import trade, just as the Standard Oil Com- 
pany of New Jersey does, which is also involved in the chemical 
business. 

The significant thing about these figures, as I see it, is that despite 
certain declines, overall there has been an increase. In 1954, the 
figure that I have here in dollars for synthetic organic chemicals was 
$369.4 million. In 1955 it had risen to $443.6 million. In 1956, 
almost a $100-million increase, to $529 million. 

Mr. Hueues. Mr. Chairman, may I ask this. In connection with 
this item of plastics, would that include finished plastic articles, or is 
that the plastic resins? 

Mr. Boees. I will have to get the breakdown. 

Mr. Morrison, do you have it? 

Mr. Hueues. I understand it is just materials. 

Mr. Morrison. I think in some cases it might. I do not believe 
without a good deal of research I could determine that. Some plastic 
articles, of course, are classified in the trade statistics according to 
the product, zippers or something like that, while others are materials 

‘mainly of plastic and may be in here. But I cannot be positive on 
the basis of the information I have now, Mr. Chairman. 

Mr. Byrnes. Could I ask this question? I think we get into some 
complications about an industry where you have so much diversifica- 
tion. Apparently, it is all classified under chemicals. 

Does that not make for an awful lot of confusion to discuss the 
chemical industry as such, or, for instance, lumping export and import 
figures such as has been done here? Can we categorize the chemical 
industry, what we now call the chemical industry, which has all 
the cats and dogs and everything else in it, into segments and come 
to any conclusions on segments ? 

As I get it from what has been said here, you have everything 
from a chemical that is very cheaply produced, with very little labor, 
quite a little capital, to something where the reverse it true, where 
it is mostly labor and not so much capital. Also material’ is more 
of an item in other segments. 

I wonder whether there is any way we can for our discussion here 
avoid this great mass which is not analogous and get down to areas 
that have something in common; can we? 

Mr. Hansen. We cannot on the basis of present statistics, because 
the Commerce Department sets up the figures on exports, the Tariff 
Commission keeps the figures on imports, and they use different 
bases to begin with. Present figures are just not comparable. That 
is pointed out in great detail by the study the conference board is now 
making, where they tried to make those comparisons. 

Reverting to the question about exports of plastics and resins, it 
alone is a very large segment and includes many products. I am 
informed that a large proportion of those exports would be of poly- 
ethylene flake. That is a relatively recent chemical, roughly 10 
years old, which is produced under processes developed abroad and 
brought over here, representing foreign technology. But because we 
have a large market and the ability to put in large plants, we are able 
to produce polyethylene in very large quantities, and we have been 
exporting a lot of polyethylene. This would not be a complete ex- 
planation, because the category of plastics and resins is very large 
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and would include a great many products, but a very large proportion 
would be polyethylene flake. We sell products. The daty rates are 
imposed on products. They are not imposed on categories. We just 
have to get down to a product basis to make any sense out of this at all. 

Mr. Boees. Is it not true, Mr. Hansen, that the ingenuity of the 
industry—which, I think, all Americans recognize and are very 
proud of—has created tremendous markets that did not heretofore 
exist? You mentioned synthetic rubber. There is a tremendous 
synthetic-rubber plant right close to where I live in Baton Rouge. A 
few years ago, that industry was not in existence. We imported all 
our rubber. That export market to the United States from Malaya 
and elsewhere was lost. It isnow a domestic industry. 

The same thing is true of fertilizer. We have plants in my area 
which use the oxygen from the air and the water from the Mississippi 
River and the natural gas from underground, and they produce 
chemical fertilizers. Chilean nitrates no longer have the market in 
the United States, so this very ingenuity of which you speak has 
produced tremendous markets. 

In the case of antibiotics, recently in South America the only anti- 
biotics that I saw were of American make. There may have been 
others. 

Mr. Lawrence. Our exports in 1956 of medicinal pharmaceuticals 
were $245 million. Certainly, a fair part of that would have been 
antibiotics, since that is one of the fields in which we excel and lead. 

Mr. Hansen. Some of the products are covered by patents. The 
other countries cannot produce. 

Dr. Klump said he knows of only one antibiotic developed abroad. 
We have developed 4,000 of them. In that field we are preeminent; 
there is no question about it. 

The field, generally speaking, where we have advocated protection 
of our industry in order to keep a comprehensive industry is illus- 
trated best by the 1,200 to 1,300 intermediates which are highly proc- 
essed items involving many, many stages of development, cond the 
dyestuffs. 

Now, just to say that does not explain the whole story either, because 
it is the intricacy of chemistry in that field that provided Du Pont 
with the talent to make nylon, for example. It is extremely valuable 
to this country to keep that technology alive so that we can make those 
new products. Many of them come out of the intricate dye industry. 

A good many of our outstanding medicinals have come out of the 
dye industry. The first dye that was ever synthesized in 1854 in 
Europe was developed while looking for a drug product. A good deal 
of our research developments are, in fact, accidental in the sense you 
do not just start out on a long road to find a specific chemical for a 
specific purpose and pursue that search to the end and find that is 
successful. Many of them are developed while you are looking for 
something else. 

Let me cite you an example: A number of years ago in Wisconsin 
they found that cattle were dying by the hundreds, and, in trying to 
find out why they were dying, they found that the cattle had been 
eating a particular kind of fodder that had fermented and had the 
effect of thinning the blood to the point where they were bleeding to 
death internally. Out of that came dicumarol, which is now witlely 
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used to prevent blood clotting in the case of thrombosis. That is 
_ a ed peers example. There area good many things that have been 
eveloped in just that way. 

So, you have to keep that technology alive to spot the occasional 
thing that crops up while you are looking for somet. ing else. 

Mr. Boces. Do you think that you could accomplish that by a 
policy of protectionism? Is that what you mean? 

Mr. Hansen. I do. I do not think you could accomplish it in any 
other way. 

Mr. Boges. I will give you an example. In a sense, we have had a 
protectionist policy as applied to cotton. We have had high support 
prices, and so on. In a period of 20 years, you people have taken 
over half the cotton industry with synthetic fibers, so, today, with 
the vast increase in population in the United States, there has been no 
increase in cotton consumption in the United States, despite the fact 
that we have many millions more people and we have a much more 
prosperous economy. The answer is there has been a fabulous new 
synthetic-fiber industry which has come along. So, in our effort to 
artificially maintain prices for cotton, we have priced ourselves out 
of the market to you. What you are really saying is that you want 
protection for certain segments of our industry. In other segments 
you do not want protection. 

Mr. Cazor. I agree with Mr. Hansen 100 percent; it is very im- 
portant we keep the technical ability of the chemical industry good. 
I think we have the finest chemical engineers in America that there 
are anywhere in the world, and we operate in a number of the coun- 
tries of the world. I think in Europe they have research chemists 
that are the equal and somewhat cheaper. You can hire doctors of 
philosophy over there for, roughly, a third or a quarter of what they 
cost here, and they are very good ones. But it seems to me the way 
to keep this technical group alive and virile is not by a protectionist 
policy, but by expanding our exports. If we look at the overall 
figures, I think we will find that the imports actually have not been 
expanding seriously. 

In 1951, according to the figures I have here, which are taken from 
the Department of Commerce, the total imports of chemicals and 
related products were $300 million; in 1956, they were $274 million. 
Exports during the period have risen from $977 million to $1,248 
million in 1956, and it is estimated for 1957 they will be up to some- 
thing over $1,400 million. The ratio, as you see, is nearly 6 to 1. 

The loss of these export markets would, in my opinion, do more to 
hurt the technical group working in the chemical industry, which 
we are so dependent on for our security, than would some increase 
in the import market which these gentlemen say we are threatened 
with. The figures do not indicate that we are totally threatened 
with it. I have no doubt at all there are some finished chemicals, 
pharmaceuticals, antibiotics, and things of that sort where it is diffi- 
cult to compete with the foreign producers. 

Mr. Boees. If the figures you have cited are correct, the opposite 
seems to be the situation. The imports are going down and the ex- 
ports are going up. 

Mr. Caznor. That is ri¢ht. That is what I am saying. 

Mr. Boces. Where is threat? 
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Mr. Casor. For us now to adopt a policy which would make it im- 
possible for these exports to continue would seem to me to be a poor 
policy for the United States interests, because it is this big export 
market which is helping keep alive the chemical industry. If we 
were to build a fence around the United States so that our customers 
for chemicals abroad could not earn the dollars to buy those chemi- 
cals, I think it would be a greater damage to the chemical industry 
than the damage they are now suffering because of the importations 

Mr. Boees. hat me ask this question: Yesterday we had the textile 
industry in, and there is no doubt about the fact that the textile in- 
dustry is suffering from a lot of difficulties. Some of the mills have 
been required to close down. Very few of them have made any sub- 
stantial profits for the last several years. Is there any phase of 
the chemical industry which is in serious financial trouble? 

Mr. Casor. You should ask that of someone else. 

Mr. Lawrence. That is a difficult question to answer. I would say 
no. I would have to qualify that, because that is a broad question. 
Whether I said yes or no, I could be wrong. By and large, we know 
the chemical industry is a prosperous industry. We do not try to 
hide that fact. It is a matter of public knowledge. I think maybe 
there has been a misunderstanding of our appearance here today. We 
are not here to plead for a tamff wall built around our industry. 
What we are trying to do is to hold enough protection to compensate 
for this difference in cost. 

I can say to you that, today, except for the few exceptions that 
I mentioned—certainly, a minor number of items—existing tariff 
rates enable us to compete on some basis of equality. What we are 
trying to do is to hold that protection; we are not asking for any 
across-the-board tariff wall. That is certainly not my idea. 

Mr. Boees. Do you agree with that, Mr. Hansen ? 

Mr. Hansen. Yes; 1 do. I think there are a few of the segments 
of the industry—the specialists, the small manufacturers, perhaps— 
who rely on a smaller group of highly specialized items that have 
been very seriously hurt in the last few years. A very good example 
is the sneualitaagiianti acid that Mr. Lawrence refererred to earlier. 
This product was the subject of the one escape-clause action I know 
of involving the chemical industry. It also is a case where no relief 
was granted. 

Mr. Boses. Is this a specific industry or a branch ? 

Mr. Lawrence. It happens to be a small company that specializes 
in that product. I do not know what other product they make, but 
their line is not very broad, It is a highly specialized item. I think 
there might be a few others that are in somewhat the same boat. I 
do not believe any of the large diversified companies are in any finan- 
cial difficulties, although over 50 percent. of them are showing a sub- 
stantially smaller return on their money than they did a year ago. 

Mr. Boees. That is true generally of business in the United States, 
is it not? 

Now, Mr. Hughes, do you have any comments to make? 

Mr. Hueues. No, I do not think that anything that I say will add 
anything of substance to what has already been said. It seems to 
me, as I have listened to these discussions, that it does come back to 
the need for a product-by-product analysis. I do not think any of 
us here genuinely feel we should protect chemical items in an unreal- 
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istic way. For myself, having the same incentive to develop the ex- 
port markets, as Mr. Cabot, I would like to see the tariff question 
studied on a basis that we give protection only where it can justify 
the need for protection in terms of what damage might be done to 
that particular segment of the industry, whether it is a product essen- 
tial to the economy, or our military needs. There are a number of 
those, as I am sure the committee knows. 

I think a comprehensive study of this question will develop areas 
where there can be some relaxation of tariff walls without substantial 
or significant damage to the economy of the industry. 

Mr. Byrnes. Could I ask Mr. Cabot a question? You have plants 
abroad as I understand from your testimony. Do those plants export 
out of the producing country? With regard to your plant in Eng- 
land, does it export out of England into other markets? Is the same 
thing true in Canada and France? 

Mr. Caror. Yes, it exports to all sterling areas and nonsterling 
areas. It does not export into the United States. 

Mr. Boces. Do you export to any dollar area / 

Mr. Capor. Nostrictly dollar area, no. 

Mr. Byrnes. Is that because of British restrictions? 

Mr. Casor. Well, it is cheaper for us to make the carbon black in 
Louisiana, so we naturally are going to prefer delivery to any place 
where we can, from the Louisiana production. 

Mr. Boees. You can make it cheaper in Louisiana than you can 
in England ¢ 

Mr. Cazor. That is right. 

Mr. Byrnes. So you are faced up squarely with the currency prob- 
lem ¢ 

Mr. Casor. That is right. 

Mr. Byrnes. As the restrictions on trade that result from that? 

Mr. Capor. That is right. 

Mr. Byrnes. So it is readily understandable why you are inter- 
ested in stimulating a dollar exchange abroad. 

Mr. Capor. Yes. I want the Congress at this session to continue 
the Trade Agreements Act. I hope they will adopt the measures 
suggested by the administration for a 5-year extension of the Trade 
Agreements Act without any crippling amendments. I also hope 
they clarify the policy of the United States to adhere to the OTC. 

Mr. Bocas. If we had a freer market you could produce it all in 
Louisiana. 

Mr. Capor. That is right, Louisiana and Texas. 

Mr. Boaes. I do not mind your producing some in Texas. 

Mr. Casor. Actually, the cheapest carbon black we produce is in 
Texas, but it is not quite as near the seaports from which we ship it 
as the ones in Louisiana. 

Mr. Boees. Do you pay higher wages in Louisiana than you do in 
England ? 

Mr. Capor. Yes, 3 or 4 times the rate per hour. I showed the rela- 
tive amount per pound. In the United States, using an index of 100, 
England would be 54, so we pay per pound almost twice as much 
in Louisiana and in Texas as we do in England. 

Mr. Boees. Mr. Hughes, is your company a wholly owned subsid- 
iary of the Standard Oil Co. ? 

Mr. Hugues. That is correct; it is. 
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Mr. Bocas. You would not be prepared to testify on the position 
of Mr. Peterson in the Standard Oil Co. on the quota restrictions on 
the import of oil? 

Mr. Huenes. No, I would not. 

Mr. Lawrence. May I ask Mr. Hughes and Mr. Cabot a question 
Do you have a plant in England ¢ 

r. Cazor. That is right. 
cae , LAWRENCE. Do you export from Louisiana to England carbon 
ac 

Mr. Casor. Certain qualities of carbon black, yes. 

Mr. Lawrence. Not made in England ¢ 

Mr. Cazor. Which we do not produce in England; that is right. 

Mr. Lawrence. Could you export the other products to England 
if you so desired ? 

Mr. Capor. Yes. 

Mr. Lawrence. There is no restriction 

Mr. Cazor. England has a tariff on most qualities of carbon black 
and England requires that you get import licenses. I would not 
know what the policy of the Board of Trade would be on the protec- 
tion of British industry by restriction on import licenses. I could not 
tell you specifically. 

Mr. Lawrence. I might say for our industry, when the product is 
made in England, it is almost impossible for us to get a license to ex- 
port it to England. 

Mr. Chases: I think that is also our experience. 

Mr. Boces. I gather the same thing. I may not be exactly accurate 
about this, but I had some discussion with some of our Canadian 
friends in the chemical industry and what they are really desiring is 
easier access to the American market, but they do not want any Amer- 
ican competition in the Canadian market. ‘It is the old business of 
having your cake and eating it too, or the old business of whose ox is 
being ‘gored, These are very understandable things. I am not criti- 
cal of them. 

Mr. Lawrence. They exist in many places. 

Mr. Boces. Certainly in all the areas of human operations. But 
the point that I am making is, I wonder whether we can improve our 
situation by encouraging all these restrictions. 

Mr. Lawrence. Well. we would not be here today, I am sure you 
know, if we felt honestly—and this is bread and butter to us; this is 
a livelihood—if we felt that our industry could live under free trade. 
What earthly reason would we have to be here? Now, take any branch 
of our industry. Take the dye industry, if you will. There is more 
competition in the manufacture of dyes in the United States than in 
all the rest of the world put together. We have about 35 dye manu- 
facturers in the United States, and if that group does not prevent 
monopoly, I do not know what it takes. I think with a few excep- 
tions—and the exceptions are the patented productive items—that is 
true of everything in our line. 

Mr. Caror. I think that you might be interested in my experience 
in India because this is sort of a case study of what happens when 
dollars become short. 

We formerly supplied the Indian market from America. Then, 
because British currency was easier to get in India than dollars, we 
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_began to supply from England. Mind you, England is more costly 
production for us than American production. Then the Indian Gov- 
ernment approached us and wanted us to build a plant in India. We 
made some estimates and figured we would have to have 160 percent 
of the American price; that is, a 60 percent higher price for carbon 
black in India to earn a return on our investment in India if we had 
the whole Indian market for our plant to be built in India. And they 
promised us protection so we would have the whole Indian market. 
We thought it would be a great disservice to the Indian people to 
build such a plant in India. Mind you, I realize it is the policy of 
the United States Government to encourage United States invest- 
ment, private investment, in India, but I think to encourage United 
States private investment in India when the cost of the product is 
going to be 160 percent of the selling price of the American product 
is not a service to the people of the country. 

We told the Indian Govidunitat that we thought this was a dis- 
service, and we tried to dissuade them from iniiding a carbon-black 
plant in India. Nevertheless, it was put into the second 5-year plan 
as one of the items, and we were told it would be politically impos- 
sible for them to back down and remove that from their program 
for 5 years. 

I went to India. I made two trips there in fact. I told the Indian 
Government that we would not help them. We had patents in India 
and they indicated that the patents would not be a bar to their produc- 
ing carbon black, and I realize one cannot enforce a patent which 
one refuses to use oneself. We were urged by our two largest cus- 
tomers in India, which are international customers, Firestone and 
Dunlop, to go ahead and build the plant in India though the cost was 
going to be so very much higher than they were then paying for 
British carbon black. We were urged because they felt that if the 
Indians went ahead and built a carbon-black plant they would have 
an off-standard quality of product and it would probably be more 
costly to them because an Indian plant woud have to be protected just 
as we would have to have protection. We were then urged by the 
United States Embassy at Delhi on the ground that if we did not help 
the Indians it was probable that the Indians would get the help from 
the other side of the Iron Curtain in building a plant in India. So, 
under this pressure I succumbed and offered to license the Indian 
Government and help them build a plant in India. 

However, I discovered that there was a 63-percent tax in India on 
any license fee we received. Inasmuch as we have licenses in England, 
Canada, France, Germany, and are negotiating in other countries, 
we felt that we could not cut the net license fee received by us so we 
would therefore have to have one hundred thirty-sevenths as high a 
license fee in India as we have in other countries. Inasmuch as the 
tax was to be a license to the Indian Government, the Indian Govern- 
ment would not accept such a high fee, quite understandably, because 
that would have to be added to the price of the product and our nego- 
tiations broke down. 

The Indian Government then, through one of their ministers, sug- 
gested to me that we ought to negotiate with the private Indian 
capitalists. Wedidso. We completed negotiations with a capitalist 
to jointly build a plant with him. We were to take a certain amount 
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of equity stock, 20 percent actually, for our patents and know-how, 
and go ahead and build a plant. I agreed to do this subject to certain 
pa of the Indian Government which I have not yet received, 

ut when received, we are committed to go ahead and build the plant 
in India. 

I think this is an interesting case study because you can see that 
India, if there were freedom of currency, would be much better off 
to buy this product in the United States, but instead, they insist on 
making it at much higher cost there because of the shortage of dollars. 

Now, if we had multilateral negotiations and trade agreements I 
feel that we would work toward multilateralism in currency. I do 
not think we would reach that utopia immediately, but to the extent 
that we increase the tariff wall in the United States, we exacerbate 
this situation of currencies in the rest of the world which are limiting 
the export of United States goods and this limitation of rts in 
my view is a greater damage to the technical side of the chemical 
industry, and to many other industries in the United States, than is 
the threat of imports in those industries. 

I might say in the chemical industry I doubt that there is any prod- 
uct which has a higher degree of technial skills for satisfactory per- 
formance than the carbon-black segment. 

Mr. Bocas. Is Germany the principal competitor now ? 

Mr. Hansen. Speaking generally, all production ? 

Mr. Boges. Generally. t me put it another way. Where are 
the principal competitive plants located now, importwise ¢ 

Mr. Hansen. $89.8 million worth of chemicals imported from 
Canada in 1956; $20 million from the United Kingdom; $15 million 
from the Netherlands; $37 million from West Germany; $14 million 
from France; $18.3 million from Chile, which I assume would be the 
natural material. 

Mr. Boggs. So Canada is the principal one. What is the break- 
down of the Canadian chemical industry? I know Monsanto and 
Dow have large plants there. How much of that is American 
owned ? 

Mr. Hansen. I do not know about Canada. I know Allied Chemi- 
cal, with which I am connected, has plants in Canada. Dow has 
plants in Canada. Monsanto, DuPont, Celanese, Cabot. 

Mr. Lawrence. The Imperial Chemical Industry of England. 

Mr. Boees. Would anyone hazard a guess on how much of the 
Canadian chemical industry is owned by American capital ? 

Mr. Capor. I have no knowledge, but I would guess it is consid- 
erably more than 50 percent. 

Mr. Boees. So that much of the Canadian competition is, shall I 
say, an interservice competition. Monsanto is competing with Mon- 
santo, or arethey? Does anyone know? 

Mr. Lawrence. I cannot answer that question. 

Mr. Boges. I think that is a pertinent inquiry; do you not? 

Mr. Cazsor. I might tell of our experience in Canada. 

Our plant in Canada supplies most of the Canadian market for the 
qualities of carbon black we make in Canada. We do not ship any 
of the product from our Canadian plant into the United States be- 
cause we can produce cheaper in the United States. The reason for 
building that plant was not really so much currency shortage as it 
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was nearness to the consumers. We were told by Mr. C. D. Howe they 
were determined to have a carbon-black plant in Canada because they 
have a large synthetic-rubber industry in Canada and they needed 
the carbon-black plant near the synthetic-rubber industry because 
they expected to mix the carbon black with the synthetic rubber for 
sale in the markets of the world. 

Mr. Hueues. I recognize there is a great deal of truth in what Mr. 
Cabot says about the incentive for building these foreign plants from 
the experience we have had in Britain, France, and discussions in 
other countries, both in the Far East and Latin America. There is 
another element. That is the great desire of most of these countries, 
irrespective of the currency issue, to build plants that provide employ- 
ment for their own people. Frequently some countries actually do 
have adequate dollar reserves, or dollar income, and they still insist 
that a product being imported in any volume be undertaken by local 
manufacturers, so there is that other phase. 

Mr. Byrnes. That aspect is not going to correct your dollar- 
exchange situation, or anything else, by a freer trade, is it? 

Mr. Huenes. No. 

Mr. Caxsot. I would agree with that. Canada is a perfect case in 
point. It was really not a dollar shortage that forced us to build a 
plant in Canada; it was partly proximity and it was partly just the 
Canadian Government being determined they wanted a plant. I 
suppose for nationalist reasons. 

Mr. Byrnes. Would that be a factor somewhat in the Indian pic- 
ture, too? 

Mr. Cazor. I would imagine prestige would have something to do 
with it. 

Mr. Boces. Would it be a safe generalization—and I know this is 
a generalization—that if you had the machinery for a bit more nego- 
tiating in this area, it would be possible to reduce the incentive to 
establish certain plants in areas where it is not economical to do so 
and improve the flow of trade from efficient and economical plants? 

Mr. Casor. I think it is only through multilateral trading that we 
can make any progress in this field. We tried the bilateral approach 
and made some progress, but we ran as far as we could in bilateral 
negotiation, in my opinion, and then we tried the multilateral and 
I think we have been making good progress in multilateral negotia- 
tions. However, we have now placed a good many obstacles on the 
administration. You realize, I suppose, that only the United States, 
of all the members of GATT—General Agreement on Tariffs and 
Trade—only the United States of all the members has legislative 
restrictions on its negotiators, and that means that our negotiators 
to the GATT Conference are not plenipotentiary as the other nego- 
tiators are. They are much restricted in what they have to offer. 

Mr. Boaes. I think Mr. Hansen had a comment. 

Mr. Hansen. I had a comment that goes back to your question in 
preparation for this panel session. I talked to a number of the 
members of the industry ot try to get an overall view, and I put sub- 
stantially the same question to them as you did. The answer that I 
got was that foreign countries, even where it is uneconomic to produce 
various chemicals, are nevertheless going ahead with the construction 
of chemical plants, and the same probably will be true of a number of 
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other products, because they have experienced the cutoff of supplies 
in critical times, particularly during a war, and they do not want to 
have that happen any more than we do, or the British. 

So they are going to try to become as self-sufficient as they can. I 
know in a general way a survey has been made and that we generally 
anticipate a very large drop in chemical exports in the next 2 years. 
I happen to know what the figures are for my own company, 
and the percentage is substantial. So we would expect to see in the 
normal course of events, because of those two things, a substantial 
increase in foreign production of chemicals. 5 Sa 

Of course, it will probably reach its greatest height in the European 
Common Market as their barriers are broken down between the group 
of countries. It will become more profitable for them to build larger 
plants to supply alargemarket. 

Mr. Boaees. As you know, we had a panel discussion on the common 
market last week. It has been my observation, and I can only speak 
for myself, that in this tremendous wave of nationalism which is 
sweeping the whole world there is a desire on the part of many coun- 
tries, regardless of the economic feasibility and cost, to become more 
self-sufficient. In many cases this is just economic foolishness. It 
seems to me in the larger picture, somehow or other we in the free 
world—and we are the eealers of the free world whether we like it 
or not—we have to try to cross over these lines, and where it is eco- 
nomic for the United States to have a synthetic rubber industry, and 
it is not economic for Ecuador to have one, it would be rather ridicu- 
lous for us to encourage Ecuador to have a synthetic rubber industry. 

This may, on the other hand, require that we make a sacrifice or 
two on our part. The independent oil producers in Texas and Louisi- 
ana are very much concerned about the oil being brought in by Stand- 
ard Oil Company of California, if I may say so, and they are all very 
dear friends of mine, but it is all a matter of give and take. 

How you arrive at that kind of policy is what is the concern of this 
subcommittee. I do not want any of you gentlemen to think we have 
any preconceived notions whatsoever. The chemical industry, in my 
judgment, is probably the most progressive industry in the United 
States. It has contributed more to the health and happiness of the 
people than any other industry. So I do not think there is any person 
that does not want to preserve the strength of that industry. 

Mr. Lawrence. Mr. Chairman, we have to help preserve the 
strength of that industry. 

Mr. Boses. It is sort of puzzling to us when someone advocates a 
policy which on the other side of the coin is contrary to what some 
other company that vou are interested in is advocating, or even a sub- 
sidiary operation is advocating. 

I came back from Canada impressed with the fact that the chemical 
industry in Canada is very much interested in developing the export 
market they have in the United States. 

Mr. Lawrence. And rightly so 

Mr. Bocas. Certainly. They do not want to let the American 
chemical industry have the same privileges in the Canadian market. 

Mr. Lawrence. No. 

Mr. Hueues. I think we would all trade that one off very gladly. 

Mr. Lawrence. I would like to make a statement. 
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We have analyzed the production of our industry that went to war 
in World War II, and we contributed commercially 1,700 chemical 
compounds to World War II. Now, we believe one of the most im- 
portant contributions that we made to the people was the defense and 
then it became national security, and only yesterday I heard it was 
national survival. 

It is fine to build plants abroad, but in an industry such as ours, if 
we continue to be as necessary to the defense and the protection of the 
country as we are, these units must be within the continental United 
States. Otherwise, the production may or may not be available. 

Mr. Boees. Of course, that may or may not be true. It depends on 
what kind of war it is. 

Mr. Lawrence. That is right. 

Mr. Boggs. If it is the kind of war we read about now in the press, 
4 Goat if any of that is necessarily true. They claim we will all be 

ead. 

Mr, Lawrence. It might be better to have them in the South Sea 
Islands, 

Mr. Hansen. The other side of the coin is the best possible de- 
fense—today, at least, is for us to be so well prepared that we will be 
stalemated and that will not come to pass. 

Mr. Boees. I could not agree with you more. 

On the question of dollar shortages abroad, your reference to the 
growth of the nationalism has been cited by a number of keen students 
of economic affairs as one of the reasons for the dollar shortage—the 
desire of so many foreign countries to immediately become self- 
sufficient and build powerplants and steel mills and things of that 
kind. 


It certainly would account in large part for some of our exports, 
I think, and indirectly, of course, would therefore account for part of 
the discrepancy between exports and imports. If you look at the 
kind of exports we have, the volume of tractors, bulldozers, and things 
of that kind, they are just so anxious to become self-sufficient they 
are spending a lot of money for that, and how they will ever use 
it, I do not know. 

Mr. Casor. If I may comment, it seems to me the United States 
interests very greatly require the development of the underdeveloped 
parts of the world. We cannot expect Thailand to produce tractors. 
Thailand is going to need tractors and must get them from the 
United States, and only can from the United States. 

Mr. Boecs. I think maybe we can conclude this discussion this 
morning. I wonder before we do so if you gentlemen would mind 
expressing yourselves on the administration’s recommendations on 
the trade-agreements program. 

Please understand if you feel you should not, it is perfectly all 
right with the subcommittee. I think you have already expressed 
yourself, Mr. Cabot. 

Mr. Cazor. Yes. I think the administration did not go quite far 
enough, but I am for them. 

Mr. Hansen. In talking to members of our industry for prepara- 
tion of this session, I anticipated the question might be asked, and 
the view which we have arrived at is that having agreed 3 years ago 
to the extension of the President’s authority for 3 years, and to the 
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reduction of tarifis by 5 percent per year on condition that the peril 
point proceeding be continued, the escape clause proceeding be con- 
tinued, the national defense amendment be continued, and that the 
program be applied on a selective product-by-product basis, the Man- 
ufacturing Chemists Association 1s willing to endorse a similar ex- 
tension at this time. 

We believe that the uncertainties are such we should not ask for a 
5-year extension of the trade-agreements authority, nor would we 
like to see it go beyond the 15-percent limit which was granted before. 

You add a 25-percent reduction now on the 15 percent which was 
authorized before, plus the reductions which have been made, and 
that is going pretty far pretty fast. 

One other feature we do not like, which I understand is involved 
in the administration’s proposal, is the thought that the 5 percent per 

ear authority would be cumulative, so that the entire amount could 
be given in the second or third year. If my understanding is incor- 
rect, I should like to have it pointed out. If that is true, we would 
oppose that feature. We think that the gradualness which was im- 
portant 3 years ago, is just as important this year. 

Mr. Boces. Mr. Hughes? 

Mr. Hugues. Well, I would express myself as being in agreement 
with the administration’s proposed program for a 5-year extension, 
but. I would like to also subscribe to the basis of selectivity that Mr. 
Hansen has mentioned. 

Mr. Lawrence. Mr. Chairman, in the absence of a complete revi- 
sion of the trade-agreements program, we would not object to a re- 
newal of the Trade Agreements Act for 3 years. Three years is being 
suggested because it would expire in the first year of the next admin- 
istration, and 3 years is a long time in this day and age. We would 
like to see the authority to reduce duties limited to not more than 5 
percent a year and not cumulative. We would like to see, as I stated 
earlier, that any future reductions be on a carefully selected basis. 

Now, down to individual products, if you will, or very small groups 
of related products; we believe that the national security amendment 
to the present bill—I believe it is known as the Symington amend- 
ment—should be strengthened very appreciably. We believe that the 
escape clause should be revised and made more workable so as not to 
have the situation that I described in the case of coal-tar intermediates 
where it would be physically impossible under the present act for us 
to recoup any part of that cut in duty. 

We would like to see a realistic peril-point provision allowing the 
Tariff Commission, if that is the body to continue to administer that 
part of the job; we would like to see that strengthened very appre- 
ciably and extended in time so that the Tariff Commission will have 
sufficient time to make the economic study that is required. 

We would like to iy on record as opposing any consideration by the 
Congress of OTC, ITO, or anything calabedt to GATT until such time 


as the Congress has had ample opportunity to make a thorough study 
of GATT, the provisions of GATT, and only after that study to give 
—e to any administrative or other proposed legislation such 
as ; 

Mr. Boees. Thank you very much. 

Does anyone else have any comment? 
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Mr. Cazor. I would like to make a couple of comments. In the first 
place, I don’t like to have ITO and OTC grouped together. The ITO 
1s oo and I opposed it. They don’t have anything to do with each 
other. 

Then on the question of cumulative, the President’s proposal, if I 
understand it correctly, is not really cumulative because it provides 
that the duty can only be reduced by a total of 10 percent in any year 
as a maximum. As I understand, the President’s proposal is that 
he be permitted to reduce the duty by 5 percent annually for 5 succes- 
sive years. However, as an alternative he can reduce the duty by the 
same total amount over a 3-year period if no yearly reduction exceeded 
10 percent of the duty. So it really is not cumulative. It has to be 
more or less gradual. 

Mr. Boees. Mr. Hansen. 

Mr. Hansen. I would like to add the views of our association on 
OTC and GATT, too. I neglected that. 

Our feeling likewise is that GATT should be examined before OTC. 
We think we are getting the cart before the horse if we approve an 
organization to aebodacer as complicated an agreement as GATT 
without having an examination of GATT. 

I should also like to refer in a little bit more detail to the escape 
clause. The report that the Conference Board is studying which we 
will deliver to you, we hope, within the next 2 weeks, will include a 
detailed examination of the administration of the escape-clause pro- 
ceeding, and it will reveal a very wide divergence of views on identical 
facts. So there is no consistency in the treatment of economic facts 
by the members of the Tariff Commission. 

We therefore feel that, as Mr. Randall recommended in 1954, some 
criteria or standards should be set up to guide the Tariff Commission 
in the determination of escape-clause proceedings, as to whether or 
not there should be an escape and what percentage change, if any, 
should be made. 

Mr. Boees. Thank you very much, Mr. Hansen. 

Is there anything further, gentlemen ? 

Mr. Morrison. I have some questions, but I don’t know whether you 
want to take the time to discuss them. I imagine it would be 15 or 
20 minutes if we began on them. 

Mr. Boges. Because of the time, can you submit them ? 

Mr. Morrtson. Let me point out what the line of questions would 
involve. It results from Mr. Byrnes’ question ; namely, whether there 
is anything to be gained from examining these general categories and 
whether we should not come to a quite detailed commodity-by-com- 
modity analysis of the appropriate tariff rates. 

I should like to point out that the people from the industry itself 
take a view which promotes the consideration of broad groupings of 
products because they hold that if any sector of the industry is affected 
adversely, it endangers the entire research operations of the domestic 
industry and therefore the whole complex of the industry. So I 
wonder if there is not some reasonableness in considering the position 

of the industry, at least in main sectors—rubber, plastics, interme- 
diates, and so forth—from the point of view of both their export and 
their import positions. 

There is another detail of this matter to which attention should be 
called. Some of the people on the panel have referred to the new 
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products which are constantly being introduced. Of course, that 
means that these products are not named in the Tariff Act but each 
is dutiable here or there in some existing classification which, by 
virtue of not specifically provided for provisions or other specifica- 
cations, covers the ee In the discussion of the idea that 
you should have detailed consideration of the appropriate tariff rates, 
commodity by commodity, I have not heard an y raise the ques- 
tion of hatha the duties applicable to classifications covering the 
new products may be too high for such products in the light of the 
circumstances surrounding their production. The speakers who have 
referred to this matter have been concerned apparently only that the 
rates of duty should not be lower than some rather indefinite measure. 
The administration of the tariff which their remarks suggest would 
involve constant review and revision. As new products are intro- 
duced, new tariff rates should be fixed for them. 

I have not asked a question, but I think I have referred to a whole 
complex of matters which deserves consideration. 

r. Boaes. I might suggest that when you gentlemen receive your 
remarks to be revised, which you will get in a few days, you might 
like to comment on the general area which Mr. Morrison has raised. 
Obviously, it is very important. You may do that or, if you like, you 
may come back this afternoon. I think perhaps we may conclude 
here this morning, if it is satisfactory with you gentlemen. 

Have you any brief comment to make on the problem which Mr. 
Morrison raised at this time ? 

Mr. Lawrence. I could make a brief comment. I would prefer to 
answer it the way you suggested, Mr. Chairman. 

Mr. Bocas. Suppose we let it rest that way, Mr. Morrison. How 
about you, Mr. Hansen ? 

Mr. Hansen. I think that would be the most satisfactory because it 
is a very complicated question. I think a large element of continuous 
review probably would be necessary. I like the idea of greater partici- 
pation by industry which takes olats in a good many of the foreign 
countries. We have had the feeling at times that people who are doing 
the negotiating or choosing the products for negotiation just did not 
understand the facts of life about where the products fit in. I should 
like to comment later on it. 

Mr. Boees. Mr. Hughes ? 

Mr. Hugues. I think I would prefer to comment later. 

Mr. Boces. Mr. Cabot ? 

Mr. Casor. I have no further comment on this subject. I have 
never attended a negotiating conference, but my friends who have 
say that we have had very ak negotiators and that they have been 
well briefed before they went. 

Mr. Boaes. Mr. Rashish, have you any questions? 

Mr. Rasuisu. Mr. Morrison raised some points which lead into 
some questions of a technical nature that I would like to raise if 
time permitted. However, I would suggest that Mr. Morrison and I 
get together and write our questions out and send them to the panel- 
ists for their considered answers. 

Mr. Boees. Gentlemen, we would like to express our appreciation 
for your coming here today. You have been extremely helpful to 
the committee. As I announced at the inception of our discussion 
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this morning, the record will be open for at least 2 weeks, and any 
additional material in the form of comments or statistical data or 
any other information that you care to submit we would be very 


nappy to have. Thank you very much. 


e following letter was sent by Mr. Morrison to Messrs. Hansen 


and Lawrence: ) 
DECEMBER 20, 1957. 

DEAR : You will recall that, near the close of the panel discussion 
before the subcommittee on Friday, December 13, I raised some points for dis- 
cussion to which you and some other members of the panel indicated that you 
would like to give some thought before commenting. The chairman of the sub- 
committee and Mr. Rashish suggested that perhaps it would be well if Mr. 
Rashish and I restate the points in a more orderly manner than had perhaps 
been expressed orally. This letter is written in pursuance of that suggestion. 

The general point I raised grew out of remarks to the effect that the chemical 
industry in all its ramifications was a very complicated one and that the appro- 
priate tariff treatment for imports of the myriad of chemical products could 
be worked out only on the basis of detailed analysis of the conditions of produc- 
tion and trade in the particular products. A corollary of this view is that, with 
the introduction of new products and changes in techniques of production, the 
appropriate tariff treatment of particular chemical products is in need of 
constant review and revision. My remarks related to the bearing of this line 
of thinking on the formulation of tariff legislation. 

I called attention to the idea, frequently emphasized by spokesmen of the 
chemical industry, that the production of various chemical products is intimately 
related as byproducts or coproducts and that the raw materials of some chemical 
plants are the products of others. A related and frequently expressed view is 
that the research and development of new products and processes cannot be 
identified with, and charged against the costs of production of, individual 
products. 

My remarks were intended to elicit information on whether recognition of 
the intimate relationships between the production of different chemical products 
and between technological developments in different sectors of the industry 
is consistent with the view that the appropriate tariff treatment of imports 
of different chemical products, including those newly introduced, should be 
determined separately and on the basis of the costs and other conditions of 
production of the individual products. Would, for example, the relationships 
above described point to the desirability, when a new product is introduced, 
of considering the appropriate tariff treatment of not only the new product 
but also of all related byproducts, coproducts, materials, and derivatives? 
Moreover, if such revision of the tariff treatment of imports of chemical products 
were to be undertaken, what principles or standards could be formulated to control 
the determination with respect to individual products? In this connection it 
is to be noted that the differences-in-costs-here-and-abroad formula would appear 
not to provide definite standards in the light of uncertainly as to the appropriate 
allocation of joint and overhead costs to the output of particular products in 
specific periods of time. A similar problem would arise with respect to the 
appropriate amortization of research and development costs. 

In further elaboration of the points to which I intended to call attention, I 
might refer to the PAS case which was also referred to by some of the partici- 
pants in the panel. The Tariff Commission report in the escape-clause investi- 
gation of imports of PAS indicated that a substantial part of the costs of pro- 
duction of PAS by domestic producers was accounted for by the costs of MAP— 
MAP purchased by the domestic producers of PAS mainly from a single domestic 
producer of the material. The principal domestic producer of PAS argued 
that the prices of the product resulting from import competition were insufficient 
to cover the domestic cost of production of the product. Should the determina- 
tion of the appropriate tariff treatment of PAS have involved consideration 
oe ot, ponsonableness of the prices paid for MAP by the domestic producers 
0 ? 

In the panel discussion some of the participants stated that they favored, 
or at least did not object to, selective tariff cuts and in this connection various 
spokesmen of the chemical industry have sometimes said that they did not object 
to reasonable import competition. The implication of such views would seem 
to be that the tariff rates on all chemical products should not prevent “reasonable” 
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competition from imports. I presume the concept of reasonable competition in 
this context would involve consideration of the reasonableness of the prices 
that the domestic producers maintain or would maintain, if import competition 
were restricted in the desired degree. What would be the principles, standards, 
or formulas that would be considered appropriate to the implementation of such 
a program? Is it an implication of this view that (neglecting patented products 
or processes where special provisions of law can be invoked to provide protection 
of the equities involved from imports) the conditions of competition among 
domestic producers in the market for each and every chemical product that is 
or may be produced in this country are such that reasonable prices would be 
er and maintained if there were no import competition in all such 
products 

I hope the foregoing paragraphs will serve the purpose of assisting you in 
commenting upon the matters to which I intended to direct attention. 

Sincerely yours, 
Lorie A. Morrison, Staff Director. 


— following replies were made by Messrs. Hansen and Law- 
rence: 


ALLIED CHEMICAL & DYE Corp., 
New York, N. Y., January 8, 1958. 
Mr. LoyLe A. Morrison, 


Staff Director, Subcommittee on Foreign Trade Policy, 
Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


Deak Mr. Morrison: Reference is made to your letter of December 19 which 
restates more fully some questions which you raised orally in the course of my 
appearance as representative of Manufacturing Chemists’ Association at the 
panel discussions before the subcommittee on December 13. 

I believe that the general subject of your inquiry resolves itself into four 
somewhat distinct questions and will attempt to answer them accordingly. 

Question. Would the selective tariff treatment of chemicals be feasible in view 
of the high degree of interrelation of byproducts and coproducts? 

Answer. In our view, such interrelation is no obstacle to the application of the 
principle of selectivity. Selectivity merely means that in the setting of tariff 
rates cognizance should be taken of the differing needs for tariff protection of the 
various chemicals and groups of related chemicals. For the reasons pointed 
out in the compendium, each product or closely related group of products should 
be treated on its own merits. 

For example, research is constantly bringing into use a host of new products. 
As pointed out by A. Cressy Morrison in 1937 (Man in a Chemical World, Charles 
Scribner’s Sons, p. 273). 

“Synthetic chemistry’s hugely expanding possibilities have hardly been visioned 
yet. In the markets of the world less than 10,000 different individual .chemical 
compounds are bought and sold as part of regular trade. * * * The numbers of 
potential synthetic chemicals of which we yet know nothing at all reach astro- 
nomical proportions very quickly as one applies the simple mathematics of prob- 
ability to look into the future. In the single series of compounds of carbon with 
hydrogen of the type chemically known as paraffins which make up our natural 
gas and petroleum, a calculation shows that there are 3 million possible compounds 
made up of 20 carbon atoms and 42 hydrogen atoms.” Other equally spectacular 
examples are also given.) 

Under the circumstances, there is no practicable alternative to the use of 
“basket clauses,” if present and potential products are to be provided for. 

Question. What standards should be followed in the determination of tariff 
rates applicable to different chemicals, which would properly reflect differences 
in costs (such as research and development, overhead, etc.) ? 

Answer. This question poses problems of both cost accounting and _ tariff- 
making which probably would require months of study and trial. One diffi‘ 
culty may be illustrated by reference to only one chemical—acetic acid. This 
acid is produced from 3 different raw materials and by 5 different processes. 
What consideration should be given to. the varying costs or elements of cost 
incurred in producing acetic acid by these different methods? As spokesman 
for an association representing diverse interests, I believe any comprehensive 
answer would require a full study of the problem by the association, in which the 
various interests affected might take part. Obviously, time does not permit this. 
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Your question raises what I believe to be another highly pertinent question. If 
tariff rates are to be determined by the application of correct accounting prin- 
ciples (as your question necessarily implies) should there be a fundamental 
change in the whole procedure of tariffmaking? In our opinion, this question 
cannot be satisfactorily answered unless tariffmaking (including the adjustment 
of the statutory rates) is entrusted to a permanent organization (such as the 
Tariff Commission) which has an expert knowledge of the subject. Under 
existing procedure, the Tariff Commission has authority to fix peril points and 
to recommend adjustments in escape-clause cases; but the executive department 
is not bound by these findings. Moreover, the really significant tariff adjustments 
are made largely by men of diplomatic backgrounsd at international conferences 
where diplomatic and political considerations are predominant. Economic and 
accounting problems, although highly pertinent to sound tariffmaking, seem to 
have had little influence at Geneva, Torquay, or Annecy. 

In my opinion, the subcommittee might well consider whether it should recom- 
mend that an agency such as the Tariff Commission be given the authority to 
make tariff adjustments upon a basis where economic and accounting principles 
would be given greater effect. 

Question. In tariff adjustment (such as in escape-clause cases) should the 
tariff agency involved inquire into the reasonableness of prices paid for materials 
by a producer asking for relief? You put the case of a producer asking for 
tariff relief, who purchases his raw material requirements from the only 
domestic producer of that article, and inquire if the reasonableness of the price 
so paid should be a proper subject of inquiry. 

Answer. We strongly believe that except in one limited respect, the tariff 
agency should have no such authority, any more than it should have authority 
to inquire into the reasonableness of the cost of power, labor or salaries, or 
allocations for overhead, research, etc. 

The only exception we are prepared to make would be limited to ascertaining 
whether, in such a case as that put by you, the price paid was the prevailing 
market price. To extend the inquiry further would inject into tariff problems 
matters which are in fact foreign thereto. 

Question. If import competition were eliminated (through a tariff) could it 
be assumed that competition between domestic producers would assure “reason- 
able” prices? 

Answer. In our principal statement to the subcommittee, we brought out at 
some length the high degree of competition between domestic producers of chemi- 
eals, which takes different forms, i. e., as between different products for the 
same market, as between different processes of producing the same article, and 
as between different raw materials for the same article. We also emphasized 
that chemicals generally have advanced in price to a much less degree than 
commodities generally and in important instances have declined. In fact, 
intense competition now prevails in the marketing of many products which 
are not now imported. In our opinion, genuine competition now exists in the 
chemical industry. In many lines prices have, in fact, been depressed to a point 
where they do not yield a reasonable return, even though there is no import 
competition. 

I trust that the foregoing may answer your inquiry. May I express our 
appreciation of the interest in the problems of our industry which your questions 
evince. 

Sincerely yours, 
RricHArD F’. HANSEN, 
Chairman, International Trade and Tariff Committee, 
Manufacturing Chemists’ Association, Inc. 


SYNTHETIC ORGANIC CHEMICAL MANUFACTURERS ASSOCIATION, 
Wilmington, Del., January 7, 1958. 


Mr. LoYie A. MorgRIson, 
Staff Director, Subcommittee on Foreign Trade Policy, Committee on Ways 
and Means, House of Representatives, Washington, D. CO. 
Dear Mr. Morgison: We have been considering your letter of December 20, 
1957, posing several questions to which you request answers by the 
association. 
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The Christmas holidays has prevented a meeting of the several committees 
and groups in the association which should consider and discuss the very im- 
portant questions you have asked. 

The association expects to complete a study of your letter and to forward 
comments on these questions before the end of January. 

Sincerely, 


P. K. LAWRENCE, 
Chairman, International Commercial Relations Committee. 
(The material referred to in Mr. Lawrence’s letter will be available 
in the subcommittee’s files when received.) 
Mr. Bocas. The committee is adjourned. 
(Whereupon, at 12: 25 p. m., the hearing adjourned.) 











APPENDIX 


The following material was filed with the committee: 
CORRESPONDENCE BETWEEN LOYLE A. MORRISON AND Hon. GABRIEL HAUGE 


NOVEMBER 8, 1967. 
Hon. GABRIEL HAUGE, 
Special Assistant to the President, 
The White House, Washington, D.C. 


DeaR Dr. Havuce: This is in further reference to your conversations with 
the Honorable Haile Boggs and myself and the subsequent discussion today 
with Dr. Galbreath and others regarding the possible participation of officials 
from the executive branch in the panel discussions scheduled by the Subcom- 
mittee on Foreign Trade Policy for the period December 2-13. You will 
recall that you and Mr. Boggs agreed that, in his absence during much of the 
period before the panel discussions are to take place, this matter should be the 
subject of further discussions between us. 

As Mr. Boggs has indicated to you, we are most appreciative of the coopera- 
tion which the administration has extended to the subcommittee in response 
to our invitation to prepare papers on several topics for inclusion in the com- 
pendium recently published by the subcommittee. I would like in this letter 
formally to extend an invitation through you to the executive branch to desig- 
nate responsible officials who might participate in the panel discussions that 
the subcommittee has planned. It is our hope that these discussions will carry 
forward the work of the subcommittee by providing an opportunity for con- 
tributors to the compendium of papers as well as others to discuss with the 
subcommittee the many aspects of United States foreign-trade policy of interest 
to the subcommittee. 

As orientation to this invitation to participate in the panel discussions, I think 
it is worth pointing out that there are a great many aspects and problems of 
United States foreign trade policy in general and of the trade-agreements pro- 
gram in particular on which the views of responsible officials of the executive 
branch are important to an adequate consideration by the subcommittee of the 
matters falling within its purview. In this connection I would draw your atten- 
tion to the hearings conducted by the subcommittee during the adjournment 
period of the 2d session of the 84th Congress and to the dissatisfaction which was 
expressed by members of the subcommittee over the inability of administration 
witnesses to discuss and evaluate the whole array of criticisms of the trade- 
agreements legislation and its administration made by persons appearing at the 
hearings. I think the material subsequently submitted by the Department of 
State and included in the record of these hearings failed to discuss the substance 
of many of the questions that had been raised. Furthermore, it seems to me the 
report by the Office of the President which is contained in the recently published 
compendium of papers does not provide adequate analyses or evaluations of 
many of the matters to which Mr. Boggs referred in his letter of invitation to 
the President to submit a report for inclusion in the subcommittee’s compendium. 

One further matter should be noted in this connection. Mr. Boggs received 
letters from Mr. I. Jack Martin, Administrative Assistant to the President (of 
April 15, 1957), and Mr. Wilton B. Persons, the Deputy Assistant to the President 
(of September 6, 1957), which were written in response to Mr. Boggs’ letter to 
the President referred to earlier and which are reproduced in a footnote to the 
report of the Office of the President as printed in the compendium of papers. 
The letters state that “the detailed views of the administration with respect to 
the form of the trade agreements legislation next year will not be determined 
until later this year.” 

I realize that it may be difficult for officials of the executive branch to discuss 
and evaluate, from the point of view of the administration, the experience with 
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the trade agreements program without coming very close to expressing the ad- 
ministration’s views with respect to the precise content of the existing legislation 
and possible amendment thereof. Nevertheless, I believe that many Members 
of Congress will continue to be dissatisfied if they fail to secure some under- 
standing of the administration’s views on the interpretation of such provisions of 
the present legislation as those relating to the escape clause and peril point con- 
cepts and procedures and on questions relating to how the outcome of proceedings 
under these provisions would be affected by various possible amendments of 
such provisions. Under the circumstances, I believe that the administration 
may wish to have someone participate in the panel discussions who could analyze 
the problems of interpretation of the existing legislation and of possible amend- 
ments thereof as seen by the administration without necessarily being prepared 
specifically to set forth precise recommendations on behalf of the administration. 

At your meeting with Mr. Boggs and myself you suggested that I prepare a 
list of questions that would be illustrative of the kind of questions that might 
arise in several of the panel discussions and which officials of the executive 
branch participating in the panel discussions might be expected to discuss. A 
list of such questions is appended to this letter. I should observe, however, that 
these questions are merely illustrative of the types of questions that may arise. 
The procedure contemplated in the panel discussions will not permit me or pos- 
sibly even the chairman of the subcommittee to exercise much control over the 
matters upon which administration participants in the panel discussions might 
be expected to comment. 

Sincerely yours, 
Lore A. Morrison, Staff Director. 


List OF QUESTIONS REFERRED TO IN LETTER OF NOVEMBER 8, 1957, TO THE HoNor- 
ABLE GABRIEL HAUGE 


(1) Is the objective of the trade agreements program (as pursued in the 
past as it will be pursued in the future if the Trade Agreements Act is extended) 
the establishment or restoration of a multilateral trade system among the coun- 
tries of the free world? 

(2) How is the development of the common market and free-trade area 
projects in Europe likely to affect the future prospects for the development of 
a multilateral trading system among the countries of the free world? 

(3) If the free trade area project should include the overseas territories of 
France, Belgium, and Britain, should the United States have a different position 
regarding the program than it has had toward the preferential tariff arrange- 
ments of countries of the British Commonwealth? 

(4) How important does the administration consider the tariff policy that 
has been pursued in the postwar period to our foreign economic policy and to 
the United States international balance of payments position? 

(5) Does the administration consider that there is any conflict between United 
States tariff policy as it has been pursued in the past (and will be pursued in the 
future if the trade agreements legislation is extended without major changes) 
and our domestic policies with respect to agriculture? 

(6) It has been said, and I believe by the executive branch, that one of the 
considerations recommending a liberal trade policy by this country is our pros- 
pective increasing need for imported supplies of raw materials, particularly 
minerals. How do the administration’s recent proposals with respect to restric- 
tions on imports of lead and zinc bear upon that outlook? A similar question 
arises with respect to the program for the control of imports of petroleum. 

(7) Why has a restriction of imports of petroleum under the national security 
amendment been considered appropriate whereas similar restrictions on imports 
of lead and zinc under that provision have not been considered appropriate? 

(8) Do the proposals as regards imports of petroleum, lead, and zine presage 
a program for the stabilization of the domestic industries producing these ma- 
terials similar to that which has been in effect for many lines of domestic agri- 
culture? 

(9) Is the national security amendment of the trade agreements legislation 
needed in the light of the existence of the escape-clause provisions? 

(10) It is alleged that there is some obscurity in the present legislation as 
to the President’s authority to disregard Tariff Commission recommendations 
under the escape-clause provisions of the trade agreements legislation. The 
* present legislation would seem to leave no doubt that the President has such 
authority but there is some question as to whether he can disregard Tariff 
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Commission recommendations only because he disagrees with the Commission’s 
findings, or whether, without disagreeing with those findings, he can disregard 
Tariff Commission recommendations for considerations of the general national 
interest to which the Tariff Commission findings do not relate. What is the 
administration’s view on this matter? 

(11) What would be the administration’s view as to the propriety and advan- 
tages of having the Tariff Commission instructed to report in escape-clause 
cases on all considerations bearing upon the withdrawal or modification of tariff 
concessions? In this connection it might be noticed that the Tariff Commission 
need not be the appropriate body to evaluate the national-security or foreign- 
policy considerations involved in individual cases but might, nevertheless, be 
responsible for assembling such evaluation from other appropriate agencies of 
the Government and might include a discussion of such matters in its reports 
to the extent that national security considerations permit. 

(12) It has been said that the present language of the escape clause and peril 
point provisions of the trade agreements legislation promote if they do not re- 
quire that the term “the domestic industry producing like or directly competitive 
products” be construed as coextensive with the domestic production of narrow 
classifications of commodities and that this is too narrow a concept of “a domes- 
tic industry” for the effectuation of the proper policy represented by the escape 
clause. For example, it is said that the principle of the escape clause properly 
conceived should not involve providing continued or increased protection of the 
domestic production of limited classifications of products if the workers and 
resources engaged in such production can be shifted to the production of other 
products without serious losses. Rather it is said that the general policy re- 
flected in the escape clause should be directed only to preventing serious de- 
terioration in the value of the skills of certain groups of workers or in the 
value of facilities and resources in substantial degree specialized and committed 
to the production of certain products or groups of products. What are the 
administration’s views on this matter? Has the administration given considera- 
tion to the possibility and consequencies of alternative provisions to these 
features of the existing legislation? 

(13) Should the reports of the Tariff Commission or the President on the 
operation of the trade agreements program provide a substantive analysis and 
evaluation of the developments in the field of foreign trade policy and their 
impact on the domestic economy? In other words, should these reports aim to 
provide with respect to foreign trade and foreign trade policy something com- 
parable in this field to the content of the President’s Bconomic Report which 
has related primarily to the domestic economy? Might it be appropriate for 
the legislation to provide that the President’s Council of Economic Advisers 
have responsibility in the preparation of the President’s report in this field? 






THe Waite Hovse, 


Washington, December 6, 1957. 
Mr. LoyLe A. Morrison, 


Staff Director, Subcommittee on Foreign Trade Policy of the Committee 
on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. Morrison: In response to your letter of November 8, the several 
points of which have been discussed in detail with you, I am enclosing the 
comments that the executive branch undertook to supply on the questions ap- 
pended to your letter. 

I trust that these answers together with the papers previously prepared for 
the subcommittee will be useful in connection with the subcommittee’s important 
work. 

With kind regards. 

Sincerely, 


| 


i ni RPT Term 


GABRIEL HAUGE, 
Special Assistant to the President. 


(1) Is the objective of the trade-agreements program (as pursued in the 
past and as it will be pursued in the future if the Trade Agreements Act is 
extended) the establishment or restoration of a multilateral trade system 
among the countries of the free world? 

It has been, and will continue to be, an objective of the trade-agreements pro- 


gram to promote the greatest possible development of multilateralism in 
international trade. 








746 FOREIGN TRADE POLICY 


A fully multilateral system would mean that each country (or separate customs 
territory) would apply its tariffs and other trade regulations on a nondiscrim- 
inatory basis. Such a system would enable importers in any given country to 
make their foreign purchases from the lowest cost and most efficient foreign 
source of supply, and the exporters of any given country to compete in all foreign 
markets on the basis of price, quality, and commercial efficiency. In this way 
a multilateral, or nondiscriminatory, trading system would promote a better 
use of productive resources than a discriminatory system. 

The spread of discriminatory trading systems, which gravely impaired the 
operation of multilateral trade, has been associated historically with the rise 
of national tariffs and trade barriers, depression conditions, and postwar exchange 
stringencies. The extension of preferential tariff systems, bilateralism and 
discriminatory currency arrangements during the 1930’s followed a long period 
during which the level of national trade barriers in the form of tariffs and quotas 
had been steadily increased in many parts of the world. After World War II, 
discriminatory restrictions were primarily based on the need for economizing in 
the use of scarce foreign-exchange resources. 

While the system of multilateral trade was badly damaged during the 1930's 
and in the early postwar period it was not abandoned. On the contrary, gov- 
ernments have continued to recognize the superior economic advantages of 
multilateralism and have participated effectively in efforts to widen its applic- 
ability to free-world trade through— 

(a) the reduction or removal of discriminatory tariffs and trade restric- 
tions, discriminatory exchange arrangements and bilateralism ; and 

(b) the reduction of national tariffs and other trade barriers. 

Considerable success has been achieved under the trade-agreements program 
in the revitalizing of the multilateral system of world trade. Major achievements 
have come through the extension of the most-favored-nation policy in trade agree- 
ments negotiated by the United States since 1934; through the prohibition against 
new or increased tariff preferences laid down in the General Agrements on Tariffs 
and Trade (GATT) 10 years ago; through the reduction of existing tariff pref- 
erences through GATT negotiations since that time; through the prohibition on 
use of quantitative restrictions to international trade except under very special 
circumstances ; through negotiations to hasten the removal of various temporary 
discriminatory restrictions, and through measures to reduce trade barriers in 
general. 

It is intended that, with the additional trade-agreements authority being 
sought, further progress will be made under the trade-agreements program in 
reducing bilateralism and preferential arrangements in ameliorating the condi- 
tions which breed such arrangements, and in developing a still greater degree 
of multilateralism in world trade. 

(2) How is the development of the common market and free trade area 
projects in Europe likely to affect the future prospects for the development 
of a multilateral trading system among the countries of the free world? 

The European common market and free trade area are expected to increase 
the political and economic strength of Western Europe, The increase in eco- 
nomic strength is expected to result in an increase in imports from outside of the 
area and to permit a reduction in barriers to trade with countries outside the 
area. 

The common market will be established among Germany, France, Italy, the 
Netherlands, Belgium, and Luxembourg. It will replace with a single domestic 
market the six separate national markets which now exist. The common market 
will have complete free trade internally and a single tariff against outside coun- 
tries. The free trade area, by bringing the United Kingdom and other Euro- 
pean countries into a free trade association with the common market, would 
expand considerably the area of free trade in Western Europe. Unlike the com- 
mon market, however, the free trade area would not establish a single tariff 
against other countries, and each country would maintain its separate tariffs 
toward countries not in the free trade are. 

The essence of the common market plan is to increase the efficiency of pro- 
duction units within the six by removing restraints on competition, including 
tariffs, quantitative restrictions, government subsidies, and private cartel and 
market-sharing agreements. Production is also to be encouraged by freeing the 
movement of labor and capital, thus making it possible for labor and capital to 
be used in a manner which will yield the highest productivity. The proposed 
European Investment Bank will also contribute to increased efficiency by helping 
to provide capital for the expansion of production. 
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The western European countries, especially the smaller ones, have become 
increasingly aware that their home markets are too small to enable them to 
apply some of the most modern methods of production, including automation, or 
to develop the variety of products demanded as living standards rise and tastes 
become more diversified. These countries see themselves as falling more and 
more behind the United States and the U. 8. 8S. R. in mass production and in 
industrial research and technology unless they can create a large market. Thus, 
the common market is seen as a major economic necessity. It is equally viewed 
as an important means of building closer political cooperation and strength in 
the area in the interests of world security. 

The economic result of the common market should be to increase the produc- 
tion and income of the common market countries as a whole. Provided that the 
external tariffs and trade barriers maintained by the common market are made 
as low as possible, this in turn should bring about an increased demand for 
imports from outside countries including the United States. 

The General Agreement on Tariffs and Trade (GATT) is the mechanism avail- 
able for negotiating the lowering of restrictions which the common market 
would maintain on trade with countries not in the common market. United 
States leadership, if it is provided with sufficient bargaining power in the form 
of meaningful tariff reduction authority, will be important to assure that the 
external tariffs of the common market will be as low as possible. 

The European free trade arrangement is still in an early stage of negotiation 
pending certain basic political decisions by the participating countries. If, 
however, it conforms to the criteria of a free-trade area established by the GATT, 
as is likely, duties and other restrictive regulations of commerce will be elim- 
inated on substantially all the trade between the member countries in products 
originating in such countries. Under these circumstances, other countries should 
benefit from the effects of heightened competition in a manner similar to that 
described for the common market. 

(3) If the free-trade-area project should include the overseas territories 
of France, Belgium, and Britain, should the United States have a different 
position regarding the program than it has had toward the preferential 
tariff arrangements of countries of the British Commonwealth? 

No proposals have been made for the inclusion of overseas territories in the 
free-trade area now under discussion. 

There is a difference between free-trade-area arrangements which involve 
the complete elimination of trade barriers within an area and preferential ar- 
rangements such as those among various parts of the British Commonwealth. 
Preferential arrangements do not provide for internal free trade. The tariff 
concessions made are frequently selected with a view to reducing trade from 
outside the area. Moreover, the preferential arrangement often results in in- 
creased barriers against the trade of other countries not parties to the arrange- 
ments. 

(4) How important does the administration consider the tariff policy 
that has been pursued in the postwar period to our foreign economic policy 
and to the United States international balance-of-payments position? 

This question was treated at some length in two articles in the Compendium 
of Papers on United States Foreign Trade Policy collected by the staff of the 
subcommittee and published a short time ago. The particular references are 
Foreign Economic Policy and the Trade Agreements Program (p. 5) submitted 
by the Office of the President, and the Role of the United States Tariff and the 
Effects of Changes in Duty Rates (p. 211) submitted by the Department of 
Commerce. 

The three major objectives of United States foreign economic policy are (a) 
to promote the economic strength of the United States, (b) to promote the eco- 
nomic strength of the rest of the free world, (c) to build and maintain cohesion 
in the free world. Our postwar tariff policy has contributed toward the achieve- 
ment of each of these objectives. 

Government restrictions have in the past throttled mutually profitable worla 
commerce to the detriment of the United States and of every other nation. By 
removing or reducing barriers to foreign trade, the United States contributes 
materially to its own economic advancement and, simultaneously, to that of 
other countries. When foreign nations reciprocate in tariff reduction and re- 
move restrictions on international trade and payments, the stimulus to our and 
their economies is increased. 

The effect of United States tariff policy on foreign trade and the domestic 
economies of the United States and the rest of the free world cannot be measured 
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statistically. There is no way to express in quantitative terms. the economic 
effect of the significant reductions in tariff and other limitations to trade which 
have taken place over the past quarter of a century. During this period great 
economic and political forces were at work. There was a major depression and 
a recovery, World War II and its aftermath, the Korean war, accelerated tech- 
nological progress, and a strong increase in production, income, and consumption 
in all countries of the world. These forces have unquestionably had great 
influence on the course of our foreign trade and our economic growth. 

It is clear, however, that the significant reductions in tariffs and other trade 
barriers have increased both United States imports and exports and have thereby 
provided an important force in the tremendous growth of United States and 
foreign economic activity. With more specific reference to our balance of pay- 
ments position, our tariff policy has served to increase both our imports and 
our exports, as was its purpose. On balance, the effect has been to enable other 
countries to cover, out of their trade earnings, an appreciably larger part of 
their requirements of United States products than they would otherwise have 
been able to do. 

The United States has advanced a liberal trade policy because of its beneficial 
effects on the United States economy and also because it advances our basic 
philosophical attitude toward the role of government in economic life. The 
general philosophy underlying United States trade policy is a practical applica- 
tion of the emphasis in our political thought on the importance of limiting the 
role of government in economic life and expanding the opportunities for indi- 
vidual choice, initiative, and experimentation. 

(5) Does the administration consider that there is any conflict between 
United States tariff policy as it has been pursued in the past (and will be 
pursued in the future if the trade-agreements legislation is extended with- 
out major changes) and our domestic policies with respect to agriculture? 

There have been at time conflicts between American programs to reduce trade 
barriers and the need for certain restrictions to protect domestic agricultural 
programs. The administration has sought and will continue to seek to mini- 
mize these conflicts and to reconcile them. 

Many concessions have been made and received on agricultural products and 
much progress has been made in obtaining a freer access into foreign markets. 
Nearly 80 percent of our agricultural exports go to countries with which we have 
trade agreements and nearly two-thirds of this trade move under concessions 
obtained. 

Restrictions on agricultural imports, such as those authorized under section 
22 of the Agricultural Adjustment Act, have a limited function. They are 
designed to prevent imports into the United States from materially interfering 
with our agricultural programs. The latter often results in domestic prices being 
above world market prices for certain products and thus create an artificial 
attraction for imports. Restrictions are imposed only when necessary, removed 
where no longer needed, and administered so as to cause the least possible dis- 
location to existing patterns of trade. 

(6) It has been said, and I believe by the executive branch, that one of the 
considerations recommending a liberal trade policy by this country is our 
prospective increasing need for imported supplies of raw materials, particu- 
larly minerals. How do the administration’s recent proposals with respect 
to restrictions on imports of lead and zine bear upon that outlook? A 
similar question arises with respect to the program for the control of 
imports of petroleum. 

To fill its future demand for industrial materials, the United States will need 
not only increasing imports, but healthy “going” domestic industries. The Febru- 
uary 1955 report of the President’s Advisory Committee on Energy Supplies and 
Resources concluded, with respect to energy sources, that “In this complex pic- 
ture both domestic production and imports have important parts to play ; neither 
should be sacrificed to the other.” This philosophy has applicability to other 
basic materials. 

The lead and zine problem results from the expansion of world productive 
capacity which was stimulated during the Korean crisis. The anticipated de- 
mand did not develop and in 1952, when demand fell off, prices declined sharply. 
Production was cut back in the United States, but not to any market extent 
abroad. Record imports entered the country and in 1953 domestic producers 
appealed for relief under the escape clause. At the President’s direction, other 
methods of relief were first tried, i. e., increased stockpiling and an appeal to 
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other countries to keep their shipments of lead and zinc to the United States 
“in line.” Imports, however, continued to increase; and stockpile procurement 
cannot be indefinitely continued. 

In view of the continued difficulties of the domestic producers, the adminis- 
tration determined in the spring of 1957 that special action was required to 
keep the industry alive and healthy. To afford reasonable protection and yet 
not shut off the flow of needed imports, the administration proposed that a sliding 
scale import tax be adopted. When prices fell to certain specified levels the 
tax would apply. As prices recovered the tax would diminish and at prices 
above a specified level it would be completely removed. 

The Congress declined to act on the administration’s proposals and suggested 
that there were administrative remedies available to handle the problem, The 
industry then applied to the Tariff Commission for escape-clause action. This 
action is now pending in the Commission. 

The need for maintaining a balance between imports and domestic production 
of crude oil, in the interest of national security, arises from the fact that ex- 
cessive imports would weaken and might destroy the incentive for exploration 
and development of new domestic sources of supply. This conclusion was first 
put forward by the Advisory Committee on Energy Supplies and Resources 
Policy in 1955. It was reiterated in 1957 by the Special Committee to Investi- 
gate Crude Oil Imports, which was established after the President concurred 
with the Director of the ODM that there was reason to believe that imports were 
threatening the national security. The latter committee found that additions to 
domestic reserves have not been keeping pace with the increase in domestic 
consumption; and that the sharp increase in imports then scheduled by the oil 
importing companies would bring about a further decline in domestic exploratory 
and development activities. Taking all factors into consideration, including the 
importance of foreign oil resources to our national security and the importance 
of the United States market to the oil exporting countries of the free world, 
the committee found a need for achieving some reasonable balance between im- 
ports and domestic production at this time. It framed its recommendations for 
a program of voluntary restrictions by importing companies with a view to al- 
lowing other nations to participate in the growth of domestic demand. 

The voluntary plan now in effect is for the last half of 1957 and the first 
half of 1958. The plan further provides for a review by the Special Committee 
or some comparable committee at least once a year. This will enable the ad- 
ministration to impose voluntary restrictions only when necessary and will 
cause the least possible dislocation of existing patterns of trade consistent with 
national security. 

(7) Why has a restriction of imports of petroleum under the national 
security amendment been considered appropriate whereas similar restric- 
tions on imports of lead and zine under that provision have not been con- 
sidered appropriate? 

The Director of Defense Mobilization, Mr. Gordon Gray, has testified that he 
was not in a position to make a finding that current imports of lead and zinc 
affected the national security, notwithstanding the recognized importance of the 
domestic industry as a source of supplies in wartime. The problem in the lead- 
zine industry to which the administration’s proposal was addressed is a current, 
peacetime problem, for which the ODM has no responsibility. 

The decision to request restrictions on crude oil imports under the national 
security amendment rests upon speciai security considerations peculiar to the 
industry. There is no stockpile of petroleum and none is feasible because of 
the quantities required for daily use. There is no way of determining the 
location and extent of oil reserves except through exploratory drilling. There 
is a significant time lag between exploration and production. Thus, if the rate 
of exploration and development of additional domestic reserves were allowed to 
decline, the United States might find itself, in an emergency when it might be 
shut off from most foreign sources, “years away” from the level of petroleum 
production necessary to meets its national security needs. A practicable way 
to develop new reserves is by giving private capital the incentive and oppor- 
tunity to explore. 

By contrast, the Government now has exceedingly large stocks of lead and 
zine in the strategic and supplemental stockpiles. Thus, without questioning 
the importance of a strong lead and zinc industry in an emergency, there is a 
significant difference between the two situations. 
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(8) Do the proposals as regards imports of petroleum, lead and zinc 
presage a program for the stabilization of the domestic industries producing 
these materials similar to that which has been in effect for many lines of 
domestic agriculture? 

The proposals on petroleum and lead and zinc relate to special situations as 
explained above. They should not be construed to represent an overall policy 
of stabilizing domestic minerals industries by increased import restrictions. 

(9) Is the national security amendment of the trade agreements legisla- 
tion needed in the light of the existence of the escape clause provision? 

The escape clause and the national security amendment are similar in that 
they both provide for the possible imposition of import restrictions. But they 
are not substitutes for one another. Bach serves a different purpose. The 
escape clause is designed to permit action to prevent American industries from 
actual or threatened serious injury as a result of the trade agreements program, 
whether or not such industries are important to defense. The national security 
amendment is designed to permit action to prevent imports from impairing the- 
national security, whether or not the industries concerned are being seriously 
injured 

For example, in the recent crude petroleum case it was found that the national 
security required that a balance between imports and domestic production be 
established at this time. This judgment was reached even though domestic 
production was increasing absolutely and no finding had been made that the 
industry was being seriously injured in the context of the escape clause. 
Scheduled imports would have retarded domestic exploratory and development 
activities which are essential to national security. 

There are 2 other differences between the 2 provisions : 

(1) The national security amendment gives the President authority to restrict 
imports on a wider range of products than does the escape clause. Under the- 
former, the President may impose restrictions in imports of articles not subject 
to trade agreement concessions while under the escape clause an article must 
be subject to such a concession. 

(2) Under the escape clause the President’s authority to increase duties is 
subject to the percentage limitations specified in the Trade Agreements Act; 
under the national security amendment it is unlimited. 

In summary, the national security amendment serves a different purpose than 
the escape clause and involves different criteria and wider powers for the 
President. 

(10) It is alleged that there is some obscurity in the present legislation as 
to the President’s authority to disregard Tariff Commission recommenda- 
tions under the escape-clause provisions of the trade-agreements legislation. 
The present legislation would seem to leave no doubt that the President 
has such authority but there is some question as to whether he can disre- 
gard Tariff Commission recommendations only because he disagrees with 
the Commission’s findings, or whether, without disagreeing with those find- 
ings, he can disregard Tariff Commission recommendations for considera- 
tions of the general national interest to which the Tariff Commission find- 
ings do not relate. What is the Administration’s view on this matter? 

Section 7 of the Trade Agreements Extension Act of 1951, as amended (19 
U.S. C., see. 1364) provides that: 

“Upon receipt of the Tariff Commission’s report of its investigation and 
hearings, the President may make such adjustments in the rates of duty, impose 
such quotas, or make such other modifications as are found and reported by the 
Commission to be necessary to prevent or remedy serious injury to the respective 
domestic industry. If the President does not take such action within sixty days 
he shall immediately submit a report to the Committee on Ways and Means of 
the House and to the Committee on Finance of the Senate stating why he has 
not made such adjustments or modifications, or imposed such quotas.” 

As the statutory language makes clear, the President “may” take action after 
receiving the Tariff Commission’s report of its investigation and hearings. 
Since the enactment of this section in 1951, the President has exercised his 
statutory discretion in a substantial number of cases. In those cases in which 
he has decided not to take the action recommended by the Tariff Commission. 
he has reported to the House Ways and Means Committee and the Senate Fi- 
nance Committee his reasons therefor. In these cases, he has either disagreed 
with the Tariff Commission’s findings that increased imports have caused or 
threatened serious injury to the domestic industry or he has stated that import 
restrictions would not be the appropriate solution to the difficulties of the domes- 
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tic industry. In some cases, in addition, he has alluded to other considerations, 
including the effect of the recommended action upon friendly foreign countries. 
In the opinion of the Administration, such exercise of discretion is in full 
accord with the statutory authorization above quoted. 

Section 7 of the Trade Agreements Extension Act of 1951, as amended, has 
been reviewed by the Congress several times since its enactment, the last occa- 
sion being in 1955 when the Trade Agreements Extension Act of 1955 was con- 
sidered. The manner in which the President had acted under the discretionary 
authority granted in section 7 in 1951 was fully known to the relevant commit- 
tees as a consequence of the reports rendered by the President pursuant to sec- 
tion 7, as well as otherwise. Although the Congress in 1955 amended section 7 
in other respects, it did not modify the President’s discretion in any way. In 
fact, in House Report No. 50 which accompanied H. R. 1 (which later became, 
with modifications not here material, the Trade Agreements Extension Act of 
1955), the Ways and Means Committee of the House stated as follows with 
respect to this provision : 

“Under existing law, the findings of the Tariff Commission that a product on 
which a concession has been granted is, as a result in whole or in part of the 
customs treatment reflecting such concession, being imported in such increased 
quantities as to cause or threaten serious injury to the domestic industry pro- 
ducing like or directly competitive products, together with its recommendation 
regarding withdrawal or modification of the concession, go to the President. 

“In making his determination whether to withdraw or modify a concession, 
the President must take into account all relevant factors, including our national 
defense requirements, requirements for carrying on successfully the foreign 
relations of the United States, and the necessity for maintaining and strength- 
ening the domestic economy of the United States. Consequently, he secures the 
individual views of the Departments of Agriculture, Commerce, Defense, Inte- 
rior, Labor, Treasury, and State and the Foreign Operations Administration, 
in order that his decision whether to withdraw or modify the concession may 
be based upon all the information available in the Government. The Depart- 
ments of Agriculture, Commerce, Interior, and Labor have primary responsibil- 
ity for providing economic information and views relating to domestic activity, 
while the other agencies submit data and views concerning the other factors. 

“The committee believes that the President should give full consideration 
to the Tariff Commission’s findings regarding injury. If he believes that these 
findings should be further developed, or if new information relevant to such 
findings are disclosed, in the committee’s opinion, he should continue his prac- 
tice of submitting such data to the Tariff Commission for supplemental investi- 
gation and findings where appropriate. The other factors, relating to the overall 
national interest, are, of course, outside the jurisdiction of the Tariff Commis- 
sion, and must be weighed by the President after receiving the views of the 
various departments. The committee is of the opinion that a President, who 
has the authority to determine where and when American Armed Forces may 
be employed in the Formosa Straits in the interest of our national security, can 
be trusted to weigh factors relating to the national interest in terms of with- 
drawing a tariff concession. 

“Bven on the question of injury, the President must by law make the determina- 
tion in the event of a 3-3 split among the Tariff Commissioners. 

“Findings on the question whether injury is caused or threatened by imports 
resulting from tariff concessions are based on factual material. However, proper 
weight must be given to such facts, reasonable inferences drawn therefrom, and, 
finally, there must be an exercise of judgment. Different weight can be given 
to the same facts, different inferences can be drawn from the same facts, and 
differing judgments can result, Otherwise all administrative or judicial judg- 
ments would be unanimous and be affirmed on appeal. In practically every 
field where administrative or judicial findings are involved, the Congress has 
provided for some review of those findings, either by courts or by the President. 
In the committee’s opinion it would be undesirable to depart from this practice 
in the case of the escape clause. Your committee believes that the President 
should not be compelled as a matter of law to accept findings of the Tariff Com- 
mission where it is his opinion that they are not soundly based, although in the 
committee’s opinion he should give full consideration and proper weight to such 
findings.” : 

Accordingly, it is the view of the Administration that the President has dis- 
cretion, in determining whether to take action recommended by the Tariff Com- 
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mission under section 7, to take into account all relevant factors, “including 
our national-defense requirements, requirements for carrying on successfully 
the foreign relations of the United States, and the necessity for maintaining and 
strengthening the domestic economy of the United States,” and, after giving 
full consideration and proper weight thereto, to refuse “to accept findings of the 
Tariff Commission,” including findings regarding injury, “where it is his opinion 
that they are not soundly based.” 

(11) What would be the Administration’s view as to the property and 
advantages of having the Tariff Commission instructed to report in escape- 
clause cases on all considerations bearing upon the withdrawal or modifica- 
tion of tariff concessions? In this connection it might be noticed that the 
Tariff Commission need not be the appropriate body to evaluate the national- 
security or foreign-policy considerations involved in individual cases but 
might nevertheless be responsible for assembling such evaluation from other 
appropriate agencies of the Government and might include a discussion of 
such matters in its reports to the extent that national-security considerations 
permit. 

At present, in accordance with the law, the Tariff Commission only considers 
and reports whether increased imports of articles subject to trade agreement 
concessions are the substantial cause of serious injury or a threat of serious 
injury to a domestic industry producing like or directly competitive articles. 

The Tariff Commission does not have responsibility for considering the impact 
of an escape-clause action on such vital matters as the foreign-policy and national- 
security interest of the United States. The President may take these matters 
into account in order to make a decision which in his judgment reflects the 
national interest. 

While the above-mentioned factors are important ones which should be con- 
sidered in escape-clause cases, it is believed that the present system by which 
they are considered by the President, but not by the Tariff Commission, should 
be continued. The Tariff Commission presently confines its consideration of 
escape-clause cases to the fundamental problem of whether or not a domestic 
industry is being seriously injured. It is essential that the Commission thor- 
oughly investigate this facet of escape-clause cases. The burden of reporting 
on a number of additional factors such as those envisaged in this question, would 
significantly add to and complicate the already difficult task of the Tariff 
Commission. 

Moreover, it is not considered that the Tariff Commission would be well fitted 
to collect and analyze information on foreign policy and national-security matters. 
It is believed that such questions should be left to the executive agencies to de 
velop appropriate advice for the -onsideration of the President. 

(12) It has been said that the present language of the escape-clause and 
peril-noint provisions of the trade agreements legislation promote if they do 
not require that the term ‘‘the domestic industry producing like or directly 
competitive products” be construed as coextensive with the domestic produc- 
tion of narrow classifications of commodities and that this is too narrow a 
concept of a domestic industry for the effectuation of the proper policy 
represented by the escape clause. For example, it is said that.the principle 
of the escape clause properly conceived should not involve providing con- 
tinued or increased protection of the domestic production of limited classi- 
fications of products if the workers and resources engaged in such produc- 
tion can be shifted to the production of other products without serious losses. 
Rather it is said the general policy reflected in the escape clause should be 
directed only to preventing serious deterioration in the value of the skills 
of certain groups of workers or in the value of facilities and resources in 
substantial degree specialized and committed to the production of certain 
products or groups of products. What are the administration’s views on 
this matter? Has the administration given consideration to the possibility 
and consequence of alternative provisions to these features of the existing 
legislation? 

Before 1955 the escape clause provided no definition of “domestic industry 
producing like or directly competitive products.” In a number of cases there 
were differences among the members of the Tariff Commission and between the 
Tariff Commission and the President as to the appropriate definition. In 1955, 
section 7 (e) of the trade-agreements legislation was added. It provided that 
domestic industry was to mean “that portion or subdivision of the producing 
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organizations manufacturing, assembling, processing, extracting, growing, or 
otherwise producing like or directly competitive products or articles in com- 
mercial quantities.” The Tariff Commission was directed, insofar as practi- 
cable, to distinguish or separate these operations from operations involving other 
products. 

This narrow definition of industry for escape-clause cases raises problems. 
A broader picture would provide a wider range of facts on which to base a 
judgment. The implementation of the provision involves difficult technical 
questions about the allocation among different products produced with common 
facilities of various items of cost. However, there has not as yet been sufficient 
experience with this provision to warrant a recommendation to the Congress 
that it be changed. 

(13) Should the reports of the Tariff Commission or the President on the 
operation of the trade-agreements program provide a substantive analysis 
and evaluation of the developments in the field of foreign trade policy and 
their impact on the domestic economy? In other words, should these 
reports aim to provide with respect to foreign trade and foreign trade policy 
something comparable in this field to the content of the President’s Economic 
Report which has related primarily to the domestic economy? Might it be 
appropriate for the legislation to provide that the President’s Council of 
Economic Advisers have responsibility in the preparation of the President’s 
report in this field? 

The report of the President on the operation of the trade-agreements program 
might well be expanded to more of a substantive analysis and evaluation of the 
developments in the field of foreign trade and their impact on the domestic 
economy. Together with the extensive factual account now prepared by the 
Tariff Commission, these reports would provide with respect to foreign trade 
and foreign trade policy, something comparable to the content of the President’s 
Economic Report, which is related primarily to the domestic economy. 

The current report of the President on the trade-agreements program is soon 
to be submitted to the Congress and will deal to a larger extent than formerly 
with the significance of the trade-agreements program to overall foreign policy 
and to the domestic economy. It is intended to include such material as a 
regular feature of the reports. 

It would appear to be unnecessary to deal with this matter by legislation, 
and undesirable to specify to the President which agency should be responsible 
for aspects of the report. The President will, of course, assign such responsi- 
bilities in accordance with his assessment of the situation. 











Unrrep STATES-JAPAN TRADE COUNCIL, 
Washington, D. C., November 15, 1957. 
Hon. Hate Boggs, 
Chairman, Subcommittee on Foreign Trade Policy of the Committee on 
Ways and Means, House of Representatives, Washington, D. C. 


Dear Mr. Boees: On behalf of the United States-Japan Trade Council, suc- 
cessor to the Council for Improved United States-Japanese Trade Relations, I 
am pleased to offer comment upon the compendium on foreign trade policy pub- 
lished by your subcommittee in October of this year. 

We have already contributed, at your invitation, a paper on the American 
textile industry and competition from Japan, which is published in part X of 
the compendium. Adequate comment upon the compendium as a whole would 
be a monumental! task which we do not attempt. We do appreciate the oppor- 
tunity to make a number of observations which appear particularly pertinent 
to trade between the United States and Japan. 

For the compendium itself, the subcommittee and its staff, as well as the 
eontributors, deserves the thanks of all concerned in any way with international 
trade. It is a most impressive compilation both of the pertinent facts bearing 
upon this complex subject and of the product of reflection of the outstanding 
personalities and agencies in the field of foreign trade. The compendium will 
be used for years to come as a source of information and ideas. It should be 
particularly helpful in the consideration of United States foreign trade policy 
during the coming session of the Congress. 

The single most important impression of the compendium as a whole is the 
high degree of consensus with respect to American foreign trade policy which 
exists among the disinterested contributors compared with the intellectual 
poverty of the contributions which support a protectionist point of view. This 
conclusion is not a mere matter of counting noses, but results from analysis 
of the papers submitted. In generalizing about the consensus which exists, 
however, we exclude the contribution of groups such as ourselves whose members 
have a financial interest one way or the other in international trade issues. 
Every presumably disinterested contributor, i. e., engaged in academic, founda- 
tion, or governmental pursuits, believes that the authority now given to the 
Executive by the Congress in the field of foreign trade should be extended in 
point of time and expanded. Most of them would like to see that authority 
considerably expanded. We have analyzed the position taken by the contribu- 
tors on a number of particular issues: 


1. President’s authority to reduce tariffs 


Professor Tolles, Kindleberger, Humphrey, Mikesell, and Gardner would en- 
large the authority of the President either by permitting unilateral reduction 
or reduction without set limits, or both. So would Mr. Piquet and Mr. Salant. 
Mr. Ruttenberg of the AFL-CIO would give authority to reduce to the actual 
peril points. Only those addressing themselves to so-called practical legislative 
proposals have suggested limiting concessions to 5 percent per year or something 
of that character. In short, the consensus is that the President’s authority 
should be significantly increased and extended, and that less should be accepted 
only if the force of protectionist sentiments in the Congress appears to leave 
no alternative. 


2. Adjustment program 


There is an equally impressive consensus that the attention of government 
should be given to easing the adjustments which increase of imports may entail, 
rather than to the sterile task of determining the precise point at which the 
flow of imports will be blocked. The comments of Professor Tolles and Mr. 
Piquet commend themselves particularly on this point. It is noteworthy that 
it is strongly endorsed as well by the spokesman for the AFL-CIO. It seems 
clear that the most constructive legislative task which lies ahead in the trade 
field is to deal with problems of injury through adjustment, as proposed in the 
Kennedy bill and other bills which have been introduced into the Congress, 
rather than through restrictions. 
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8. Use of quotas 

Again the disinterested commentators are unanimous and Professors Mikesell 
and Haberler have expressed themselves with a special cogency. Professor 
Mikesell points out that quotas give a windfall profit to importers, are inflexible, 
and exclude the operation of competitive advantage to determine share of the 
market. He observes that the general use of quotas would wreck the trade- 
agreements program as now constituted. This indeed is the objective of those 
who advocate them. Professor Haberler wisely stresses the points that quotas 
ereate vested interests and inject the Government heavily into commercial 
operations. 
4. Peril points 

While many of the contributors, following the lead of the administration, 
accept the peril points as a fact of life, those disinterested commentators who 
examined the elements of a desirable trade policy, ignoring “practical politics”— 
for instance, Professor Gardner and Professor Humphrey—have advocated the 
repeal of peril points as incompatible with the true objectives of tariff reductions. 
Professor Gardner convincingly argues that the peril point and escape clause 
provisions are incompatible in principle with the objective of permitting the 
operation of natural economic forces to permit the production of goods in the 
areas of the greatest natural advantage. Professor Humphrey points out, along 
the same line, that the concept of the peril point gives no weight to the stimu- 
lating effect of imports on United States exports, but regards tariff policy 
entirely from the point of view of those industries which may be adversely 
affected. 


5. Escape clause 


The escape clause as presently drafted is criticized by all of the disinterested 
experts who mention it. The fragmentation of industry which results from 
the 1955 amendments is particularly criticized as injurious. A number of sug- 
gestions are made which would appear to deserve serious legislative scrutiny, 
notably that of Professors Mikesell, Kindleberger, Gardner, Humphrey, that 
invocation of the escape clause in any event be temporary to permit time for 
adjustment and not a permanent protection. 


6. GATT and OTC 


All of the disinterested contributors who mention it strongly support United 
States membership in the OTC and strengthening of United States participation 
in GATT. The grudging attitude of present legislation must be converted to 
endorsement of the international effort to reduce trade barriers. International 
agreement on basic trade principles, they point out, becomes more essential in 
view of growing economic regionalism. 


7%. Defense essentiality 


The so-called defense essentiality clause written into the 1955 act is strongly 
criticized by many of the papers. Particularly trenchant comments are made by 
Professors Kindleberger, Mikesell, Gardner, Knorr, and Mr. Enke. They do 
not, of course, reject national defense as an important objective of legislative 
policy, but they establish the invalidity of the assumption that protection 
against imports is the best way of assisting a defense industry. They point 
out the grave danger of abuse of this concept which can easily lead to protection 
without adequate analysis, on the facile ground that defense is an overriding 
policy objective. The whole concept of defense essentiality is questioned, more- 
over, in this age of nuclear missiles. 


8. Foreign wages 


The paper of Professor Kravis, of the University of Pennsylvania, on the low 
foreign-wage arguments for protection is extremely impressive. This paper, 
read together with his paper submitted to the subcommittee in 1956 (printed in 
pt. 1 of the subcommittee’s 1956 hearings), demonstrates conclusively the fallacy 
of the argument that low foreign wages are a threat to American workers. 
There has never been any real doubt on this point as a matter of foreign-trade 
theory, but Professor Kravis has gone beyond theory and has demonstrated by 
statistics that wages paid in the United States in export industries are distinctly 
above wages paid in import-competing industries; that there is a close correla- 
tion of high- and low-wage industries from country to country; that relative 
wages are no guide to relative labor costs; and that relative wages are no guide 
to the ability of an industry to perform advantageously in international compe- 
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tition. Specifically, he demonstrates by statistics that the current wages of 
Japan cannot be said to give Japan a competitive advantage in selling its prod- 
ucts in the United States, notwithstanding the great difference in average wages 
of the two countries. Professor Tolles makes the important point that lower 
foreign wages cannot be regarded as unfair if they are not substandard in the 
country concerned. We trust their propositions will receive the careful attention 
which they deserve with respect to the trade of Japan. It is a curious thing 
that Americans know their own prosperity is founded upon unparalleled produc- 
tivity, and yet the fallacy that low foreign wages which result from low foreign 
productivity are a threat to the American worker finds frequent acceptance. 


9. Importance of exports 


A great virtue of many of the papers is their emphasis on the role of exports 
in strengthening the American economy. It is not uncommon to look only at 
the import side, and weigh the injury to import competitive industries against 
the benefit to the American consumer. As is lucidly demonstrated by Klop- 
stock and Meek of the Federal Reserve Board of New York, a high level of 
international trade is important to the whole economy in broadening the base 
of the most efficient enterprises. ‘The expansive effect of foreign markets, sub- 
stantial as it has been, would have been even larger had our imports, grants, 
and/or investment abroad provided foreigners with more dollars. Rather more 
important, perhaps, has been the sharp spur given by foreign buying to the rapid 
expansion of our capital-goods industry to its present dominant position with 
concomitant benefits to our real income, national defense, and international 
competitive position” (p. 320). 

The brief summary above does not do justice to the wealth of analysis and 
illustration found in these papers, but it testifies anew to the unanimity with 
which persons unaffected by special interest have endorsed the lowering of trade 
barriers to give freer rein to efficient American export industries, thus promot- 
ing the whole national interest. It is not surprising that, in contrast, the papers 
which defend the protectionist point of view are very weak. We make no point 
of numbers because the compendium does not represent a poll, but refer to the 
substantive content of the papers submitted, some of them by the leading spokes- 
men of protectionist interests. It can scarcely be said that these papers come 
to grips at all with the case for a liberalization of international trade based upon 
logic and statistical evidence. 

1. The redoubtable Tariff League saves its fire for further stages in the legis- 
lative process. It contents itself with an attempt to demonstrate that the trade 
agreements program has had comparatively small effect upon international trade 
and that other factors than the levels of tariff have had greater influence. 

2. Mr. Strackbein, who has come to be regarded as the leading spokesman for 
protectionist interests, has submitted two very interesting papers. The first, 
entitled “Analysis of Executive Domination Over Tariff and Trade Administra- 
tion” makes no effort whatsoever to discuss the national interest of the United 
States. It discusses the shift from Congress to the executive branch of the 
regulation of tariffs, with complete disregard for the experience of the twenties, 
which disillusioned most Members of the Congress with tariffmaking by legisla- 
tion. Mr. Strackbein’s whole complaint is that the delegation of responsibility 
from the Congress to the executive has made the interests of all the people the 
dominant consideration rather than the interests of individual producers affected 
by imports. He then comes (p. 571) to the “real question”: “What is wrong 
with executive domination of our foreign trade?’ On the negative side, he 
asserts, the domestic industries and producing groups have failed to obtain relief 
from injury. He concedes that against this negative indictment must be set 
the question how much better the aggrieved interests and “the interests of 
opposing elements” would fare “if the executive dominance in this field were 
broken.” 

Mr. Strackbein then tells us (p. 572) that the “question would finally resolve 
itself into one of the comparative importance of the two claims.” “It is a 
regrettable fact,” he proceeds, “that we lack conclusive data that would permit 
a final answer.’ However, there is one point, he says that may be taken for 
granted: “In purchasing our total imports compared with the sale of our total 
commercial exports we are buying more man-hours of labor than we are selling.” 
From the mouth, thus, of Mr. Strackbein himself we have acceptance of the 
basic principle of comparative advantage in foreign trade. How then does Mr. 
Strackbein escape from the force of his own admissions? 
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He suggests that legislative interference with the free market in the fields of 
‘farm prices and industrial wages make it no longer possible to know whether 
foreign trade achieves genuine economic advantage. Since our agricultural 
supports obviously impede foreign trade, it is hard to know just what this is 
thought to establish. The idea that minimum wages and legislative support for 
union activities interfere with the workings of foreign-trade theory is, of course, 
without foundation unless it be recklessly assumed that the wages actually paid 
in the United States bear no relation to productivity. In any case, Mr. Strack- 
bein makes no effort to evaluate the implications of these elements qualitatively 
or quantitatively. Having made his bow to intellectual respectability, Mr. 
Strackbein rejects all possibility of reasoned conclusions and, “riding a good 
horse” in the “ebb and flow of economic tides” while following the “rules of the 
game” (pp. 573-574) flees quickly in a haze of metaphor to the safe ground of 
‘Special interests—the privilege of special interests to have recourse to that 
branch of Government which is most sensitive to their demands. 

3. Mr. Strackbein’s second paper, The Regulation of Imports by Quotas, 
rejects even more frankly the possibility of reasoned conclusions and proposes 
a simple protectionist thesis that “would properly cut through the foggy uncer- 
tainties of the theory of comparative costs and dispose of the unavailing calcu- 
lus of the academic economist” (p. 634). He calls for a general practice of 
imposing tariff quotas, based upon analysis of the conditions of each particular 
industry, as a supplement to tariffs. Arguments of the foreign-trade experts, 
who in other cogent papers demonstrate the incompatibility of the general use 
ot quotas or tariff quotas with the national interest, are summarily dismissed. 
It is an interesting question whether the American producers who lend support 
to Mr. Strackbein’s committee have any grasp of the maze of Government 
regulation to which his legislative proposals would lead. Mr. Strackbein’s 
system of flexible quotas is little less than rigid cartelization through Govern- 
ment action. It would be hard to think of anything more stifling to the free- 
enterprise system under which American production has flourished. 

4. Mr. Stewart, of Steptoe & Johnson, has written an ostensibly impartial 
paper examining the legislative history and administration of the trade-agree- 
ments legislation. He concludes that the administration has been out of 
harmony with the policy guidelines of the act and that either the legislation or 
‘the administration of the law should be changed. No doubt in an ideal world a 
brand new up-to-date law speaking in terms of the objectives of 1958 would be 
a good idea. (Professor Gardner in his paper makes a good case for a new 
statement of purpose in the act.) It appears wise, however, to look more 
deeply into Mr. Stewart’s analysis. Having shown that, as was inevitable, the 
purposes of the law as defined by the Congress changed in the changing con- 
text of world events, Mr. Stewart then erects a series of strawmen standing 
for alleged departures by the administration from legislative instructions— 
strawmen which he carefully refrains from demolishing. 

For instance, Mr. Stewart describes the 1955 negotiations which brought Japan 
into GATT as a departure by the President from the proper scope of his authority 
(pp. 588-539). He disregards the fact that, as stated in the announcement which 
he quotes, the concessions by the United States for the purpose of helping to 
bring Japan into the agreement were to be triangular in nature, involving equiva- 
lent concessions to the United States by Japan. He also disregards the fact that 
the 1955 extension of the Trade Agreements Act, by the use of the words “or 
with respect to which notice of intention has been given” in section 2 (c), re- 
ferred and thus gave congressional sanction to the very notice which he cites. 

Mr. Stewart stresses (pp. 533, 535) early indications that bilateral negotiations 
under the Trade Agreements Act were contemplated. He does not refer in this 
connection to later legislative history, for instance, House Report 2007 of the 84th 
Congress, 2d session, which at page 27 examined the thesis that multilatera] 
negotiations were not contemplated. It concluded that nothing in the act was 
opposed to multilateral negotiations and that such method was much more effec- 
tive. The act has been extended six times since GATT without objection to this 
practice. 

Still another strawman is that the Executive has acted wrongly in granting 
compensatory traiff concessions to countries affected by the withdrawal of con- 
cessions through escape-clause actions. Mr. Stewart confuses general-policy 
guidelines with legal responsibilities resulting from trade agreements which have 
been executed. By a bold stretch of legal reasoning, he suggests that somehow 
the standard that American industry not be injured should be an enduring con- 
dition of concessions which were executed (p. 541). Such an interpretation 
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would make international agreements meaningless. Obviously in dealing with 
other nations, the concession must be examined as of the time withdrawn. The 
fact that trade may meanwhile have increased would ordinarly mean simply that 
the purposes of the act were being achieved. 

Finally, Mr. Stewart’s technique is illustrated by an absurd inference: (p. 545) , 
from a bare list of the steps involved in United States Government preparations 
for reciprocal-trade negotiations, that no specific attention is given to the possi- 
bility that an item under consideration might cause injury to a domestic industry 
until after the preliminary list is published and has been made the subject of 
hearings. 

5. Mr. Lloyd’s paper contains a section (p. 112) entitled “Japan’s Logical 
Trading Sphere,” to which a paragraph of our paper (p. 1001) is most pertinent. 
We pointed out that it is entirely wrong to suppose that Japan’s trade with the 
underdeveloped countries of Asia can expand at a rate sufficient to meet Japan’s 
needs without economic development in the rest of Asia of explosive proportions. 
After all, Japan’s economy is itself expanding at a pace far in excess of that of 
the underdeveloped countries, thus establishing expanding requirements for im- 
ports and exports which these countries cannot possibly fulfill in the foreseeable 
future. We also observed that the relaxation of strategic trade controls on ex- 
ports to Communist China can lead to a modest—but only a modest—increase 
in Japan’s exports to that country. No doubt there is, over a long period, an 
important future for Japan’s trade with underdeveloped Asia, but it is wishful 
thinking to suppose that Japan can continue to buy enormous quantities from the 
United States and can ever pay for them mainly by its sales to third countries. 
The exchange of manufactured goods for raw materials is by no means the only 
basis for international trade. Experience has shown that the rapid expansion 
of the highly industrialized countries and the differences of productivity among 
them give rise to trade which is no less logical and no less clearly advantageous 
to all concerned. 

In concluding these comments, we would like to express the hope that this 
compendium will inspire those concerned with foreign-trade policy of the United 
States to avoid unduly limited aims in the next session of the Congress. A 
sober study of these papers can lead only to the conclusions that a long or 
permanent extension of the authority of the President is required’; that the 
President’s authority should be increased and not diminished; that crippling 
amendments enacted as concessions to protectionist sentiment should be de- 
leted; and that America must continue its leadership in the field of trade pol- 
icy. The compendium represents a remarkable effort to bring reason and data 
to bear upon a subject frequently discussed only in passion and prejudice. The 
theorists who created the H-bomb and earth satellites have demonstrated anew 
the power of scientific truth. Perhaps in this atmosphere the consensus of 
theorists reflected in the compendium will assist the examination of foreign- 
trade policy in a similar spirit of respect for logic and scientific evaluatiom 
of evidence. 

Respectfully submitted. 

NELSON A. Stitt, Director.. 


UNILATERAL REDUCTION OF UNrrep States Import RESTRICTIONS 


Raymond F. Pelissier, assistant professor of economics, Georgetown University, 
Washington, D. C. 


INTRODUCTION 


ln this paper, the reduction of import restrictions by the United States, with- 
out reciprocal concessions by other countries, will be examined. 

The Reciprocal Trade Agreements Act of 1955 does not contain authority for 
the President of the United States to make reductions in United States import 
restrictions unless such reductions are matched by concessions on our exports 
from other countries. He must, therefore, negotiate with other countries for 
such concessions. He cannot reduce or eliminate any United States import 
restrictions unilaterally. 

From time to time, proposals to give the executive branch of the Govern- 
ment authority to reduce import restrictions unilaterally have been made. A 
significant section of the Commission on Foreign Economic Policy (Randall 
Commission) report to the President and the Congress recommended that the 
President be authorized to reduce tariffs, with or without receiving reciprocal 
concessions, on items not being imported or being imported in negligible vol- 
ume. Such reduetions could not exceed one-half the rates in effect on January 
1, 1945, and would be made in steps over a 3-year period. 

The Randall Commission recommendation with respect to unilateral action 
was not accepted by the Congress when it passed the Trade Agreements Hx- 
tension Act of 1955. The act makes no specific reference to items not being 
imported or being imported in negligible volume. 


PROPOSAL 
It is proposed that the Trade Agreements Extension Act of 1958 include a 


section as follows: 

“The President of the United States is authorized to reduce tariffs by not 
more than one-half of rates in effect during January 1945 on products which 
are not being imported or are being imported in negligible volume.” 


JUSTIFICATION FOR PROPOSAL 


This proposal can be justified on the following grounds: 

1. It is fully in accord with the purposes of the Trade Agreements Act of 
1934 and the Trade Agreements Extension Act of 1955. 

2. It could be used as an instrument of foreign economic policy, even though 
no reciprocal trade concessions were received from other countries. 

3. It would be further evidence to foreign countries that the United States 
wanted to promote foreign trade within the purposes of the trade-agreements 
legislation. 

The Trade Agreements Act of 1934, as amended, begins with this language: 
“For the purpose of expanding foreign markets for the products of the United 
States * * *.” Any proposal to expand imports into the United States, therefore, 
should be examined in relation to its probable effectiveness in expanding foreign 
markets for United States products. 

The proposed authority to the President should make possible expanded for- 
eign markets for our goods as we increase our buying abroad. Foreign coun- 
tries will have greater ability to buy goods overseas with the increased pur- 
chasing power resulting from the higher level of our imports. In fact, in opera- 
tions carried out under the proposed authority, priority could be given to the 
reduction of import restrictions on products from countries our exporters con- 
sider to be most promising foreign markets. 

Exporters in foreign countries have become justifiably disturbed at the fre- 
quent manifestation of United States protectionism reflected in proceedings 
under the eseape-clause provision of recent Trade Agreements Extension Acts 
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and under the special provision applying to imports of agricultural products 
found in various legislative enactments. A new provision in the Trade Agree- 
ments Extension Act of 1958 to permit unilateral tariff reduction would counter- 
act some of the feeling abroad that the United States was becoming increasingly 
protectionistic. 

Finally, the new provision could be used as another instrument of the for- 
eign economic policy of the United States. Instead of getting concessions on 
import restrictions from other countries, we could make it known that we would 
be most likely to reduce duties under this section on products supplied primarily 
by countries not discriminating against our products or our investments. While 
this section would require no bargaining with other countries, as is required 
for other concessions granted by the United States under the trade-agreements 
legislation, it could still be used to provide an incentive to other countries to 
liberalize restrictions on activities of interest to us. 

It might be well to remember that there are certain counries which are not 
contracting parties to the General Agreement on Tariffs and Trade and with 
which the United States has no bilateral trade agreement. Therefore, there 
is no instrument through which we can conduct reciprocal negotiations for re- 
duction in barriers to trade with these countries. Efforts to enlarge imports 
for United States exports to these countries could be made, however, through 
the new section proposed above. 

Among the countries with which we have neither multilateral nor bilateral 
agreements are Bolivia, Colombia, Costa Rica, Ecuador, Guatemala, Mexico, and 
Uruguay. Some of these countries are important markets for United States 
exports. For example, in 1956, Mexico was the largest market in Latin America 
for United States products. Colombia was the fourth largest Latin American 
market that year. 


UNILATERAL TARIFF REDUCTION IN OPERATION 


Unilateral tariff reduction by the United States would tend to reduce the 
chronic export surplus in the balance of international payments of the United 
States. But the effect of such reductions on this balance would be slight, because 
the number of items eligible for unilateral treatment would be relatively small. 

But, while its effect on the balance of payments of the United States would 
undoubtedly be small, the new authority could have a significant influence upon 
the volume of imports of certain goods. In turn, the increased exports of foreign 
countries, which become imports to the United States, might be relatively im- 
portant in the balance of payments of those nations. 

For example, let us consider possible application of the new authority to 
Mexico. This country, now undergoing substantial industrialization, may have 
certain products it would like to sell to the United States in larger quantities 
than is possible under the present United States tariff. A reduction in our 
tariffs might cause a significant increase in Mexican exports of those prod- 
ucts #0 the United States. The action could enlarge the potential market for 
United States goods in Mexico by the amount of the increased Mexican exports. 
Mexico would be unlikely to reduce import restrictions which might benefit 
the United States. 

But there are many problems of concern to the United States and Mexico whose 
solution might be hastened if we were able to make some unilateral tariff reduc- 
tions at the propitious moment. These problems include Mexican migratory 
workers in the United States, United States fishing vessels operating near 
Mexico in the Gulf of Mexico, sale of United States agricultural surpluses 
abroad, etc. 

In other countries, we might be more interested in getting more favorable 
treatment of foreign investment than concessions in their import restrictions. 
We could then use the unilateral authority as a bargaining instrument in our 
efforts to secure an improved climate for foreign investment. For example, 
perhaps, we could suggest to Brazil that if she were more favorable to the oper- 
atiton of foreign petroleum companies in Brazil perhaps we could reduce our 
duties on certain imports of interest to Brazil. Incidentally, Brazil did not 
participate in the 1956 tariff negotiations under the General Agreement on Tar- 
iffs and Trade. Consequently, the United States was unable to make any multi- 
lateral arrangements through negotiations with Brazil. 

Apparently there are many products which might be considered for unilateral 
action by the United States. Dr. Howard Piquet, of the Legislative Reference 
Service of the Library of Congress, estimated that imports would hardly increase 
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if all tariffs were suspended on products of the steel, construction, chemical, 
machinery, metal products, electrical goods, automotive equipment, food proc- 
essing, and clothing industries. Since the proposal under discussion does not 
involve such a drastic cut in duties as Piquet assumes, the possible increase in 
imports of any of these products would be less. 

Let us take two industries from Piquet’s lists to illustrate some of the oppor- 
tunities which the proposed authority would make available. These two indus- 
tries, automotive equipment and steel, supply large United States markets which 
could absorb a substantial dollar volume of imports even though the percentage 
of imports to United States consumption remained low. In, both instances, 
moreover, industry spokesmen in the United States have indicated that they 
do not fear foreign competition. 

In 1953 Mr. Henry Ford, president of the Ford Motor Co., gave a talk in 
Chicago, in which he said that the United States automobile industry does not 
need duties on imported automobiles. The Tariff Act of 1930 rates in effect 
until 1956 were 12.5 percent on trucks and buses and 10 percent on other auto- 
mobiles, automobile bodies, and automobile chassis. Rates on some automobile 
products were reduced slightly in the 1956 tariff negotiations under the General 
Agreement on Tariffs and Trade. The 98,000 passenger cars imported in 1956 
represented only 1.6 percent of the 5.9 million United States market. Not 
only were imports small, but they were not really competitive with United 
States products. Buropean cars are usually either high-priced competitors of 
our most expensive cars or sell for less than our lowest priced models. Appar- 
ently, the duties on automobile equipment could be reduced to 50 percent of the 
1930 rate, which was still in effect in 1945, without disturbing the domestic 
industry appreciably. 

Mr. Ford’s position on United States automotive-equipment duties can be 
explained in part by the small United States market for Ford products from 
England but, perhaps, mostly by the substantial export market for United States 
cars. The United States exported about twice as many cars as it imported 
in 1956. 

In the case of steel products, Percy Bidwell, of the Council on Foreign Rela- 
tions, reports that industry executives are less interested in import duties on 
their products than in other aspects of foreign trade. They are concerned about 
import duties on the raw materials, semimanufactures, and finished goods used 
by the steel industry. 

Steel executives are also interested in expanding exports of steel products 
and of articles containing steel, such as automobiles and machinery. They 
realize that lowering United States imports restrictions will permit expansion 
of steel markets abroad. Iron and steel exports in 1954 were 4.6 times the value 
of imports of these products that year. 

Bidwell also reports the view of iron and steel executives that lower duties 
established by trade agreements have had no appreciable effect on the market 
position of foreign steel in the United States. Foreign steel usually sells for 
less than the domestic product in the United States, but faster delivery and 
better market information favor the domestic producer. 

In 1953, rates of duty on 28 out of 32 major imported steel products were 
between 5 and 15 percent. Additional small reductions in duty rates on some 
steel products were made in the 1956 negotiations under the General Agreement 
on Tariffs and Trade. 

The two industries discussed above illustrate some of the possibilities of the 
proposed unilateral authority. Many other products whose rates of duty might 
be reduced under this authority are made by smaller industries in the United 
States. In some instances, injury to domestic producers could result from 
increased imports. We may assume that the products of some of these industries 
have been considered for trade-agreement negotiations but have not been included 
in the negotiations because of the likelihood of injury to domestic producers. 

The President could exercise unilateral authority to reduce import restrictions 
on items threatening United States producers if the tariff-quota principle were 
used. This principle would allow use of the reduced duty on imports of a 
certain amount, perhaps 10 percent, of the United States consumption. Imports 
ae that amount would be dutiable at rates in effect before the Presidential 
action. 

The Presidential authority discussed in this paper is a more positive approach 
to our foreign-trade problems than is found in certain other sections of our 
trade-agreement legislation. We would be announcing a policy of sharing our 
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large and growing markets with foreign producers without reciprocal action on 
import restrictions by them. 

The escape-clause and peril-point solutions to our trade problems represent 
negative approaches to our foreign-trade probiems. In these proceedings, we are 
entirely concerned with reasons for excluding foreign products from our markets. 
The Tariff Commission, which makes determinations under these proceedings, 
is completely preoccupied with the situation of the domestic producer filing a 
complaint. The Commission has no authority to concern itself with the domestic 
consumer, with domestic industries other than those whose products are covered 
by escape-clause and peril-point actions, or with foreign producers. The interests 
of these three parties cannot be ignored, however, if a realistic foreign-trade 
program is to be developed. 

Why should we not use the share-the-market principle as a means of expanding 
imports, instead of allowing exclusive use of the principle as a device to keep 
foreign goods out of the country? If the share-the-market doctrine is sound, 
it deserves broader application than its present use in escape-clause and peril- 
point proceedings. 





Hirt & KNow.tTon, INc., 
Washington, D. C., November 19, 1957. 
Hon. Hate Boses, 
Chairman, Subcommittee on Foreign Trade Policy, Committee on Ways 
and Means, House Office Building, Washington, D. C. 


Dear Mr. Boaas: In response to your invitation for comment on the Compendium 
on United States Foreign Trade Policy, we wish to submit for the information of 
your committee the enclosed memorandum on the European Common Market 
from our European subsidiary, Hill & Knowlton International, N. V. 

Sincerely yours, 
Bert C. Goss, President. 


THE BDuROPEAN COMMON MARKET 
A MEMORANDUM FROM HILL & KNOWLTON INTERNATIONAL 


(Hill & Knowlton, Inc., public relations counsel, 150 East 42d Street, 
New York, N. Y.) . 


With surprising suddenness, the proposal to establish a European Common 
Market has come within sight of realization, and the possibility of Britain and 
other countries taking a more limited part has become an active issue. This 
paper summarizes the proposals and discusses some of the difficulties and im- 
plications. 

By way of preface, it might be pointed out that these new developments 
do not, in actual fact, come out of a blue sky. The Benelux combination (Bel- 
gium-Netherlands-Luxembourgh) has shown, despite many pessimistic pre- 
dictions, that a customs union can be made to work. The Coal and Steel Com- 
munity has shown the possibility of functional cooperation on a larger scale. 
The Council of Europe has been established, while the Organization for European 
Economic Cooperation (OKEC) and the Buropean Payments Union have laid 
the foundations of European economic, cooperation. The initiative for these de- 
velopments was supplied by M. Monnet, who saw that Buropean integration 
could only be achieved by taking economic integration first, and leaving political 
integration to come much later as a byproduct. 


1. The common market 


This trend towards a new unity entered a fresh phase in 1955 when 6 pow- 
ers—Germany, France, Italy, and the Benelux group—met at Messina and 
emerged with 2 recommendations: the establishment of a Buropean atomic 
authority (Euratom) and the establishment of an European Common Market. 

Briefly, the Messina powers propose the gradual abolition, over a period of 
some 12 to 15 years, of all tariffs between them (with exceptions as regards 
agriculture) and the establishment of a common system of tariffs between 
themselves and all other countries—these tariffs to be the arithmetic means 
of the highest and lowest now in existence (for any given class of goods). The 
abolition of tariffs implies, a fortiori, the abolition of quotas and other such 
restrictions on trade. 

These recommendations attracted little attention at the time, and were 
regarded by some as simply one more sign of a vague desire to achieve strength 
by union; in point of fact, the Messina meeting was a decisive coup, since it 
was attended by delegates of the majority political parties of each country— 
their agreements actually insured that the scheme would be supported by various 
Parliaments, and it was this which caused the British Government to take 
serious interest. A committee was set up under the vigorous leadership of the 
Belgian Foreign Minister, M. Spaak (soon to be Secretary General of NATO) 
which has translated the resolution into a practical blueprint with surprising 
speed. 
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2. The free-trade area 

When the OEEC considered the report of this committee last July, the British 
Government, like the other OEEC countries, was faced with the necessity of 
declaring its attitude to the plan. 

It was at once seen that the Common Market proposals were practicable, 
and that they raised problems for other countries.’ A working party was set up, 
which put forward the formula of the “free-trade area” for countries which 
might wish to become associated with the Common Market, without joining the 
original scheme. Members of the free-trade area will undertake to reduce and 
finally abolish their tariffs—for a specified range of goods—as between one 
another, at the same rate as the Messina powers, but remain free to set their 
own tariffs as regards countries outside the area. This formula made it pos- 
sible for Britain, which is already committed to give its Commonwealth coun- 
tries preferential treatment under the Ottawa agreements of 1932, to enter 
the scheme. In this scheme, too, agricultural produce is accorded special treat- 
ment; since 90 percent of the Commonwealth goods entering the United Kingdom 
are agricultural, this was particularly important to Britain. 

Probable participants in the free-trade area are, in addition to Britain, Swit- 
zeriand, Austria, Norway, Sweden, and Denmark. Portugal and Eire are now 
less likely and the rest are nonstarters. Together with the Messina powers these 
countries constitute a market of some 240 million people, of which the Messina 
powers comprise about 150 million. 


S. Difficulties and prospects 


Countries joining either scheme face the difficulties associated with ranid 
economic change; while some of their exporting industries may be able to 
expand greatly, home industries which flourished behind protective tariff walls 
will obviously suffer. This has been recognized and accepted by the Messina 
powers, and a fund to protect temporarily displaced workers is envisaged. The 
planning committee has given attention also to certain general difficulties. For 
instance, since free-trade-area members maintain their own tariffs with the 
rest of the world, goods may enter a country which maintains a low tariff on 
them, and then be reexported without duty to any free-trade-area country which 
maintains a high tariff; the latter tariff would thus be rendered ineffective. 
Conceivably certificates of origin might be introduced to meet this difficulty. 

The General Agreement on Trades and Tariffs specifies that any member 
reducing a tariff in favor of any other GATT member shall! extend the reduction 
to all other members (except when tariff reductions are made as a step to a 
full customs union). But several GATT members will be outside the free-trade 
area so that tariff reductions under the present scheme would be in breach of 
the GATT. However, the GATT agreement is fairly flexible and it is believed 
that a solution will be found when the next GATT meeting takes place. 

During January, Spaak’s committee embodied the proposals in a draft treaty, 
which the Ministers of the Messina powers met in Paris to discuss early in 
February. At these discussions, one major point of disagreement emerged, and 
threatened for a time the success of the negotiations. France wanted the six 
powers to provide capital for the development of her overseas territories, and, 
further, to accept a joint responsibility for their development and well-being. 
This implied similar responsibilities for the Belgian Congo and Dutch and 
Italian possessions. Germany, which has no colonies and would have had to 
provide most of the capital, objected. The compromise finally reached was that 
a sum of $580 million would be provided over a trial period of 5 years (France 
and Germany each contributing $200 million); in return, France will bring 
Algeria and the lesser colonies into the Common Market scheme, thus opening 
them to German exports. Tunis and Morocco will be free to join as independent 
units if they wish. Tariffs on colonial products entering the Common Market 
area from outside are to be raised over the 15-year period. 

(This decision, as noted below, created special difficulties for Britain in con- 
nection with the free-trade-area scheme. ) 

The Euratom treaty was also completed, agreement being reached on all out- 
standing points. It was also agreed to set up a 142-man “parliament” to run 
the Common Market and Euratom; it will absorb the assembly of the Coal and 
Steel Community. (Representation: France, Italy, Germany, 36 each; Belgium, 


1 The British Government is already bound by a treaty of association with the European 
Coal and Steel Community. 
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Holland, 14 each; Luxembourg, 6.) A committee of experts to simplify frontier 
formalities was set up, and a president appointed. 

The next steps to be taken are as follows: Each country must approve the 
draft treaty in cabinet, after which the draft is scheduled to be initialed in 
Rome in March. It must then be ratified by the various governments and, if 
ratified, becomes operative January 1, 1958. The Euratom treaty is slated to be 
signed simultaneously. ‘ 

France is considered to be the only country whose willingness to ratify is in 
any real doubt. (It will be remembered that the EDC treaty failed to receive 
ratification.) The Common Market has opponents in Paris no less bitter than 
those of the EDC, among them M. Mendes-France. However, dislike of Ger- 
many’s concessions to France is reported from Bonn. Adenauer faces elections 
this year, while French governments can fall with such rapidity that Mollet’s 
support in France might suddenly be eliminated. The success of the scheme is 
therefore by no means certain. 

It has been suggested that, if the Common Market plan failed, Euratom would 
also collapse. If so, the reason would be purely psychological. The Euratom 
scheme is perfectly workable as a separate entity, and the French Assembly 
has already voted in favor of it—indeed it is its strongest supporter—so that 
there is no reason why France should not sign it, even if it declines to ratify 
the Common Market treaty. On the other hand, collapse of the Common Market 
plan would deal a severe blow to the chances of creating a wider free-trade 
area. 


4. The British position 

In Britain the hypothesis has been generally accepted that the Common Market 
is practicable and will probably come into being. The free-trade area is seen 
as a device whereby Britain can live with the Common Market, and the pro- 
posal was largely inspired by Britain. All who have thought about whether 
Britain should enter the free-trade area accept the fact that, while it may hurt 
to go in, it would hurt still more to stay out. The Federation of British Indus- 
ries has canvassed its member bodies, and has found substantial majority ap- 
proval, though in most cases this is qualified by the words “subject to certain 
safeguards.” The Trade Union Congress has also considered the matter and 
has given qualified approval. Its traditional support of the idea of raising the 
living standards of the worker everywhere has won out over any fears of the 
impact of foreign competition. TUC representatives discussed the matter with 
the Chancellor of the Exchequer and the president of the board of trade on 
February 6. 

The financial journals and economic writers all appear to agree—at least, 
prior to the event described in the next section—that Britain cannot afford to 
“include herself out.” 

The matter was briefly debated (without a division) at the end of the last 
session of Parliament, and the parties were seen to be in substantial agreement. 
On the Labor side, however, Mr. Bevan opposed the scheme, which he termed 
a will-o’-the-wisp, as being likely to drag down the standard of living of British 
workers. He thus placed himself in unexpected alinement with Lord Beaver- 
brook, whose fears that the standard of living may be dragged down to Italian 
levels are the stranger in that he has for decades supported the idea of Empire 
free trade without suggesting that this would drag it down to the Indian level. 
At the moment, the “Bevanbrook axis,” as it has humorously been called, is of 
no importance. The Government feels, however, that opposition may grow with 
second thoughts, and that it is therefore desirable to push through the scheme 
with all speed. A white paper is to be presented outlining the proposal early 
in February and will be the subject of a full-dress debate. Mr. Macmillan has 
spoken, while Chancellor, of it taking a year to initiate the scheme, but, if the 
Messina powers launch their own scheme promptly, there will be every reason 
for Britain to push ahead as fast as possible. 

On the Continent—especially in France—there are fears that Britain, which 
has a reputation for avoiding European commitments, will at the last moment 
wriggle out of the scheme. But in point of fact the Government is firmly behind 
it. 

Mr. Macmillan, and Mr. Thorneycroft, the new Chancellor of the Exchequer, 
are both strong believers in British adherence to the scheme. They believe that 
there are many countries in Europe which will be glad to take the high-quality 
manufactured goods and capital equipment which Britain is well able to produce. 
In this field, Britain’s chief competitor is Germany, and if Germany joins the 
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eommon market and Britain stays outside, Germany would be able to supplant 

, Britain entirely within this area. Thus Britain cannot conceivably afford to 
remain aloof. They are also said to feel that a sharp dose of competition would 
do Britain good, stimulating employers and unions alike to cut out old-fashioned 
and restrictive practices. 

But Mr. Macmillan’s conception probably goes further; he probably sees 
Britain as potentially the economic leader of Europe, and as providing financial 
services as well as guidance, to the other free-trade-area nations—a role which 
Germany would seek to assume if Britain stayed out. 

The extreme Tory right wants to make of Europe a third force capable of 
arguing on equal terms with the United States and the U. 8. 8S. R. Europe, with 
240 million people in the free-trade-area countries named above, would actually 
exceed both the world powers in terms of population. Kenneth de Courcy, the 
acting chairman of a committee pushing this idea, carries little weight here. 
The Prime Minister, however, has not given any indication that his ambitions 
run in this direction; Britain as a moral and senior partner seems to be the 
limit of his ambitions. It is increasingly realized here that the modern world 
is based not on concepts of independence and dependency, but on a concept of 
mutual interdependence; and in any case it is unlikely in the extreme that 
Europe would accept such political leadership. 


5. Latest developments 


Nevertheless, the decision of the Messina powers to bring their colonies into 
the scheme has created major difficulties for Britain, and in the view of some— 
including the economic correspondent of the Observer (1 of the 2 Sunday papers 
which carry weight)—may seriously endanger Britain’s association with the 
scheme. 

For the effect of the arrangements made in Paris seems to be to give the 
colonies of the Messina countries a special preference in the west European 
market over their British colonial competitors. M. Faure, French Minister of 
State, declared that the 6 countries would set a common tariff of 20 percent on 
bananas, 16 percent on coffee, and so on, against all outside imports, while the 
same products coming from French colonial territories would come in free. 
M. Faure’s ambition is said to be to get Britain to bring her African colonies 
into the scheme also. But Mr. Thorneycroft repeated when in Paris for the 
OEEC meeting on February 12 and 13 that, whatever happened, there would be 
no effect whatsoever on Commonwealth preference. 

M. Faure certainly cannot realize the difficulties, least of all the objections, 
which the other countries of the Commonwealth would be likely to raise to such 
a proposal. In a persuasive broadcast on February 21, Professor Kahn (pro- 
fessor of economics, King’s College, Cambridge) pointed out that, in the long 
run, the effects for the Commonwealth might be quite serious. 

It is the British understanding that the essence of the free-trade area scheme 
is that it shall make tariff arrangements identical with those of the Common 
Market. But to bring British colonies in on the same terms as the French 
would call for a waiver from the General Agreement on Tariffs and Trade 
(GATT): and while GATT is empowered to make such a waiver for a full 
customs union, it is not so empowered for a mere free-trade area 

So far, there has not been sufficient time for British attitudes to adjust to 
the new development, and Government officials have refused to make any com- 
ment. At the OEEC meeting in Paris, at which the free-trade area proposals 
were the main subject for discussion, extensive differences of view between the 
the various countries were revealed (quite apart from the foregoing issue, which 
had not then arisen). The meeting passed a resolution approving the idea in 
general tearms, and leaving it to Mr. Thorneycroft, as president, to set up work- 
ing parties to study the problems. A report for submission to the Council is 
to be ready before July 31. The working parties will number at least three, 
and will deal with the general problem, the problem of agriculture, and the 
problems of those countries which do not join. It was originally hoped that 
much more precise instructions would be drawn up for the working parties, 
but the differences of view proved too great, and it is clear that a hard road 
lies ahead. 


6. The Commomeealth position 


The United Kingdom has, of course, in determining its own attitude, to take 
into account the attitudes of Commonwealth countries. Discussions have al- 
ready been held with all these countries; in effect, these began in Washington 
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at the meeting of Governors of the World Bank, when the Dominion finance 
ministers were present. Mr. Macmillan and Mr. Thorneycroft explained to them 
the European developments which might soon call for a decision from the 
United Kingdom as to the part it would play. 

From these discussions, several facts have emerged. First, there is no ques- 
tion of the Commonwealth as a whole joining the free-trade area. Too many 
of its members are busy industrializing themselves behind tariff walls for them 
to consider dismantling such tariffs at this time. Secondly, Australia, New 
Zealand, and South Africa expressed anxiety concerning their preferential 
position in the British market for agricultural products, but were reassured by 
the fact that agriculture was to be excluded from the scheme. Thirdly, it 
emerged very clearly that most of the dominions are now more interested in the 
provision of new capital than in the maintaining of preferences. Mr. Mac- 
millan argued that greater prosperity and efficiency, consequent upon member- 
ship in the free-trade area, would make it easier to provide both the financial 
resources and the capital goods which the underdeveloped countries of the 
Commonwealth need. 

Britain also has to keep in mind her relations with the sterling bloc. At pres- 
ent she uses more dollars from the common pool than she contributes; those 
members of the bloc who contribute more dollars than they spend are growing 
increasingly anxious to enlarge their dollar expenditure. This position can only 
be remedied in proportion as Britain is able to make herself independent of the 
dollar. The free-trade area scheme is seen, in Britain, as a step toward this 
ultimate goal of economic policy. 


7. Impact on British industry 


The two industries most often named as likely to be affected by the proposals 
are the car industry and textiles. The British car industry is protected by a 
30-percent duty, but as purchase tax is applied to the after-duty price at 50 
percent, this means that foreign cars sell at 195 percent of the delivered price, 
against 150 percent for British cars; that is, the duty is equivalent to 45 per- 
cent on the basic price. While foreign cars such as Mercedes and Citroen, which 
are technically very advanced, may increase their sales in British markets, this 
will probably be at the expense of the smaller firms and perhaps the number of 
models made by British manufacturers. 

The larger firms will probably be able to expand exports appreciably. As to 
textiles, while cheaper grades may suffer from competition, the high-quality 
grades will probably benefit from increased export sales. 

However, according to a well-informed view, it is not these industries but 
those which have benefited in the past either from a high tariff or a monopo- 
listic position which will suffer most; e. g., glues and gelatin, cameras and 
optical goods, surgical instruments. Industries likely to benefit include chem- 
icals, light engineering, electric engineering, light electrical goods, building en- 
gineering, and glass. 

Britain is closely affected by the fact that in the United Kingdom real wages 
are 30 percent higher than in Germany, her principal competitor. The re- 
ported agreement of Germany to increase social-security payments will help 
to meet this, but in the long run Britain must rely on the raising of the Ger- 
man standard of living to the British level. As against this, British employers 
pay only a small part of these contributions through the wage packet, the bulk 
coming out of general taxation and being provided by the state. This contrasts 
with the continental position, and puts the British manufacturer at an ad- 
vantage. 

In the discussions preparatory to drawing up a free-trade treaty certain ad- 
justments may be demanded. For instance, Britain has been accused of hold- 
ing down the price of scrap steel by refusing to allow the export of steel serap. 
On the other hand, some other countries operate their transpert systems at a 
loss, thus providing their industries with an invisible subsidy. 

The common market scheme provides for a general investment fund to assist 
reconversion and development. Nothing has been said as to whether any sim- 
ilar arrangement might be made for the free-trade area. Britain, however, 
might conceivably agree to contribute to the common market investment fund, 
on the grounds that the development of backward areas like south Italy would 
stimulate exports. 


2 Australia is reputedly anxious to scale down preferences ; Canada and Pakistan are no 
longer contractually bound to them: and they are being maintained in India with increas- 
ing difficulty. New Zealand, being largely agricultural, is more anxious to retain them. 
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8. Wider issues 

Sir Graham Hayman, president of the Federation of British Industries, has 
observed that the effects of the scheme will be “immeasurable.” It may be 
taken as certain that many implications will emerge which are at present hardly 
foreseen, and some may be awkward ones. 

Perhaps the most important questions are: How effective is the scheme likely 
to be? And how painful will be the effects? The experience of the Coal and 
Steel Community is that they will not be painful; that the scheme will cause 
few bankruptcies. Indeed, it may be so cushioned that the stimulus will be 
small, and the increase in efficiency still smaller. If efficiency is to be achieved 
by concentrating production where it is most efficient, then labor must be free 
to follow the shift in industrial location. At present, monetary and emigration 
arrangements make this difficult; the most that is likely is that certain jobs 
which prove impossible to fill in one country will be advertised in another. The 
experience of the Coal and Steel Community is that men will be reluctant to 
move in any case. When the French tried to transfer 5,000 miners from the 
south to Lorraine, only 560 had been persuaded to go at the end of 2 years. 
The British Coal Board met similar difficulty in Scotland. Miners, however, are 
very conservative, and low-paid Italian labor may prove much easier to attract 
to high-wage countries. 

The next question is, perhaps: Is there any danger of the scheme creating 
large monopolies which will impede competition? While the spirit behind 
the proposals is, in certain countries, quite favorable to government or private 
dirigisme, it is also true that expansion of markets leaves large firms which 
were semimonopolistic in their home markets in a more exposed and com- 
petitive position. 

While Americans would, no doubt, like to see a tougher scheme with more 
precautions against both monopoly and centralized control, it seems certain 
that the compromise is about as good as can be hoped for. It represents a 
considerable degree of concession on the part of most countries, and American 
opposition or criticism would be more likely to cause the collapse of the whole 
scheme than to bring about an improvement. 

Of the adjustments, as between member countries, which may be demanded, 
one is of international significance and important to the United States. Those 
countries which carry more than their share of the burden of military defense 
are likely to demand a more equitable adjustment; this applies to Britain. The 
Economist goes further; it has suggested that Europe can only undertake to 
make the elaborate weapons of modern war, such as guided missiles, collectively : 
and that they might as well undertake the collective manufacture of armaments 
generally. In both these ways politics as well as economics may enter the dis- 
cussions. 

A further set of consequences which cannot be clearly foreseen is the reaction 
of countries outside the free-trade area. Czechoslovakia has already voiced 
alarm, and Japan likewise. Both India and Pakistan have major trading re- 
lationships with Europe; their reaction has still to come. The United States 
also must expect to lose a certain amount of trade in Europe in the short run— 
but it may make it up by increased exports to other sterling bloc countries 
and by the overall increase in buying power which will come with greater Euro- 
pean prosperity. United States foreign policy favors European consolidation, 
but individual industrial interests do not always speak with the same voice as 
the State Department. 

The common market treaty provides escape clauses by which member nations 
can request an extension of 2 years in each of the 4 phases of tariff reduction. 
If these rights are exercised, it may happen that American observers may feel 
that the process of unification is going too slowly, and that the countries con- 
eerned are “dragging their feet.” Americans are apt to view the position of 
Europe as analogous with that of the States—thus Time magazine described the 
common market as “goods and workers moving as freely as between California 
and New York.” But the analogy is somewhat misleading. Europe does not 
have a common government, a common monetary system, a common system of 
weights and measures, nor even a common language. Nor does it have, in the 
measure which the United States has, a common viewpoint and a common way 
of life. Progress must therefore inevitably be slow. 

Other possibilities loom in the future; notably the creation of a common 
monetary system. 
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If the Messina powers, in a few years’ time, decided to introduce a common 
currency, the free-trade area would be strongly influenced to follow. Britain, 
of course, has to consider that several commonwealth countries use the pound, 
that is, a nondecimal system, and would then find herself between two fires. 

The biggest question of all, no doubt, is whether out of this development there 
might ultimately grow a common European government. Perhaps the most that 
can be said at this stage is that if Hurope begins to develop a common European 
policy on certain matters—for instance, on the Middle East situation—then 
the wind would be blowing in the right direction for such an outcome. 

But even if we ignore such distant possibilities, there can be no doubt that 
the decisions which European countries will take in 1957 will be crucial for 
the history of Europe. 
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HARDBOARD ASSOCIATION, 
Chicago, Ill., October 22, 1957. 
Hon. Hate Bos6s, 
Committee on. Ways and Means, 
House Office Building, Washington, D. C. 

DeEaR CONGRESSMAN: I have read with great interest Foreign Trade Policy— 
Compendium of Papers on United States Foreign Trade Policy, prepared for the 
use of the Subcommittee on Foreign Trade Policy, of which committee you are 
the chairman. My particular interest has been devoted to section XIII, the 
plywood industry and the foreign-trade policy.. This section contains two state- 
ments (1) by the Hardwood Plywood Institute, Robert N. Hawes, general 
counsel, a statement presenting the position and views of the domestic hardwood 
plywood industry; (2) hardwood plywood imports and United States foreign- 
trade policy, William J. Barnhard, Sharp and Bogan, Washington, D. C., counsel 
for Imported Hardwood Plywood Association, San Francisco; Plywood Group, 
National Council of American Importers, New York; and American Association 
of Hardwood Plywood Users, Washington, D, C. 

Without in any manner injecting any opinions or the opinions of the member 
companies of the Hardboard Association, with respect to the prepared state- 
ment presented by Mr. Barnhard, I do wish to comment on one specific reference 
in his statement. 

On page 1144 of the referred to publication the following appears : 

“The greatest problem facing the domestic hardwood plywood industry, as in 
all timber industries, is the inability of the small producer to obtain maximum 
utilization of the log. The large manufacturers are using the waste chips for 
particle board, the sawdust for paper or hardboard, the fine grades for face 
veneers, the cheaper lumber for other wood products. The small producer 
cannot expect to compete successfully with this type of integrated efficient 
operation.” 

In the interest of the domestic hardboard industry, I would like to point out 
to you and to the members of your subcommittee that no hardboard is or can 
be made from sawdust, a waste product of sawmill operations. Hardboard re- 
quires whole wood fibers which are cemented together in the process under heat 
and pressure by the natural binders of the wood itself ; namely, lignin. 

In the interest of accuracy, I would like to point out to you that Mr. Barn- 
hard’s statement in this respect is completely inaccurate and displays a de- 
plorable ignorance, at least as far as he and his firm’s knowledge of the hardboard 
industry is concerned. An expert’s opinion is no better than the most inaccurate 
statement contained in his deliberate presentation. 

Sincerely, 
DONALD LINVILLE, Evecutive Secretary. 


SHarp & BoGan, 
Washington, D. C., December 27, 1957. 
Hon. Hate Boses, 
Chairman, Subcommittee on Foreign Trade Policy, Committee on Ways and 
Means, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: Mr. Donald Linville, executive secretary of the Hard- 
board Association, has taken exception to a portion of the paper submitted by me 
to the compendium of papers on United States foreign-trade policy, recently pub- 
lished by your committee. I should appreciate the opportunity to answer Mr. 
Linville briefly. 

The point of the objectionable paragraph was that many of the small hardwood 
plywood producers are suffering because of competition with other domestic 
companies which have integrated their operations and attained maximum utiliza- 
tion of the log, which is their raw material. Mr. Linville is particularly well 
aware of the validity of this statement, for many domestic producers of hard- 
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board, including several members of his Hardboard Association, are substantial 
lumber companies that produce large quantities of hardboard from their waste 
materials. The resulting products, which include building boards of great variety 
and low price, have taken a substantial portion of the traditional market away 
from hardwood plywood. The intense competition resulting from the introduction 
of these boards has induced many major plywood producers themselves to utilize 
their waste materials in the production of particle boards, hardboard, or other 
building boards. 

As to the specific reference to the use of sawdust, I should like to refer the com- 
mittee to a publication of the Forest Products Laboratory of the United States 
Department of Agriculture, No. R-64, entitled “Outlets for Wood Waste,” which 
points out that sawdust is used for the production of wallboard, floors, interior 
partitions, and other building board uses. On page 20 of this report reference 
is made to “a wallboard made entirely of pressed sawdust,” and it is further 
reported that in southern California alone over 5,000 tons of sawdust and shavings 
are used for wallboard and plasterboard annually. 

The Forest Products Laboratory of the USDA has also published a report, No. 
R-1666-21, entitled “Board Materials From Sawdust and Shavings.” And the 
report entitled ‘Wood Conservation Bibliography,” published by the United States 
Department of Commerce, as Domestic Commerce Series No. 30, lists hundreds 
of reports on the utilization of wood wastes, including many on the use of saw- 
dust and other waste materials in the production of building boards. 

This may be a good opportunity to point out that there is an object lesson for 
the Hardwood Plywood Manufacturers’ Committee in the energies and the suc- 
cesses of Mr. Linville and his Hardboard Association. If the domestic producers 
of hardwood plywood would concentrate their interests and activities upon opti- 
mum utilization of the talents, skills, processes, and raw materials in their indus- 
try, instead of wasting their talents and their money upon repeated and senseless 
campaigns against imports which are not really causing them injury, then the 
industry might be better able to face the intensive competition being provided by 
hardboard, particle boards, chipboard, and other domestic competitive products— 
competition which vitally affects the market for imported as well as domestic 
plywood. It is only in this way that the domestic hardwood plywood industry 
will be able to maintain the expanding and prosperous condition it has enjoyed 
for so many years. 

Respectfully yours, 


Wm. J. BARNHARD. 
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Tue Errect or ForEIGN TRADE AGREEMENTS ON THE Brass MILL INDUSTRY IN THE 
UNITED STATES 


T. E. Veltfort, managing director, Copper & Brass Research Association, 
New York 17, N. Y. 


Section 350 of the Tariff Act of 1930, as amended, authorizes the President from 
time to time to enter into foreign-trade agreements with foreign governments sub- 
ject to certain limitations. As stated in this section of the act: 

“For the purpose of expanding foreign markets for the products of the United 
States (as a means of assisting in establishing and maintaining a better relation- 
ship among various branches of American agriculture, industry, mining, and 
commerce) by regulating the admission of foreign goods into the United States in 
accordance with the characteristics and needs of various branches of American 
production so that foreign markets will be available to those branches of American 
production which require and are capable of developing such outlets by affording 
corresponding market opportunities for foreign products in the United States, the 
President, whenever he finds as a fact that any existing duties or other import 
restrictions of the United States or any foreign country are unduly burdening and 
restricting the foreign trade of the United States and that the purpose above de- 
clared will be promoted by the means hereinafter specified, is authorized from time 
to time” to enter into foreign trade agreements. 

The purpose of this procedure is, of course, laudable particularly if the basic 
principles governing its application assure the welfare of the American economy 
as explicity stated above. In the process of developing this procedure, however, 
concern about the integrity of the American economy has tended to be projected 
abroad and increasingly the philosophy governing action under this section has 
leaned toward an assumption that what is good for the foreign economy is neces- 
sarily good for the American economy. 

No intelligent businessman will quarrel with our desire to strengthen the 
economy of the friendly foreign powers by encouraging freer international trade, 
though he may question the efficacy of this approach. He certainly realizes that 
in some parts of the world there is seething unrest and in others suppression of 
freedom which is being maintained only by brutal force and which relies for its 
continuity on the ultimate subjugation of all the rest of the world. Under these 
ominous portents the businessman knows we need to have strong allies and 
reliable friends among foreign nations. 

Granting agreement with the need in today’s world for some procedure such as 
is specified in section 350 to assure freer international trade, the businessman’s 
responsibility for the integrity of his own business transcends his concern with the 
principles of international amity, no matter how urgent the latter may at present 
seem. He finds nothing inconsistent in agreeing with the general principle of 
encouraging freer international trade among friendly nations, and yet insisting 
on exceptions and limitations in specific applications where these are necessary to 
preserve important sectors of the American economy. The destruction or serious 
impairment of his industry, especially if it is one essential for our national secu- 
rity, by unrestricted imports on terms which he cannot meet, represents to him 
an economic anomaly in view of the expressed overall purpose of foreign trade 
agreements. 

The validity of this viewpoint is recognized in several ways by our Govern- 
ment. Thus we have the so-called escape-clause provisions of the Trade Agree- 
ments Extension Act of 1955 (sec. 1363. Escape clause for future agreements; 
insertion in past agreements), under which : 

“(a) No reduction in any rate of duty, or binding of any existing customs or 
excise treatment, or other concession hereafter proclaimed under section 1351 of 
this title, shall be permitted to continue in effect when the product on which the 
concession has been granted is, as a result, in whole or in part, of the duty or 
other customs treatment reflecting such concession, being imported into the 
United States in such increased quantities, either actual or relative, as to cause 
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or threaten serious injury to the domestic industry producing like or directly 
competitive products. 

“(b) The President, as soon as practicable, shall take such action as may be 
necessary to bring trade agreements heretofore entered into under section 1351 
of this title, into conformity with the policy established in subsection (a) of 
this section” (19 U. 8. C. A. $1363). 

“Increased imports, either actual or relative, shall be considered as the 
eause or threat of serious injury to the domestic industry producing like or 
directly competitive products when the Commission finds that such increased 
imports have contributed substantially towards causing or threatening serious 
injury to such industry” (sec. 6, Public Law 86, 84th Cong.). 

We also have section 7 of this act which provides as follows: 

“(a) No action shall be taken pursuant to section 350 to decrease the duty 
on any article if the President finds that such reduction would threaten domestic 
production needed for projecting national defense requirements. 

“(b) In order to further the policy and purposes of this section, whenever 
the Director of the Office of Defense Mobilization has reason to believe that any 
article is being imported into the United States in such quantities as to threaten 
to impair the national security, he shall so advise the President, and if the 
President agrees there is reason for such belief the President shall cause im- 
mediate investigation to be made to determine the facts. If on the basis of his 
investigation and the report to him of findings and recommendations made in 
connection therewith, the President finds that the article is being imported into 
the United States in such quantities that threaten to impair the national 
security, he shall take such action as he deems necessary to adjust the imports 
of such articles to a level that will not threaten to impair the national security.” 

The serious situation which faces certain industries was also understood by 
the Honorable Sherman Adams, Assistant to the President, when at the annual 
meeting of the American Textile Association, at Portsmouth, N. H. on Sep- 
tember 26, 1956 he stated: 

“The President has made it clear again and again that our foreign trade 
policy must not wreck our own enterprises or destroy the jobs of the American 
workers. We do not intend that it shall. 

“The truth is that we can deal with our difficulty successfully without altering 
fundamentally our foreign trade policy.” 

Moreover, we have some evidence that both political parties consider the 
situation of some concern, and in their respective 1956 platforms they stated: 

Republican: “Barriers which impede international trade and the flow of 
capital should be reduced on a gradual, selective, and reciprocal basis, with full 
recognition of the necessity to safeguard domestic enterprises, agriculture and 
labor against unfair import competition. We proudly point out that the Re- 
publican Party was primarily responsible for initiating the escape-clause and 
peril-point provisions of law to make effective the necessary safeguards for 
American agriculture, labor and business. We pledge faithful and expeditious 
administration of these provisions.” 

Democratic : ‘‘We pledge correction of these conditions.” (Referring to alleged 
Republican flagrant disregard of the economic welfare of important segments 
of the American economy in the operation of the reciprocal trade program.) 

Now, let us see how a specific important domestic industry fits into this 
picture. Let us consider the brass-mill industry. This industry, starting with 
raw copper, zinc, and other alloying metals, rolls, draws, extrudes, and otherwise 
forms copper and copper-base alloys into sheets, strips, plates, rods, wire, shapes, 
tubes, and pipes as the basic material for a large number of industries through- 
out the American economy. While this industry has a number of large com- 
panies, it is predominantly composed of small companies (those having 500 
employees or less). 

The industry employs about 30,000. These are almost entirely workers of 
considerable skills which require many months, and in some cases, years of 
training. They represent the type of worker whose worth to the industry and 
those dependent on it increases with the years and whose dismissal from the 
industry entails unwarranted economic waste, as well as a critical loss to the 
worker himself. It would be a grievous mistake to allow such workers un- 
necessarily to be permanently lost to the brass mills and to depend on their 
replacement in time of national need by time-consuming retraining of such 
new workers as might be found at the time. In view of the importance of 
the industry’s products for national security and the need for it to respond 
quickly with increased production when the threat of war arises, especially 
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under a crash program, this threat to the mills’ ability to retain their valuable 
corps of trained workers cannot be lightly dismissed. 

The brass-mill industry pays good wages. A survey made in April 1956 indi- 
cated that the 40-hour rate (that is, the hourly rate without any overtime pre- 
mium) averaged $2.12. The gross hourly rate which includes overtime premiums, 
amounted to $2.30, and the average weekly gross earnings were $101.41. The 
above earnings did not include substantial supplementary compensation (fringe 
benefits) which is estimated to average between 40 and 45 cents per hour. 
Brass-mill employees are a fine group of American citizens and a valuable 
asset in their communities. 

The brass-mill industry is, as has been stated, of great importance to the 
national security in times of war and other emergencies because its products 
are essential in many military and related uses. The obligations which this 
places on the members of the industry and the difficult situations which it 
creates for the industry are indicated hy the following salient facts: 

Before World War II the peacetime peak of brass-mill shipments had been 
ubout 1.5 billion pounds. Requirements for the war and related essential 
uses reached an annual peak of 5.6 billion pounds. Of this, the brass mills, 
through the expansion of their own facilities and their intensive use, produced 
3.6 billion pounds, the balance being obtained from Government-owned, but mill- 
operated plants and a few auxiliary sources. 

In order to make sure that no copper or products made from it would be 
diverted to other than military and related essential purposes, a strict Gov- 
ernment control was established. The radical extent to which it imposed re- 
strictions on the many normal outlets for brass-mill products is clearly dem- 
onstrated by reference to the wartime copper-control order (M-—9-C) which lists 
hundreds of items for which the use of copper or its alloys was prohibited 
or restricted. 

When the war ended it was necesary for the mills to exert extraordinary 
effort, not only to recover the civilian markets which had been lost because of 
the copper-control order and other regulations, but also to find additional 
markets so that the mill facilities which had been greatly expanded to meet 
the Government’s war requirements could be utilized at an economic level. 
Certain of the Government’s brass plants were bought by the mills and con- 
verted to commercial operation. By active promotion, research, and aggressive 
sales activities the industry did, in fact, raise its postwar level of shipments 
from the average prewar of about 1 billion pounds annually to over 2 billion 
pounds. In this effort, the industry neither sought nor was given any Gov- 
ernment help. It should be noted also, that this growth provided a market 
for hundreds of thousands of tons of copper imported from abroad. 

Except for a few special products, however, the industry has never since 
the war been able to approach the peaks established during the war and thus 
utilize its expanded facilities fully. Its capacity, enhanced by extensions and 
improvements since the war, has thus been only partially used, as indicated by 
the following table which assumes that previously established peaks afford a 
eonservative indication of the capacity of the industry to produce various 
products: 


—_ — on _ che apenas — _ seeaineginin 


Current 
percentage 
Product j 3 months’ peak in of peak 
| (April, May, 
j June 1957) 
Sheet_.....................-...] January, March, April 1943. - asi | 29 
es tee August 1944, January, March 1955_-- aol 45 
ee tad Bo rca October 1946, January, March 1947__.__.___- aston 7 
Pipe and tube for plumbing_.._| May, June, August 1950____- Beet ddstth wee babeues au 66 
BE PRE BBs 5 oid insedest ss January, February, March 1943-__.-._--...-.---- i aeiikt 74 





During the Korean eposide the industry was again subjected to control of the 
distribution of copper and its products. While the requirements for brass mill 
products for military and related uses were naturally not as great as during 
World War II, the so-called set-asides required by the Government, the limita- 
tion of copper available to the industry for its commercial business, and the 
urging by Government agencies to substitute other materials for copper in 
important fields of use, again presented the mills with a serious problem in 
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recovering and extending their commercial markets when the Korean situation 
cleared. Once more the industry has had to redouble its efforts and expand its 
promotional expenses to assure reasonable success in obtaining a profitable vol- 
ume of brass mill business. These efforts initially met with reasonable and 
reassuring success, but in the last few years imports have seriously impeded 
vur progress. While they still constituted only a relatively small percentage 
of overall domestic brass mill shipments, nevertheless they have tended to in- 
crease at an alarming rate particularly with respect to certain products, and 
have deprived the mills of substantial portions of their markets. 

The tremendous change in the import-export picture applicable to brass mill 
products is clearly demonstrated in the following table: 


Annual imports and exports of brass mill products—1930-—57 


{In pounds] 


| 
Imports | Exports 
Average 1930-39 722, 000 49, 900, 000 
1950. 31, 000, 000 33, 000, 000 
1957 | pea 100,000,000 | 12, 000, 000 


! Based on Ist 6 months. 


No less striking is this import development when the data are given by 
principal products and in percentages of the domestic market (that is, domestic 
brass mill shipment plus imports), as follows: 


Imports in percent of total of domestic brass mill shipments plus imports 


- - - _ ee a — - ne 
| | 

















1930-39 | 1950 1957 (6 
(average) | | months) 
hy jak Hi eure 
Copper mill products: | 
Seamless tube, including pipe and tube for plumbing 0.004 | 0.9 | 6.7 
Sheet, plate, and rod__- | . 005 4. 28 18.9 
Rod (not shown separately prior to 1955). ._- ~ | ; ba Di aalnis 
Average __ : . 005 | 2.12 6.7 
Copper-base alloy mill products: 
Seamless tube, including pipe for plumbing 51 . 96 15. & 
Sheet, plate, and rod_- | O01 . 80 11.2 
Rod (not shown separately prior to 1954) ___- | _— 3.5 
Wire. ie os .37 . 48 3.2 
Average _ - sb . 80 4.4 
Overall average 08 | 1.27 | 5 2 
| 
| Sheet and plate only. 
Kaports in percent of total of domestic brass mill shipments plus imports 
1930-39 | 1950 | 1957 (6 
| (average) months) 
| e tixige Pat. el te Seen . 
ida id | r 
Copper mill products : 15. 89 2.91 0.7 
Copper-base alloy mill products 1.14 | . 52 . 59 
iaekenmeeie ts : aie 
Grand total (overall average) | 5. 44 1. 38 ~ 66 


| 


It is now quite impracticable for domestic brass mills to export their products 
to most foreign countries. Not only are foreign prices substantially lower than 
prices in the United States because of low wage rates, but a study of the World 
Trade Series of the Business Information Service (United States Department 
of Commerce) also indicates that tariffs and other restrictions governing the 
import of brass mill products abroad are more stringent than ours. 

Overall percentages of imports are grossly deceiving. Lack of statistical 
detail in reports on imports prevents a more realistic appraisal. It has been 
found in the industry that certain products such as thin-wall tube for plumbers’ 
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tubular goods have been practically entirely lost to imports. Sheet copper 
used for roofing accessories, and copper water tube, the domestic markets for 
which have been developed entirely through the efforts of the industry during 
the last 25 years, are additional products which foreign exporters are finding 
it to their great benefit to exploit here. Generally, foreign exporters appear 
to be concentrating on products for which an attractive market has been estab- 
lished here through the long-term efforts of the industry or for which the labor 
component is high and therefore they have the full advantage of the much 
lower labor rates which they pay. Below are given the average labor rates, 
so far as we can ascertain them, for certain of exporting countries. These should 
be compared with the average for brass mill workers in this country referred to 
above (p. 5). 


Comparative wage rates in manufacturing—1955 


[In cents per hour] 


ee ee ee pe eerONNG 28s e 2a5 abies atex 69 
hit ae eon dodbonoun.e 67 
I Tr Uo hes denne TN ec oor cuekk ek ee 90 
SI iain hls ii iar oss icine laied doin oe nnn oo ot beso te. 51 
See oe alle I oe ca ee ee 22 
tL Ti See ot PP EUD RO be Soll abe eee 26 
I eh oh DE a 39 


Source: Computed from information obtained from Yearbook of Labor Statistics, 1956, 
International Labor Office. 

Below are given the percentages of imports of brass mill products from 
various countries since 1950. It is interesting to note the large proportion of 
imports from countries with much lower wage rates than ours. 


Origin of imports of brass mill products 


[Percent] 


























First 5 
Country of origin 1950 | 1951 | 1952 1953 1954 hig 1955 1956 jmonths of 
| | 1957 
| oo cor _ 

RR Sete eS san ntcscintcsnas 56.5 55.0 92.0} 39.0 7.2| 13.9] 68 6.1 
SI INOUE... oie neccncnivn 20.0 24. 5 2.8 18.0 {| 21.5 2.5) 29.9 34.5 
West Germany... | “o4| 51] 1212] 149] 308 | 23.0] 26.4 30.2 
DS tek sy! OTT SOO). BS) - WOT ray wy 9.6 8.2 
i a dl ein sieibeie | 1.7 1.1) a | 4.0 11.8); 10.3 6.8 7.9 
i eid incite hci esmeiesoe | 5.2 | 4.2 | ik bre bias 9 | 8.2 3.8 2.1 
Netherlands _____- eee tet 7 | fae} “oat?” atl ee 1.7 
EEE LS 5 Wibaeain isa Censscaubie Dee el See (ab ae Rel. a4 1.0 
EE ae eee 12] 1.4 | | 1.9 | 2.0 1.4 3 
et ae oes ---} -----| |. -5 | 3.6 9 
ee a 3 81°88 2.8 
oe... Bio at Master. . 2.1 3.6 
Mexico-_- a pe Medcmaios ceaceeeaie at 5 1.3 5 
Other countries - 4 a 3 
lich ihn ta cn rai teks dn 100.0 | 100 0! 100. 0 | 100, 0 100.0 | 100.0} 100.0 100.0 

Imports in percent of domestic | | 
brass mill shipments_ - ---_--.--- 1.3 | 1.3 2.4 | 1.9 2.7 3.2 | 4.4 5.3 

| | 





Source: Bureau, of the Census, 


The above table again shows the rapid rate of increase in imports of brass 
mill products during recent years. The paralyzing effect of such imports on the 
utilization of their employees by the brass mills and the consequent impetus to 
unemployment can best be grasped by converting the 88 milion pounds of brass 
mill imports in 1956 into man-hours lost. Using an average current production 
of 33 pounds per man-hour of direct mill labor, this volume of imports, if pro- 
duced here would require about 2,700,000 man-hours. This is equivalent to 1,350 
men working 50 40-hour weeks or 1 year. Whether this loss of man-hours re- 
sulted in men being dismissed or working less hours, the significant fact remains, 
that the imports of brass mill products during 1956 deprived 1,350 good skilled 
American citizens of the full quota of their usual work and pay. 

The price disparities which confront the brass mills in competing with im- 
ports are beyond their capacity to meet in view of the enormous differences 
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between wages here and in the exporting countries. A few comparisons of the 
prices of imported and domestic articles of brass mill products selected at random 
should serve to illustrate this point : 


Comparative prices 


vee iSeries bulrite. 





Domestic 








Prices of imported products per 
Item pound prices per Date 
| pound 
All brass mill products (offer) ........| 5 — = percent less than domestic |_.....------ August 1956. 
prices. 
Condenser tube... ..........--..---.. Sida oti tici oomtine-<manktoien $0.68 | September 1956. 
WIE T0G ss ni niesns---n NER al SI sn cndexecinseneananeniieesaenten . 631 | January 1957. 
Copper tube (light wall) (offer)... 12 to 15 cents per pound less than do- |.......---.. Do. 
mestic prices. : 
Copper tube (offer) .............----- 10 ~ 15 percent less than domestic |........-... March 1957. 
prices. 
Copper water tube... ....-. average. -] QR00e. 6. n0 58 ences e ctl ced acice . 398 Do. 
Brass tube. - - .- anacudae on etowlll MN dbodbbinn nabmikinntns Saabs desk 1.03 Do. 
Copper water tube. -........- a oe Oe ee - 293 | A 1957. 
CE 6 cnctcanenearene nok SENEnnntert ne npadetnnnglaaamiawaa . 638 ay 1957. 
BE acdcaecckarscoascokane Gina GREE: wcnded uaudadiuqncispecuethdle . 354 Do. 
Brass rod (bid to U. S. Navy)-lowest__| $0.3411...........-..-.-----.---.-... . 3966) July 1957. 








The advantage which most of the exporting countries have in low-labor rates 
is not offset by any lack of know-how, up-to-date facilities and equipment, and 
productivity. Not only were such nations as Germany and England well equipped 
and trained in brass-mill production but as a public service our mills at the 
request of our Government received their teams sent over here to learn our 
methods and brought them up to date on our latest devices and procedures. 

It is often argued that lower wages abroad are offset by lower productivity. 
For several reasons this argument is not valid. In the first place, in important 
foreign brass-mill product exporting countries, productivity is not nearly as low 
relative to ours as are wages. Then, too, reliable measures of overall produc- 
tivity are very difficult to obtain ; other factors than direct production labor have 
to be considered, such as capital costs, overhead rates, and administrative and 
selling costs." Most important, this attempt to make an allowance for lower 
productivity abroad again illustrates the double standard for what is considered 
fair-labor treatment at home and abroad. How would our Government react 
to the suggestion that the minimum-wage requirement be reduced for domestic 
concerns which have a low productivity? The entire question of relative pro- 
ductivity is essentially academic. The fact is that important foreign countries 
can and do undersell our mills in rough proportion to their labor rates. 

With ready markets established here through the constant sales and promo- 
tional efforts of the domestic brass mills, importers have to incur little, if any, 
sales and promotional expense. They need offer only a price which is low enough 
to take the business ; the low-labor costs of their principals abroad protect them 
from domestic competition in this respect. Brass-mill products are basic ma- 
terials ; style, novelty, efficiency or design are not involved. 

This entire situation was covered in a statement which our association made 
in opposition to further reduction of tariffs in the 1956 trade agreement negoti- 
ations. It reads in part as follows: 

“The brass-mill industry seeks no favors in the matter of fair international 
competition. It subscribes to the idea that products that can be made better 
abroad or cannot be made here, or for which there is insufficient domestic pro- 
ductive capacity, should by all means be traded for products in which we excel, 
and can readily supply for export. But why should such products as copper in 
rolls, rods, or sheets and brazed copper tubes for which the tariffs have already 
been so greatly reduced be selected for further encouragement of export from 
abroad. The domestic capacity to produce these products is more than ample 
for civil and military needs. The products are made to high standards of qual- 


1NotTp.—A Review of Productivity in the Wrought Nonferrous Metals Industry, 
issued by the British Productivity Council December 1954, states: “Developments in many 
of the larger British undertakings have been parallel with those of United States com- 
panies in recent years. In these factories it may be noted labor productivity is generally 
equal to that of the American industry.” It also gives these output-per-man-hour data 
for one of the small (160 workers) brass companies: 1938, 7.1 pounds; 1946, 11.8 
pounds ; 1954, 26.9 pounds, 
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ity and serve their users well. The only reason for their import is that they 
can be made more cheaply abroad. 

“The foreign products are cheaper for the simple reason that the pay of labor 
in the foreign countries exporting them to us is a fraction (and in some cases 
a very small fraction) of what similar labor is paid in this country. Production 
methods abroad, thanks to the cooperation which our producers have given to 
the many teams from abroad which have visited our plants to learn the most 
modern techniques, have steadily improved, so that the higher wages here can 
no longer be claimed to be offset by lower labor productivity abroad. 

“This reduces to the illogical situation where in our domestic economy we 
have been persuaded that a competitive advantage resulting from low wages 
is unfair, whereas it is considered sound to exploit such an advantage on the 
part of our foreign competitors. Our Fair Labor Standards Act sets the mini- 
mum standards for wages, hours, and other labor conditions which it is repre- 
hensible to violate. The Walsh-Healy Act, which makes it necessary for those 
having Government business to pay wages not lower than those prevailing in 
the industry, is again based on the philosophy that it is unfair competition to 
take advantage of low wages to beat down prices. Why does this apply to 
domestically produced goods and yet is completely repudiated when it comes to 
the goods imported from abroad with which our producers must try to compete? 

“Our manufacturers would not fear competition with foreign producers who 
had wage levels comparable with ours. It is our belief that the soundest way 
to improve the standards of living abroad is to encourage increased wages as 
labor productivity increases. This process will be expedited if exports to this 
country must be made on the basis of labor rutes comparable to our own— 
it will not be facilitated by encouraging exports to this country by the under- 
pricing of our products made possible because foreign labor is paid less. We 
have found in this country that the process of driving labor rates and 
standards down by price competition based on poorly paid labor is not sound. 
Why should the process be any sounder if the competition is from abroad?” 

It has been suggested, perhaps somewhat cynically, that where domestic 
producers cannot compete with imports, they should convert their facilities to 
other products. Aside from the fact that in actual practice such a remedy may 
be as bad as the disease, in the case of the brass mills the Government cannot 
afford to lose domestic capacity to any extent without jeopardizing national 
security. Such a suggestion also disregards the resultant displacement of valu- 
able, well-trained brass-mill workers after many years of good service. 

While, as before indicated, certain means for relief are now available under 
the Trade Agreements Extension Act, such as the “escape clause” and appeal 
to the Office of Defense Mobilization, these are time-consuming procedures ; and 
before relief can be obtained under them, if indeed it can, the situation may 
have deteriorated to a disastrous extent. It does not seem to us reasonable that 
an important domestic industry, vital to our national security, should be sub- 
jected to such jeopardy. Where applicable these relief procedures should and 
will, of course, be used by the industry; but other means for more immediate 
relief should also be made available. For instance, it is suggested that where 
seriously deteriorating conditions such as have been outlined above apply in the 
ease of an essential industry, an arrangement should be available under which 
immediate relief can be granted on the basis of what imports were before their 
rapid expansion in recent years, pending a more exhaustive investigation and 
hearings at which all parties could be heard. Should the situation then prove 
to be as alleged, several procedures should be available: 

1. Permissible increase in tariffs: In some cases, such as indicated above, 
because of large price disparities resulting from the much lower wage rates 
abroad, sufficient relief may not be practicable by a mere raising of the tariffs. 

In this connection it is interesting to note from the following table how sub- 
stantially average tariffs on brass-mill products have been reduced in cents per 
pound; and, because of inflation, how they have been even more drastically re- 
duced on the basis of percent of value: 








Average Average 
Period duty in duty in 
cents per percent of 
pound value 
NN Se Lhe et aes pees te dseee Cues ae wean A 9.8 41 
nt th inoparch eden ocak Dd waiinnwtenhicKgusnnincenansisstbpunalt 2.0 | 5 
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It is obvious from the above that tariffs would have to be raised substantially 
to be an effective remedy for the disparity in costs between this country and the 
principal exporting countries. 

2. Quotas, specifically set by the Government or voluntarily applied, as in 
the case of Japanese exports of textiles. Quotas are generally not a desirable 
device. In certain cases, they may present the problem of possible discrimina- 
tion among individual exporters and also among individual importers, and it 
may be very difficult to set them at a fair level. 

3. Wage-cost-equalization import tax. This contemplates an excise tax on 
imports which would be designed to equalize the disparity in wages between 
those in the exporting countries and those in the domestic industry. Formulas 
could be worked out in connection with specific products which would reflect the 
relative real wages and the proportion which wages and wage-related indirect 
costs are of the total price. Such a tax, it seems to us, would have several 
desirable effects. It would go a long way toward eliminating the insuperable 
handicap which the domestic manufacturer has in trying to match his high labor 
rates with low wages abroad. Such a tax would decrease with the increase in 
wages abroad, which should be an incentive for an increase in foreign wages, 
and, if our philosophy is correct, that high wages bring higher standards of 
living, it would certainly carry out one of the purposes of the Trade Agreements 
Extension Act. Also, the tax proceeds resulting from this procedure could be 
utilized to reduce the burden on the domestic industry. This would offset, in 
part, the anomaly of having our domestic producers taxed to support foreign aid, 
which, in turn, is used to provide facilities abroad for increasing the quantity 
of products which come to this country, thereby reducing the earnings of domestic 
producers and increasing the rate of taxes which they have to pay. 

As a matter of fact, the Tariff Act of 1930, in section 336, provides a procedure 
under which the rate of duty can be raised (or lowered) up to 50 percent of the 
statute rates to equalize the differences in the costs of production of the domestic 
article and the like or similar article when produced in the principal competing 
country. Unfortunately, however, Congress made this remedy inapplicable to 
the items which were the subject of a trade-agreement concession in the belief 
that adequate remedies otherwise existed under the Trade Agreements Act. 
This faith has obviously not been justified in the experience of certain important 
industries. 

Some such prompt remedial measures should be made available to industries 
which have been unduly hurt by imports under cost conditions which they 
cannot meet. Unless this is done, the faith of a large segment of American 
business in the sincerity of the motive behind section 350 of the Tariff Act, as 
quoted at the beginning of this article, will be completely destroyed. 


AMERICAN IMPORTERS OF BRASS & COPPER MILL PropUcTS, INC., 
New York, N. Y., December 18, 1957. 
Hon. HA.e Boggs, 
Chairman, Subcommittee on Foreign Trade Policy, 
Committee on Ways and Means, 
House of Representatives, Washington, D.C. 

DEAR Mr. CHAIRMAN: We should appreciate the opportunity to have incor- 
porated in the record of your current hearings on foreign-trade policy a brief 
answer to the statement filed by Mr. T. E. Veltfort, managing director of the 
Copper and Brass Research Association, on behalf of the United States brass-mill 
industry. 

This statement, in detailing the industry’s claim to added tariff protection, 
notes that the United States industry, “did, in fact, raise its postwar level of 
shipments from the average, prewar, of about 1 billion pounds annually to over 
2 billion pounds.” Imports in 1957 are running at a rate of about 90 million 
pounds. Thus, assuming that the complete elimination of imports would have 
resulted in a corresponding increase in domestic sales, the claim of serious in- 
jury is apparently based on the contention that domestic sales, instead of in- 
ereasing from 1 billion to 2 billion pounds, might have increased from 1 billion 
to 2.09 billion pounds. 

Actually, the claim of serious injury is based on a ground even less tenable than 
this share-of-the-market doctrine. The statement notes the tremendous expansion 
of the industry during World War II, including several Government-owned plants. 
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Mr. Veltfort then states that, “except for a few special products, however, the 
industry has never since the war been able to approach the peaks established 
during the war.” If an industry’s failure in peacetime to reach the emergency 
wartime levels of production is to be the test for import restrictions, then the 
total $30 billion worth of United States world trade is, indeed, in jeopardy. 

There is no doubt that the domestic brass-mill industry is facing serious com- 
petitive problems, but the source of these problems is not in copper and brass 
importations. The tremendous expansion in the use of aluminum, special steels, 
and plastics has hurt segments of the copper and brass industry, and Mr. Roy 
H. Glover, chairman, Anaconda Co., stated this summer that, over the past 40 
years, of which precise figures for the United States are available, the actual 
amount of copper that has been used in any given year has closely followed a 
certain percentage of steel used in that particular year. The peacetime averages 
were 1.383 percent for the years 1919-40 and 1.334 percent for the years 1952-56. 
Therefore, the decline in steel production from 101 to 62 percent of capacity in a 
1-year period is a major cause for concern. The substantial decline in housing 
starts has contracted one of the industry’s major markets. These are, admittedly, 
serious problems, but none of them can be attributed to the small quantity of im- 
ports reaching this market. This appears to be another instance where a domestic 
industry facing competitive difficulties seeks to make imports the scapegoat for all 
its domestic economic woes. 

These are only a few of the answers necessitated by the plea of the domestic 
brass-mill industry. Our organization, representing most of the major im- 
porters of brass-mill products, has retained the Washington law firm of Sharp 
& Bogan to assist in the preparation of other data pertaining to the problem of 
United States foreign trade in these commodities. If and when your subcom- 
mittee turns to consideration of these specific problems, we shall be happy to 
furnish you with full details of this important segment of our world trade in 
relation to the domestic economy and our country’s foreign-trade policy. 

Respectfully yours, 


H. A. Lona, Secretary. 





Om IMPORTS AND THE NATIONAL WELFARE 


AN INQUIRY INTO THE ECONOMIC AND STBATEGIC ASPECTS OF UNITED STATES OIL 
IMPORTS 


Submitted to the Subcommittee on Foreign Trade Policy, of the Committee on 
Ways and Means by the Petroleum Industry Research Foundation, Inc., Harry 
B. Hilts, Chairman of the Board, and John H. Lichtblau, Research and 
Editorial Director 


Most imports of essential commodities which are in competition with domestic 
products have at times become the subject of controversies. These controversies 
arise from the obvious fact that different segments of the importing country’s 
economy and security are differently—and usually conversely—affected by any 
given level of imports. 

In the economic sector, the imported commodity is bound to benefit the con- 
sumer, since it must have some price, quality, or service advantage over its 
domestic competitor in order to maintain a significant volume. Furthermore, 
it is bound to cause an increase in the importing country’s export trade. The 
converse factor of this overall economic advantage is the decline of the domestic 
competitor’s share of the market. This may range all the way from total elimi- 
nation ir the domestic industry to merely a deceleration of its accustomed rate 
of growth. 

The twofold effect of essential imports on national security is perhaps less 
obvious and not as traditionally recognized nor as traditionally expounded, but 
it is there, nevertheless. All imports conserve domestic national resources or 
channel them into more efficient industries, while, at the same time, strengthen- 
ing the importing country’s foreign-trade policy, which is now universally recog- 
nized as an important instrument of national security. The converse factor 
here is the importing nation’s increasing dependency on foreign supply sources 
which may not be available under circumstances adversely affecting the country’s 
national security. 

In this country the Federal Government is charged with preventing any such 
adverse affect of imports on national security, under section 7 of the United 
States reciprocal-trade law. However, there is a national security aspect to 
most economic considerations and an economic aspect in most national security 
matters. Thus, in order to carry out its assigned duty, the Government must 
attempt to establish the approximate point at which the total advantages to 
the national welfare of the importation of an essential commodity begin to be 
outweighed by the total disadvantages to it. In a free economy, it is only when 
this peril point has been reached, or when there is reasonable certainty that it 
will shortly be reached, that the Government should actively intervene in any 
import controversy. If it intervenes without regard to this specific peril point, 
which can be fixed only on the basis of the most careful economic and strategic 
analysis, it may cause severe harm to the best interests of our national security, 
since restricting imports prematurely, that is while their total effect on the 
national welfare continues to be favorable, can be just as damaging as failure 
to act after such imports have become a threat to the community. 

We will now briefly examine the current oil-import issue within the frame- 
work of these considerations, looking first at the economic and then at the na- 
tional security effects of the current level of oil imports. 

First, the economic advantages of oil imports. These are so well recognized 
that we need not restate them here in great detail. Imported oil, on the whole, 
can be landed cheaper on the United States east coast and west coast than 
domestic oil, despite the existing duty rate equal to about 3 percent for medium 
and light crude oil and 1% percent for heavy crude and fuel oil. This fact is 
recognized by all parties involved. 

It is further recognized that this disparity between domestic and foreign 
prices is bound to grow since all signs indicate that the domestic crude-oil 
industry has reached the phase of diminishing return inherent in the life 
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eycle of all extractive industries, which occurs when the same amount of 
productive effort yields a progressively smaller volume of output. The steady 
long-term decline of the quantity of oil found per foot drilled or per well com- 
pleted is characteristic of this development. On the other hand, production 
in most other major oil countries, being comparatively new and undertaken 
on a smaller scale, has not yet reached this stage, but rather is still ascending 
toward the point of optimum return. Thus, there is no question that, purely 
from the price point of view, the consumer derives clear and growing benefit 
from @ach barrel of imported oil, compared to a barrel of domestic oil in those 
areas where imports can be laid down cheaper than domestic oil. (As of now, 
this can be done only in the East Coast States and as far inland as Lake Erie, 
in the three West Coast States and in northern Minnesota and Wisconsin. In 
all other parts of the United States foreign oil is at present not competing with 
the domestic product). 

There is also general agreement that the proved reserves of the major foreign 
oil-producing countries are considerably larger than those of the United States, 
both in absolute terms and in relation to current output, so that the question 
of how long foreign supply areas can continue to ship oil to the United States 
is moot. 

Another positive effect of oil imports about which there is no dispute is its 
benefit to the United States exporter. Since oil is our second largest import 
commodity currently earning foreign nations about $1.2 billion annually which 
they can and do use to buy goods from the United States it certainly con- 
tributes significantly to our export trade, and thus to our total economic 
strength. 

Yet, while there is general agreement on the economic benefits of oil imports, 
an explosive area of disagreement exists on the question of what, if any, harm 
oil imports cause to the economy. Such harm as may be done would primarily 
affect the domestic oil producer, who is, therefore, the principal petitioner 
against unrestricted imports. His main opponent is, of course, the oil company 
with its own foreign oil production and/or with refineries in any of America’s 
three oil-import regions. 

Though these two interest groups are on different sides of the fence on the 
question of imports, there are, nevertheless, some important areas of agreement 
between them: (1) The importers definitely do not wish to see the domestic oil 
industry destroyed under any circumstances, if for no other reason than that 
virtually all oil importers are also domestic producers; (2) the domestic pro- 
ducers do not advocate, or even desire, a complete elimination of all oil im- 
ports. This applies particularly to imports of heavy crude oil, asphalt crude, 
and residual fuel oil which account together for nearly 45 percent of our total 
oil imports (heavy crude accounts for some 20 percent of crude-oil imports). 
The bulk of this heavy foreign oil could be replaced from domestic sources 
only by using our lighter crude oils which are more expensive, since price dif- 
ferentials between various types of oil are largely determined by their respec- 
tive gravities. For the specific, limited uses to which residual fuel oil (the 
main product made from heavy crude) can be put, this would mean an inef- 
ficient use of a domestic natural resource as well as an even higher price dif- 
ferential than exists generally between foreign and domestic oil. This was 
fully recognized by the most famous spokesman for the domestic oil-producing 
industry, Gen. Ernest O. Thompson, of the Texas Railroad Commission, who 
stated before a congressional committee in 1955, “* * * we could favorably 
import products that cannot be economically made from our high-gasoline- 
content crude.” 

Thus, the main controversy between the 2 groups centers on the more than 
800,000 barrels of competitive medium and light crude oil which enter this 
country daily from abroad. 

There is no doubt that each barrel of this imported oil displaces a barrel of 
domestic crude oil. There is also no doubt that, particularly in the last 10 
years, imports have increased at a faster rate than domestic production. In 
1946, imports of medium and light crude oil (25° gravity and above) were 
equivalent to only 2.7 percent of domestic production. By 1950, the ratio had 
risen to 6.2 percent. In 1956, it came close to 10 percent, and for 1957 it will 
undoubtedly be still higher. Thus, there can be no argument with the domestic 
industry’s claim that it is losing a growing share of its traditional market to 
imported oil. 

But what we are interested in is not the domestic oi] industry's share of the 
market, but whether or not it has been directly injured by foreign competition. 
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Only if this has happened, or is about to happen, i. e., only if the industry’s 
output, earnings, employment, capital expenditures have declined or if at least 
one of the above series has done so, do we have evidence of injury and, thus, of 
the negative economic effect of oil imports. Decline of the total market share is 
not, by itself, indicative of such injury. The last manufacturer of horse-drawn 
utility carriages must have had 100 percent of the existing market when he went 
out of business. On the other hand, it is typical for manufacturers of success- 
ful new products to lose part of their share of the market once a demand for 
their product has been created, since others will then begin to compete with them. 
The number of TV-set manufacturers has multiplied rapidly since 1946, so that 
the share of the market of each has certainly shrunk. Yet, it remains one of our 
healthiest and most dynamic industries because of the vast increase in demand 
which gave both the original producers and the newcomers a steadily mounting 
sales volume. 

Thus the fact that a particular domestic producer’s group changes its share of 
the market is, by itself, no indicator of whether the group’s economic strength is 
waxing or waning. However, the trend of its actual output certainly is such an 
indicator. 

In a dynamic economy, the only true sign of economic health is growth in real 
terms. The domestic oil-producing industry has been characterized by this type 
of growth throughout its entire 99-year history. Taking the period from 1920 to 
1957, the compound average annual growth rate amounted to 4.9 percent, which 
is considerably higher than the comparable growth rate for total United States 
industrial production or for United States energy requirements. Yet, during this 
entire 37-year period, United States crude oil producers had to face the competi- 
tion of imported oil. For 13 of these 37 years, crude oil imports were subjected 
to the relatively mild restriction of a 21 cents per barrel duty rate. For the 
other 24 years, there was either no restriction or one that was so mil/l as to pose, 
admittedly, no effective barrier to crude-oil imports. Sinee it may be asked 
whether this long-term overall increase of 4.9 percent does not hide a decline in 
more recent times as a result of the upswing in crude oil imports in the postwar 
period, a breakdown is given of the compound annual rate of increase of domestic 
crude-oil production into 5-year periods (with the exception of the last period 
which covers a 7-year span) : 


Compound 
annual 
rate of 
growth 

Period: (percent) 
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These figures show that domestic production increased throughout the 37-year 
period under analysis. It shows further that the annual increase in the latest 
period is very close to the long-term rate for the entire period. 

Of course, since United States oil demand increased at an even faster rate 
during this period, about 6 percent annually, the domestic oil industry would 
doubtlessly have risen at this higher rate, had it not been for oil imports. Thus, 
the growth of the domestie oil producer was definitely slowed down by competi- 
tive imports, but it continued, nevertheless, to maintain a rate which must be 
considered healthy by all existing standards of American business. 

The increase was even sharper in value than in volume since domestic oil prices 
have advanced steadily throughout the last 40 years: In the mid-1980’s, when oil 
production came first under the control of State regulatory bodies, the average 
price per barrel was approximately $1, while at present it is $3.15. Of course, 
much of this inerease reflected the general rise in all cost factors as well as the 
higher cost of finding oil. However, there is no evidence whatsoever that net 
profits derived from domestic crude-oil production have declined in the period 
under discussion. Certainly, total net profits of the producing element of the 
domestic oil and gas industry have been on the rise for the last several years. 
This is shown by the Chase Manhattan Bank’s annual review of 33 United States 
oil companies. The net income (after taxes) of the domestic producer segment 
in this group has increased every year for the period 1953-56. Even more strik- 
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ing has been the increase in annual capital expenditures for the production 
segment of the United States oil industry. With the single exception of the 
recession year of 1949 (when there was a very slight dip) these expenditures 
have increased in every 1 of the 11 postwar years (1946-56). No interruption 
at all was recorded during this period in the annual growth of the oil and gas 
producing sector’s fixed gross assets which rose from $8.9 billion in 1946 to to 
$26 billion last year. 

The tripling of such a gigantic amount in the space of 11 years does not suggest 
that this industry is on the decline. Neither does the employment record of this 
particular sector which rose from a monthly average of 189,000 employees in 1939 
to 220,000 in 1946, to 254,000 in 1950, and to 348,000 in 1957. 

Measured by the above yardsticks, which are customarily employed to judge the 
health of any industry, the domestic oil and gas industry is continuing its dynamic 
expansion, despite the increase in competitive imports. 

It may be objected that all of the above-cited figures refer to both oil and 
natural gas production and thus give no indication of the true state of the 
crude-oil producing sector alone which is the only one directly affected by oil 
imports. 

Yet, natural gas and crude oil are joint products. They are found by the 
same companies using the same methods, under the same geological conditions, 
and one-third of all natural gas comes from the same wells as crude oil. Thus, 
the economic concept of joint-product operations requires us to consider total 
revenues from all operations of the domestic hydrocarbon producer (i. e., his 
product-mix) in determining whether or not he has been injured. 

The economic importance of the products other than crude oil to the domestic 
producers is shown by the fact that in 1956 they marketed 10.1 billion Mcf of 
natural gas at an average value of 10.8 cents per Mcf as well as nearly 800,000 
barrels daily of natural gas liquids (which the producer extracts from the “wet” 
natural gas at the wellhead). The combined wellhead value of these 2 gaseous 
hydrocarbons amounted to an estimated $1.70 billion, compared to $7.26 billion 
for the wellhead price of domestic crude oil. Thus, the two gaseous products 
contributed nearly 20 percent of the gross income of the United States hydro- 
earbon-producing industry in 1956 (and 47 percent of its energy volume). 

Thus, the domestic producer is likely to encounter commercially exploitable 
deposits of all three of these hydrocarbons in the course of his exploration efforts. 
His incentive for exploration activity is, therefore, related to the market demand 
for all hydrocarbons and not just one. 

Of course, crude oil is still the most important of the three. But the share 
of the other products in the total is definitely and rapidly rising. In the postwar 
period, natural gas production has grown at an average annual rate of 9.5 percent, 
compared to 3.9 percent for domestic crude oil output. The future share of 
gaseous hydrocarbons in the total value of the domestic producer's output is 
indicated by the value of the gross additions to natural gas reserves during the 
years 1952-56. These were equivalent to one-third of the value of gross addi- 
tions to crude oil reserves, calculated on the basis of new contract prices for 
natural gas in 1956 and the prevailing price for crude. 

Two other points should be mentioned in connection with the concept of total 
hydrocarbon production: (1) All three hydrocarbons are competitive in many 
of their uses. This competition does not affect the domestic producer who supplies 
them all. However, it does affect the oil importer who supplies only one type 
of hydrocarbon and whose actual or potential market is therefore reduced each 
time a consumer switches from oil to a gaseous hydrocarbon. (2) The total value 
of all crude oil imports amounted to $829 million in 1956. This was equivalent 
to 9 percent of the total value of the domestic output of the United States oil and 
gas industry. In determining the purely business-economic consequences of 
oil imports on the domestic producers, this value-percentage figure has consider- 
ably more meaning than the more often quoted volume relationship of crude oil 
imports to domestic crude oil output which amounted to 13 percent in 1956. Only 
the value figure expresses the true economic impact of competitive imports on the 
domestic producing industry. This impact cannot be measured by relating it to 
any one domestic product of this industry, since, as we have seen, all of them are 
sold in the same market. 

To sum up, it would appear that an industry whose sales volume and value 
have grown steadily at a faster rate than either the general economy or the 
total market (energy consumption) which it serves, in the face of a long-term 
period of nearly unfettered imports, cannot be said to have been economically 
harmed by such imports. This is borne out still further by the fact that the 
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earnings and assets of this industry have also continued to grow. Furthermore, 
the domestic producers are not solely dependent on crude-oil production for their 
income but also on gaseous hydrocarbons, the demand for which has been 
growing at a more rapid rate than that of crude oil.’ 

On the other hand, it must be recognized that the existing price differential 
between foreign and domestic crude oil is very likely to grow in the long run, 
thus strengthening the incentive to import crude oil. In the indeterminate future, 
this trend could theoretically lead to an actual decline of domestic hydrocarbon 
production, in the face of rising market demand. If and when there is clear 
evidence that such a situation exists, or is imminent, it may. be an indication 
that the level of oil imports has reached the peril point at which its economic 
advantage to our country may be outweighed by the economic damage it is 
inflicting to one of our major industries. Only at such a point would it be 
incumbent on the Government to propose, or impose, a course of action, based 
on the realities of the then existing situation. 

As of now, all available evidence points in the opposite direction; namely, 
to a continued healthy growth of domestic crude-oil production in line with 
market demand. Thus, an economic peril point is nowhere in sight. Crude-oil 
imports continue, therefore, to be of net benefit to the national economy, since 
they provide the United States with all the recognized advantages of imports, 
without impairing the operations of their domestic competitors to an extent 
which stunts their economic growth. 

Our other consideration concerns national security. Here, our task becomes 
considerably more difficult since, instead of the impersonal facts and figures 
on which we can base economic conclusions, we must rely largely on hypothesis 
and speculation. We may console ourselves with the fact that this handicap 
is characteristic of all strategic planning, since the totally unpredictable elements 
of secrecy, surprise, and accident are major components of all warfare. 

National security concerns a nation’s ability to meet all challenges from abroad 
which are aimed at diminishing or destroying its material and spiritual power. 
The challenge may be aimed directly against home soil or it may involve an attack 
against a foreign area whose preservation is of economic, strategic, or spiritual 
interest. The weapons used may be physical, economic, psychological, or philo- 
sophical, or a combination of these. The intensity of the challenge may range 
all the way from a thermonuclear war, which may bring about the extinction 
of mankind to a cold war in which decisive battles are fought without the firing 
of a single shot. 

Where does the oil industry fit into this definition of national security? The 
obvious answer is that, since oil accounts for 44 percent of total United States 
energy consumption, it occupies such a vital position that its continued availability 
must be assured, lest a major segment of our national activity come to a halt. 
Oil imports help to assure this availability. In 1956, they accounted for 15.5 
percent of our total oil demand (including exports), or 5.7 percent of our total 
national energy consumption. 

In examining the effect of oil imports on our ability to meet all challenges 
from abroad, we must again apply the yardstick used throughout this paper: 
At what level of oil imports are their advantages to our national security out- 
weighed by their disadvantages? The two generally accepted beneficial aspects 
of oil imports on national security concern our foreign trade policy and our 
resources conservation policy. The first of these applies particularly to the 
challenge of the cold war, the one type of warfare about which our knowledge is 
more than speculative, since we have been actively engaged in it since the begin- 
ning of this decade. With the polarization of this nonviolent war between the 
Soviet bloc and the major Western Powers, the main struggle is for the allegiance, 
or at least the neutralization, of the vast noncommitted areas of the world. No 
weapon is as effective here as that of foreign trade. This has been so fully 
recognized and so frequently proclaimed by the heads of government in Washing- 
ton, London, Moscow, and Peiping, as well as in the uncommitted areas that we 
need not restate it here. Suffice it to point out that the President of the United 
States has missed no opportunity in the recent past to call attention to the ex- 
treme importance of maintaining a free-trade policy in the present world 
situation. Such a policy has now become all the more important, since the 


1 Preliminary figures for 1957 indicate that the rise in the volume of domestic crude oil 
output was almost nil, compared to 1956, but the rise in value amounted to 11.5 percent. 
In the natural-gas sector both volume and value increased significantly, the one by 6 and 
the other by nearly 10 percent. 
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dollar gap has once again made its appearance in the free world, largely because 
of the United States growing export surplus. Since oil is the most important 
internationally traded commodity, and since the United States is the world’s 
largest oil importer, it follows that any serious restrictions of United States oil 
imports would definitely blunt our foreign-trade weapon. 

The argument that oil imports help conserve our natural resources is based 
upon the simple fact that our underground oil supply is limited. Therefore, the 
more oil we take out of the ground, the less we will have left in it. Of course, 
this argument applies not only to oil but to all nonrenewable natural resources. 
However, in the case of coal, for instance, the quantity left in the ground is still 
so enormous that it would make little sense to start conserving it. On the other 
hand, our domestic copper and lead reserves are so close to the ultimate recovery 
point that, by 1975, 56 percent of our copper and 75 percent of our lead needs will 
have to be covered by imports, according to official forecasts. 

How long our oil reserves will last has been a point of unending discussion for 
several decades now. Agreement exists only on the two extreme positions: 
They will not last indefinitely and they are not about to give out. There is also 
agreement on one other point; namely, that the rate of net additions to oil re- 
serves has decreased over the last several years. However, there is no agree- 
ment on whether the cause of this decline lies in our diminishing oil reserves or 
in the disincentive of oil imports on domestic exploration activites. Whatever 
the reason, it is certainly true that the Nation’s oil-finding efforts are becoming 
ever more expensive which must be reflected in domestic oil prices. This is an 
economic consideration which has a significant national-security aspect. If our 
Nation is to be geared to a long-term cold war, as well as the possibility of a 
limited nuclear war and also wishes to regain a balance of terror in full-scale 
nuclear war weapons, as a preventive against this final type of war, we must make 
optimum use of all our resources. Otherwise the burden of our defense effort 
may become too heavy and our national welfare will be undetermined by the 
eancer of a permanent inflation with its circular effect of making the defense 
effort even more burdensome. From this point of view, the use of high-cost 
domestic oil while lower cost foreign oil is readily available may be considered 
as being detrimental to national security, in the absence of overriding other 
factors. A one-third increase in the present price of crude oil would add nearly 
$4 billion a year to our current national-energy bill, or almost 1 percent to our 
gross national product. If oil imports can prevent such a rise by forestalling 
an increase in the number of marginal domestic producers, it will have made a 
significant contribution to the economics of national security. 

What is the possible deterrent effect of oil imports on national security? It 
could, conceivably, make us so dependent on a foreign supply source that we might 
become vulnerable to foreign economic or political coercion in a cold-war situa- 
tion, or find ourselves with insufficient energy sources to carry on a limited shoot- 
ing war. 

(The possibility of a worldwide conflagration is not taken into account in this 
discussion, since most military experts agree that a war of this scale would in- 
volve long-range pushbutton nuclear warfare. The destruction and dislocation 
of such warfare, in which a single missile has an explosive power equal to all 
bombs dropped on all belligerents during all of World War II, would be so 
enormous that the problem of sufficient oil supply would become totally in- 
significant. Furthermore, if the enemy wanted to deprive us of our oil-pro- 
ducing capacity in this type of all-out war, he would only have to place a missile 
into any of our highly concentrated refinery areas—such as the coastal area 
between Wilmington, Del. and New York City or between Corpus Christi and 
New Orleans, and we would be left with an unusable surplus of crude oil. The 
possibility of such action is enhanced by the Soviet Union’s possession of a large 
number of rocket-carrying submarines which could inflict their damage to 
coastal areas from underwater positions several hundred miles offshore. 

(The conventional worldwide conflagration, such as we have experienced it 
twice during the first half of this century, is not expected to recur, according 
to most military experts, who seem to believe that the hot wars of the future 
will be only of two kinds: limited war fought in restricted areas and for 
specific objectives, or unlimited nuclear holocaust. The importance of these 
considerations to our discussion lies both in the fact that it eliminates the con- 
sideration of total war from our discussion and that it greatly reduces our 
ability to utilize the experience of past wars as a guide for any future physical 
international conflict. ) 
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In evaluating the potential danger of relying on foreign oil supply sources, 
we must ask ourselves what circumstances would cause us to be cut off from 
what share of our total oil needs. As we have said, our total oil imports in 
1956 were equivalent to 15.5 percent of our gross oil demand, including ex- 
ports. The share of the various supplying countries was as follows: * , 
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We can immediately eliminate Canada, since it can not be classified as a po- 
tentialiy uncertain oil-supply source. The possibility that, for political reasons, 
Canada will refuse to sell us oil just when we need it most is so remote, given 
the strong political, economic, and spiritual bonds between the United States 
and its northern neighbor, that it can be dismissed for all practical purposes. 
The possibility that Canada might be prevented by military action from shipping 
its oil to us is about as great as the possibility that enemy action will prevent 
midcontinent crude from reaching the refineries in the Chicago area. 

This would limit the discussion to the 1.3 million barrels daily which came 
in from non-Canadian sources in 1956. About 110,000 barrels per day of this 
was used in electric utilities in areas which are also supplied by coal and could 
therefore switch over to coal almost at once if necessary. This leaves us with 
about 1.2 million barrels per day of total imports. Is it realistic to assume 
that they would all become unavailable to us at the same moment in anything 
short of a worldwide nuclear conflagration? The question begs the answer. 
It is quite conceivable that, at some time, international difficulties might tempo- 
rarily cut us off from our Middle East supply sources or that Far East supplies 
will be unavailable for a limited period. It is also possible, though much less 
likely, that some future government in power in Venezuela may temporarily 
withhold that country’s oil. But a simultaneous concurrence of all these possi- 
bilities could come about only in a worldwide total war in which oil shipments 
from nearby Venezuela would be no more or less threatened by enemy action 
than tankers from the Gulf of Texas. 

Furthermore, as we have said, in such a war, the availability of oil would not 
be a significant factor. 

But let us make the unreasonably extreme assumption that we are cut off 
from all non-Canadian oil imports at one and the same time. If this had 
happened in 1957, our oil industry would have been called upon to fill a maxi- 
mum gap of 1.3 million barrels daily of oil. Our present total productive 
sapacity has been officially rated as amounting to 10.7 million barrels daily 
(including natural gas liquids) while our actual production has averaged 7.9 
million barrels daily during 1957. Thus, we could have increased our produc- 
tion by more than twice as much as our total overseas imports. Even if we 
assume that the figure of 10.7 million barrels daily is somewhat overoptimistic, 
as some industry experts are inclined to think, it is certainly higher than our 
current gross imports. This does not even take into account the fact that an 
economy such as ours is normally characterized by a high proportion of non- 
essential consumption which could easily be reduced by rationing in case of a 
major national emergency. Furthermore, if we are not able to receive any oil 
from abroad, we would also not be able to ship any oil abroad and could 
therefore channel our 320,000 barrels daily of exports into the domestic economy. 

Thus, it is quite clear that at present we are definitely not overdepended 
on foreign oil supply sources, from a national security point of view, since 
we could function at or near our accustomed consumption level even if we 
lost all Overseas supply sources simultaneously. We have been in this position 
at least since 1951, when the National Petroleum Council made its first study 
of our total productive capacity. In that year, which was characterized by 
an unusually high increase in domestic consumption due to the Korean war 
and an upsurge in exports, accompanied by a decline in imports, due to the 
shutdown of Iranian oil production, our reserve capacity was still above our 
net imports (imports minus exports). In all succeeding years, it was above 
gross imports. 
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Of course, not all of this reserve capacity could be called forth immediately 
in an emergency because of inadequate transportation facilities in a number 
of oilfields. But against this must be held the fact that our readily available 
stocks of oil above ground are usually equal to at least 41 to 42 days of our 
total domestic oil consumption. This means that we could cover about 12 
percent of our oil needs for nearly a year by drawing on our stocks. In the 
meantime, transportation facilities in the oilfields could undoubtedly be brought 
up to our productive capacity. 

In summary, the United States oil industry, as it exists today, is character- 
ized by several important features which make the possibility of an economi- 
cally, politically or strategically dangerous dependence on any foreign oil-supply 
source extremely remote in the foreseable future. These features are: (1) 
The widespread dispersion of our foreign supply sources; (2) a substantial 
excess crude-oil producing capacity which was maintained even in the face of 
a limited emergency; (3) the level of our above-ground stocks; (4) the high 
degree of nonessential oil consumption which could be curtailed in a national 
emergency: (5) our oil exports which could be channeled into the domestic 
market; and (6) the still low ratio of oil imports to our total oil and oil- 
competitive energy consumption, making them a relatively small factor in our 
total supply pattern, of this type of energy. 

Since oil imports are demonstrably of no present or imminent danger to 
our national security, the argument for restricting them obviously hinges on 
developments in the more distant future. This was apparently the basis on 
which the President’s Special Committee on Crude Oil Imports made its recom- 
mendations for voluntary restrictions, since its main justification was the 
contention that continued unrestricted oil imports would act as a disincentive 
to further domestic exploration activity and thus canse a future decline in 
production. 

Such a contention could not have been based on historic developments, since 
the number of wildcats drilled has increased steadily, except for occasional 
single-year declines, throughout the past 20 years. The annual growth was 
particularly marked in the postwar period where it was unmarred by a single 
interruption until 1957. The year 1957 did register the first decline in wildcat 
drilling since 1942. But the decline was so slight that the number of wildcats 
drilled was still the second highest on record in United States oil-producing 
history. 

Statistically speaking, no trend can be established on the basis of a single 
slight decline from a record high, in the face of a previous 15-year uninterrupted 
growth period. Furthermore, the cause for the decline can be attributed to any 
number of factors, including a leveling off in oil demand and a general business 
decline, both of which took place in 1957. 

The domestic producers did receive an additional incentive in 1957 in the 
form of higher crude-oil prices which increased their gross revenues consider- 
ably. The fact that drilling activities declined despite this new incentive may 
well have been due, at least partly, to the producers’ decisions to curtail capital 
expenditures temporarily as a precautionary recession measure, since it is 
normal for an industry net to increase its producing capacity in a period of 
stagnating demand. 

Thus, no presently available evidence indicates that imports will cause a 
decline in domestic crude-oil production in the foreseeable future. The threat 
of oil imports to our national security is, therefore, at most of a potential, 
vague, and distant nature. On the other hand, the benefits of oil imports to 
national security are actual, measurable, and immediate. Oil-import restric- 
tions severely damage these real, current benefits in the name of hypothetical, 
future ones. 

Therefore, the time for the Government to take action is only if and when 
there is clear evidence that the real advantages of oil imports to the national 
welfare have begun to be outweighed by the real disadvantages to it. Such 
action, if taken in the light of the then existing political, economic, and strategic 
situation, may well be of a different nature than that now taken on the basis 
of speculation and guesswork. For restricting imports is only one way, and not 
necessarily the best, of dealing with the national-security problem which may 
arise out of the growing importation of an essential commodity, in competition 
with a domestic product. 
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GULF Orn CorP., 
Pittsburgh, Pa., November 12, 1957. 
Hon. HALE Boaes, 
Chairman, Subcommittee on Foreign Trade Policy, Committee on Ways 
and Means, House of Representatives, Washington, D. O. 


Dear Mr. Boces: Attached is a statement by Gulf Oil Corp. on the reciprocal- 
trade program. It is being sent to you as a response to, and comment on, the 
compendium of papers on this subject by individuals, organizations, and Gov- 
ernment agencies, which you so kindly forwarded. 

Many thanks for this opportunity to present Gulf’s views on this very im- 
portant subject. 

Sincerely yours, 
R. O. RHOADES. 


TRADE AGREEMENTS LEGISLATION AND THE PETROLEUM INDUSTRY 


1. Purpose and accomplishments of Trade Agreements Act 


For more than 45 years Gulf Oil Corp. has engaged in foreign operations. It 
was one of the earliest of the American oil companies to enter Mexico, around 
1912, and since that time its geologists and geophysicists have prospected for 
petroleum in many parts of the world. As a result, the corporation today has 
substantial oil production in Venezuela, Canada, and the Middle East and is in the 
process of developing discoveries in other countries. During much of the same 
period, Gulf has also made substantial investments in the construction and 
development of marketing facilities in many European and Latin American 
countries. 

However, Gulf is by no means merely an American-owned company engaged 
in foreign operations. Traditionally it has maintained a position as a major 
petroleum producer in the United States, and by far the largest share of its in- 
vestments in leases, land, and equipment needed to carry on its business as a 
producer, refiner, transporter, and marketer of petroleum and petroleum prod- 
ucts has been made in the United States. It is thus a company engaged in both 
domestic and foreign trade, and this fact lays upon its management the neces- 
sity and duty of formulating, advocating, or supporting those policies which 
seem best calculated to promote and maintain the healthiest possible conditions 
for both foreign and domestic commerce. Because of the company’s position, 
Gulf’s 87,000 shareholding owners have a direct and real stake in any legisla- 
tion affecting domestic or foreign trade, and because of its experienced Gulf’s 
management feels itself peculiarly well qualified to offer the observations and 
comments that follow. 

Looking back, we find the legislation that initiated the reciprocal trade agree- 
ments program in 1934 stated its aims as follows: 

“For the purpose of expanding foreign markets for the products of the United 
States, as a means of assisting in the present emergency in restoring the Ameri- 
can standard of living and overcoming domestic unemployment and the present 
economic depression, in increasing the purchasing power of the American 
public.” 

The reciprocal trade agreements, together with other programs, have proven 
remarkably successful in achieving these objectives. They have been valuable 
and helpful through subsequent economic recessions (although no depression has 
occurred since), through World War II, through the Korean war, and in the 
period of uneasy peace and cold war following World War II. The objectives 
of the foreign economic policy, including the reciprocal trade agreements, have 
been broadened to include contributions to the rebuilding of our allies, to 
strengthening the economic health of the free world, and to preserving their 
freedom from Communist subversion. 

Of course, many influences have contrubuted to the increase in United States 
exports and in free world trade, and the exact contribution of each cannot be 
precisely determined, but the fact remains that a very large degree of success has 
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been attained. Public opinion in the United States, and particularly in the 
trading community abroad, attributes a large part of this success and the growing 
prosperity of the free world to the leadership which the United States has shown 
in reducing tariffs and removing other impediments to trade on a reciprocal basis 
through the Trade Agreements Acts. From time to time the acts have been ex- 
tended and amended, including the addition of a peril point procedure (first 
included in the Trade Agreements Act of 1948), which provided that trade com- 
mitments should not be made that may seriously injure domestic producers. 
In 1955, the national security amendment was added. 

These changes have been for the purpose of insuring that excessive imports 
will not seriously injure any domestic industry. The national security provision 
emphasized this with respect to any industry vital to the national security. 
With these safeguards, there is no reason to believe that extension of the Re- 
ciprocal Trade Act would do harm to the objectives previously outlined. On 
the contrary, failure to extend this act could cause grave harm to the prosperity 
of ourselves and our allies, and to the cohesion of the free world. 

The most improtant reason and the summary of all reasons for extending the 
Reciprocal Trade Act is the great success which has attended the efforts of the 
United States to lead the free world toward increased trade, which has, in turn, 
helped to promote a mutual increase in prosperity, and a strengthened defense 
posture of all free nations. The Trade Agreements Act has served as a clear 
signal to all the world that our country wishes to encourage the growth of 
industry and trade between the nations. With it in operation, the war-damaged 
countries have recovered remarkably and world trade has reached new heights. 
Since the first act in 1984, United States exports have increased about 800 per- 
cent and imports about 700 percent, and foreign trade now gives employment 
to about 4% million Americans. 

A reversal of this policy would be a terrible blow to those nations that buy 
our goods as well as to our supplying nations. It would lead to economic distress 
in countries which depend to any considerable extent on exports to the United 
States. It would bring about import and currency restrictions and discrimina- 
tion in all countries which are short of foreign funds. Since dollars are the 
currency most in demand, these restrictions would fall more on United States 
exports than on any other. Therefore, if by failure to extend the Trade Agree- 
ments Act we embark on a policy of restricting trade, we will be responsible 
not only for economic distress in foreign countries but also in our own. A 
worldwide recession would be the most probable result. Our postwar trade 
pelicy has helped lift the hopes of the entire free world. It would be a terrible 
blow to the unity of the Allied front toward the Soviet Union if we reversed 
our helpful policy by increasing trade restrictions. 

This consideration is, and should remain, paramount. Trade is healttiest 
when all of those nations contributing to its flow are, each in its own way, 
enjoying the best of economic well-being. In any contemplation of a return to 
restrictive tariffs, however, there are other considerations of very considerable 
importance. 

In the next place it should be recognized that, whatever mistakes may have 
been made, the general effect of the outright gifts under the foreign-aid program 
have constituted a sort of strategic pump priming by which many nations have 
been helped to help themselves. As a result, the concept that lies behind the 
slogan, “trade, not aid,” is one of continuously increasing vitality. Nations, like 
individuals, have their pride: they can be expected to be grateful for help when 
help is most needed but they cannot be expected to stand forever with out- 
stretched hand, mumbling apologetic thanks for whatever may be dropped into 
it. An increasing volume of international trade is the only alternative to out- 
right giving. It is immediately beneficial to the traders: it creates mutual 
respect while promoting mutual self-esteem. It is the ene base on which we 
ean build strong and lasting friendships in a world where the need for such 
friendships is urgent. It is not necessary, it may not even be desirable, for 
trading nations to come to a meeting of minds on intellectual, political, or 
philosophical matters, for the basic language of trade is older and hetter under- 
stood than any other. Since even a completely altruistic United States, with 
its relatively small percent of the world’s population and raw materials, could 
not possibly hope to support the whole free world’s economy indefinitely with 
gifts, and since the alternative is the promotion of trade, it follows that any 
moves now to raise restrictive barriers must serve to destroy the benefits we 
hoped to gain through foreign aid, and on which many billions of dollars have 
already been spent. 


ei | 


FOREIGN TRADE POLICY 791 


There is, finally, still another reason why a return to a high tariff policy, how: 
ever selective it may be, would, at least at this time, be unwise. Of recent months 
through the development of common marketing areas and other types of pooling 
arrangements, European nations and industries have been showing a growing will 
to win for their products a larger share of those markets, such as Latin America, 
in which, due to the disruptions of World War II, they have been considerably dis- 
placed by United States products. This creates the prospect of intensely sharp- 
ened competition for United States exports, and it is axiomatic that competition 
thrives most where it is least trammeled.: Historically, the raising of high tariff 
barriers by one country against the products of another inevitably invites retalia- 
tion. It would appear self-evident that a return to high tariffs by this country 
now can only result in a loss of some, and possibly of a very large amount, of the 
export trade the United States now enjoys. 

Regardless of the arguments made by some industries, or individuals, in favor 
of increased tariff protection now, it would appear that the national welfare 
stands to be seriously, and possibly grievously, harmed by an abandonment, or 
even a sweeping revision of the reciprocal trade program now in effect. 

2. Possible abuse of the escape clauses in the Trade Agreements Act 

Since, at this stage of history a return to high tariffs would be assuredly harm- 
ful, and possibly disastrous, it will be useful to consider how the present laws may 
be modified to better accomplish the aims toward which they were originally 
directed. 

The escape clauses which permit any industry that thinks it is threatened with 
injury due to imports to appeal to the Tariff Commission could be used to largely 
nullify any lifting of trade restrictions, depending on the manner in which the 
Tariff Commission and the President choose to interpret and administer the law. 
In 1955, the act authorized the President, whenever he deemed it necessary, to 
reduce the level of imports of a commodity whenever that level threatens national 
security. In order to avoid having these two provisions used to nullify the act, 
Congress should include in the act a definition of injury and some basic criteria 
to be used in determining that an imported item is injurious either to a particular 
industry or to the national security. 

Almost any imported item competes directly or indirectly with United States 
produced goods. Any increase in imports at all, therefore, could be interpreted 
as reducing the potential domestic business of United States firms. <A basic 
criterion for determining injury to an industry should be that the sales of an 
industry are reduced in absolute terms, and not only as a percentage of the total 
domestic market. As long as an industry’s total sales in the United States are 
increasing, or are not appreciably reduced, it should not be held that imports are 
seriously injuring the domestic industry. 

Again, almost any item produced relates in some way to the national security. 
Loose interpretation of this term could readily nullify all the good effects hoped 
to be achieved through any trade agreements act. Therefore, the law should con- 
tain some minimum criteria to be used in determining that an imported item 
threatens the national security. The party pleading for import restrictions on the 
basis of national security should be required to produce positive evidence showing : 

(a) actual injury to a particular industry and to the Nation’s defense 
potential due to the Trade Agreements Act, and 

(b) that curtailment of the subject import will not prejudice the continued 
free aecess of United States citizens to essential raw materials which the 
United States will need to import in increasing quantities in the future. 

With this positive definition included in the Trade Agreements Act, which is 
designed to facilitate rather than to restrict international trade, there is no reason 
to believe that its extension will not continue to provide the good results that have 
heen obtained to date. 


3. Petroleum imports 


With respect to petroleum, the best method of handling the import situation is 
to permit imports and domestic production to share in the increasing demand. 
There is no question but that imports should supplement and not supplant domes- 
tic production. The only question lies in the interpretation of both supplement 
and supplant. 

It would seem to be clear that so long as the domestic industry is increasing 
its production, imports are supplementing and not supplanting domestic produc- 
tion. This is true even though imports might be taking over a large part of the 
increase in demand and, therefore, could be increasing at a faster percentage 
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rate than domestic production. This is illustrated by the changes in the petro- 
leum situation 1956 over 1948. Domestic demand has increased by 2,982,000 
barrels daily. During the same period, United States production has increased 
by 2,016,000 barrels daily, while imports have increased by 912,000 barrels daily. 
It is apparent that the imports have not prevented a very healthy rate of growth 
in domestic production, which amounts to 34 percent in 8 years. This growth 
occurred in spite of the fact that imports increased by 177 percent, although, of 
course, the volume of import increase was less than half the increase in domestic 
production. Under these conditions, it is impossible to hold that imports are 
injuring the domestic industry, or that through such injury imports are threaten- 
ing the national security. 

In determining whether or not domestic production is being reduced by in- 
creasing imports, short-term fluctuations in demand and those restrictions in 
production which are necessary to correct temporary excessive inventories result- 
ing from previous excessive production, should not be taken into account. The 
petroleum industry is characterized by violent seasonal swings in demand and 
by widely varying demands from one winter season to the next, as one winter 
may be considerably warmer than another. After a warm winter, the industry 
is usually left with excessive inventories of finished products which must be 
liquidated by curtailment of production. Also, the conditions under which the 
industry works are such as to require considerable time to reduce excessive pro- 
duction rates, such as may occur in order to meet an unusual export demand. 
This occurred during the recent Suez Canal shutdown. Inventories are now 
very heavy because production and imports were maintained at unusually high 
levels for some time after the Suez Canal was reopened. The industry is now 
undergoing a period of low production, and imports also are being restricted in 
order to correct the current excessive inventory situation. This adjustment 
should require only a short time, and even though domestic production is actually 
less than it was at this time last year, this should not be taken as proof of injury 
either to the domestic industry or to the national security. Only if the reduced 
production continued over a period of at least a year could this position of 
injury be supported. 

The petroleum industry is undergoing another adjustment which will probably 
be of longer duration. In the 10 years ending in 1956, the United States domestic 
demand increased at an average rate of nearly 6 percent per year. This high 
rate of increase occurred because of the replacement of the United States stock 
of automobiles after World War II, the subsitution of oil for coal in home 
heating, and many other reasons, including the generally high levels of expansion 
in nearly all industries. Recently, trends indicate that the very large rate of 
increase in demand which was experienced in the postwar years is beginning to 
slow down. With a correspondingly lower increase in demand each year, it 
would be expected that both imports and production would increase at a slower 
rate than in recent years. The President’s Special (Cabinet) Committee To 
Investigate Crude Oil Imports proposed a plan of voluntary restriction of im- 
ports which already seems to be acting effectively as a brake on the rate of 
increase on imports. This plan was submitted to and approved by the President 
on July 29, 1957. 

As an illustration of the effectiveness of this plan, the latest report shows that 
the large, established importers, including the major international oil companies, 
actually plan to reduce their imports during the 5-month period, October 1957 to 
February 1958, below the quotas established by the President’s Special Com- 
mittee. This reflects the good intentions of these companies as well as the fact 
that they all have large production in the United States and very large invest- 
ments in the United States, which would not be in their interest to harm by 
importing at an excessive rate. Especially in view of this performance of the 
voluntary import program, there is no need to place further legal restrictions on 
the importation of petroleum. 

In fact, any rigid restriction on the importation of petroleum, or any further 
curtailment in the rate of imports, would be very likely to harm the national 
security of the United States. Some proposed restrictions are aimed in a dis- 
criminatory manner at reducing petroleum imports from the Middle East. The 
proud and newly awakened nationals of Middle Eastern countries are certain 
to take offense at any discrimination. This could lead to the loss of our strategic 
position in the Arabian Peninsula, including the airbase at Dhahran. With the 
Middle East in such turmoil as a focal point of the cold war between the East 
and the West, and with the economy of our allies depending upon oil from the 
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Middle East, we should under no circumstances take any action which might 
appear discriminatory. 

There is no doubt that the production costs of imported oil from the Middle 
East and Venezuela are lower on the average than the production cost of oil in 
the United States. The imported oil tends to hold down the rate of increase in 
oil prices in the United States. The cost of finding oil in the United States is 
increasing, chiefly because the United States has been thoroughly explored and 
most of the easily accessible and prolific deposits of oil already have been tapped. 
New fields are discovered less often, and when discovered they are found to have 
small deposits of oil compared to the large fields discovered in the past. If the 
United States attempted to rely on its own oil exclusively, the price would 
necessarily increase very greatly, as a larger portion of the oil produced would 
have to come from high-cost, deeper wells tapping smaller deposits of oil. 

It has been said by some of those opposing imports that all of the cost savings 
from this imported oil accrue to the profit of the major international oil com- 
panies. If this were true, then imported oil would not afford any price compe- 
tition with domestic oil. However, it appeurs that at least some of the savings 
in cost of imported oil are passed on in one form or another to the consumer. 
In the recent hearings during September and October for increased oil imports 
before the Administrator of the Voluntary Oil Import Program, several companies 
testified to the Administrator that domestic oil could not compete in the east-coast 
markets. They gave the Administrator estimates of the advanage of imported 
oil varying from 50 to 75 cents per barrel. 

In calculating the cost of foreign oil, several major items must be taken into 
account in addition to the cost of developing the oilfield and lifting the oil from 
the ground. The payments to foreign governments, usually 50 percent of the 
difference between the lifting cost and the market price, are just as much a part 
of the cost as are the loyalty payments in the United States. In addition, there 
are large transportation costs to move the oil over long distances to the United 
States. In the case of oil moving from the Middle East, which is the largest 
potential source of foreign oil, long-term charter rates for vessel transportation 
amount to well over a dollar a barrel. 

Petroleum differs in a fundamental manner from most other imported mate- 
rials. In some respects imported petroleum should not be called foreign oil. It 
is nearly all produced by American companies using a substantial amount of 
American labor and materials, from oil concessions which have been negotiated 
by American nationals, usually with foreign governments. The profits accrue 
to United States stockholders, and these profits then pay personal income taxes 
to the United States Government. If oil imports were drastically reduced, many 
of the United States nationals employed abroad would lose their jobs and 
be thrown on the United States employment market. Also, many United States 
independent businessmen who have gone into contracting for oil-well drilling 
in foreign countries would be forced to return home and compete with the 
contractors already operating in the United States. It can be seen from this that 
imports of petroleum do not represent cheap imports of foreign goods which 
are cheap because of Jow labor rates abroad. The relatively low prices of foreign 
oil occur because the United States has already discovered most of its low-cost, 
high-volume deposits of oil and the cost of discoveries from now on can be 
expected to increase. 

The searcity of good drilling sites is undoubtedly a major reason for a small 
decrease in the number of United States oil wells drilled in 1957 as compared to 
1956. There are other reasons, including unusual weather in the spring, a rather 
abrupt increase in interest rates, and the tightening of money supplies. But 
there is increasing evidence that one of the most important reasons was merely 
the lack of drilling sites which appeared likely to hold enough oil to make it 
profitable to drill. 

The difficulty and high cost of obtaining more oil in the United States makes 
it necessary for us to import a larger percentage of our total requirements. In 
spite of very intensive exploratory efforts, the new reserves discovered since 
1946 have not kept pace with the growth in consumption. The ratio of reserves 
to consumption in 1946 was 13.4. By 1956 this had been reduced to 11.3. There 
have been so many oil wells drilled that our total reserves could be produced 
much faster than is now the case. Therefore, the so-called availability of 
petroleum is increasing and has heen reported by some authorities to be upward 
of 2 million barrels a day above the current producing rate. However, it is 
reserve supply and not the potential production rate which is most important 
to our national security. A farmer might have a well which he could com- 
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pletely empty within 1 day by installing larger pumps, but if he so emptied his 
well, he would be left without water. The important thing to the farmer would 
not be his potential pumping rate for a short period, but how much water he 
had in his well in total to last over the years. Likewise the important thing 
to the United States is the total reserves available for continued production over 
a long period of time. 

A New York Times editorial recently stated: “There are many ways to en- 
courage exploration for oil, whether by private or other interests. But every 
barrel of our oil used up is an irreplaceable resource gone forever, never again 
to be available for our future needs.” 


4. Conclusion 


The Trade Agreements Act should be extended because it has proven very 
effective in promoting the prosperity and security of the United States and its 
allies. The escape clauses should be better defined to set up specific criteria 
for determination of the peril point involving serious injury to domestic in- 
dustry and a threat to the national security. These criteria are needed to avoid 
having all increases of imports prevented through abuse of the escape clauses, 
and thus to eliminate any possible good that could come from increasing imports 
and increasing world trade. With respect to extension of the Trade Agreements 
Act, the President stated: “If we fail in this (our trade policy), we may fail 
in all. Our domestic employment, our standard of living, our security, and the 
solidarity of the free world—all are involved.” 

With respect to petroleum, imports have not prevented the domestic producing 
industry from growing at a healthy rate. Petroleum importers have shown a 
willingness to cooperate in voluntary restraints on the rate of imports to cope 
with the recent slowing down in the rate of growth and consumption. There- 
fore, it could not be said that petroleum importers are threatening the domestic 
industry, and it would be most unwise to impose rigid restriction on imports 
through increased tariffs or other impediments to trade, such as rigid quotas. 

It would be a calamity to the prosperity and to the defense, and therefore a 
threat to the very life of the United States, if through ill-advised restrictions 
on petroleum imports, free access should be denied to United States nationals 
to the huge deposits which their initiative, capital, and labor have developed 
in foreign countries. It would likewise be a calamity to the defense of the 
entire free world if through any discriminatory restrictions the stability and 
prosperity of the oil-producing countries from which we import should be 
threatened. Under present conditions of cold war, it is imperative to keep these 
countries in the camp of the free world. 

This is especially true since it has proven impossible to discover new oil 
reserves in the United States in sufficient volume to maintain the ratio of 
reserves to consumption. In addition, for those scarce reserves which are 
now being discovered, the cost is high and a reasonable quantity of imports 
tends to hold the prices charged to civilian consumers and to the Defense De- 
partment at reasonable levels. 

The United States has less than 15 percent of the free world’s reserves of 
crude oil but has 55 percent of the consumption. In order to support the na- 
tional economy and maintain the national security, we will inevitably depend 
more and more on imported petroleum. 
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United States petroleum reserves related to United States domestic consumption 
and production 


[Million barrels] 


| Total United Ratio of reserves to— 








| 
Reserves, | States | Total United |__ 
Year end of domestic | States 
year ! | demand? | production * |United States| United States 
| domestic production 

demand | 
cs casein ishedpectetal RT aa apenebestltioes casted | | 
niin ieee 24, 037 1, 793 1, 850 | 13.4 | 13.0 
1947... j 24, 742 1, 990 1, 989 12.4 | 12.4 
1948. . - 26, 821 2,114 2, 167 | 12.7 12.4 
1949... ae 28, 379 2, 118 1, 999 | 13.4 | 14.2 
1050... ‘ 29, 536 2, 375 | 2, 156 | 12.4 13.7 
1951 . . - 32, 193 2, 570 2, 452 | 12.5 13,1 
1952... 32, 957 2, 664 2, 513 12.4 | 13.1 
1953... 34, 383 2, 775 2, 596 12.4 13.2 
1954. _ . 34, 805 2, 832 2, 567 12.3 | 13.6 
1055... 35, 451 3, 088 2, 766 11.5 | 12.8 
1956. ..- 36, 337 3, 205 2,905 | 11.3 | 12.5 * 


| 
| 
' 


1 Reserves are total liquid hydrocarbons, including crude oil and natural-gas liquids. 

} Total United States production includes crude oil and natural-gas liquids. 

Source: (‘) AGA-API Proved Reserves of Crude Oil, Natural Gas Liquids and Natural Gas, Dec. 31 
1956, vol. No. 11. 

(?) API Statistical Bulletin, vol. 38, No. 21, Apr. 23, 1957 

8) API Statistical Bulletin, vol. 38, No. 21, Apr. 23, 1957 
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United States petroleum imports, domestic demand and production 


[Thousands of barrels per day] 





Year 








8 months cumulative. .-- 





| United States 


United States|United States! production 


crude and 
natural gas 
liquids 


| Percent imports to— 





United States|United States 


domestic production 
demand 

7.7 7.4 

8.0 8.0 

8.9 8.7 
11.1 11.8 
13.1 14.4 
12.0 12.6 
13.1 13.9 
13.6 14.5 
13.6 15.0 
14.8 16. & 
16.3 18.0 
13.5 17.2 
15.1 16. 8 
16.3 17.3 
17.9 18.4 
19.4 18.9 
20.2 20. 4 
19.4 21.0 
20.4 22. 4 


—<—<—<—<<———“@“~“ ———q—i_— |u| “____ 


total petro- domestic 
leumimports| petroleum 
demand 

77 4,912 
437 5, 452 
514 5, 775 
645 5, 803 
850 6, 507 
844 7,041 
952 7, 280 
1, 034 7, 604 
1, 052 7, 760 
1, 248 8, 460 
1, 426 8, 757 
1, 425 10, 570 
1, 430 9, 461 
1, 464 8, 982 
1, 542 8, 606 
1, 558 8,011 
1, 606 7, 952 
1, 601 8, 271 
1, 695 8, 324 
1, 5Al 8, 768 
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Source: API Statistical Bulletin, vol. 38, No. 21, Apr. 23, 1957; U. S. Bureau of Mines Monthly Petroleum 


Statements (monthly figures). 
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SINCLAIR REFINING Co., 
New York, N. Y., December 26, 1957. 
Hon. HALE Boagés, 
Chairman, Subcommittee on Foreign Trade Policy, 
House Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN BoGeGs: You recently invited those who cared to do so to 
express their views in regard to the extension of the foreign-trade-agreements 
legislation. For the reasons we have set out below, we endorse the enactment of 
the Trade Agreements Act of 1958 without restrictive amendments on imports of 
crude petroleum. 

The United States will continue to grow in population, and that population 
will expect to enjoy higher standards of living. This means that, as time goes 
on, we will continue to deplete our natural and other resources. It would be 
sheerest folly for the United States to adopt an attitude of self-sufficiency. We 
should do everything we reasonably can to insure our continued access to raw 
materials elsewhere in the world. 

Our entire economy—industry, agriculture, transportation, and even our na- 
tional security—depends upon an abundant supply of reasonably priced petroleum 
products. Any responsible look at our sharply increasing requirements over the 
next 5, 10, and 20 years shows that our needs cannot economically be met solely 
from domestic resources. 

With an estimated 15 percent of the free-world proved reserves of crude oil, 
the United States now consumes 56 percent of the free-world output. Since 1950, 
our domestic reserves have declined, in terms of years’ supply, 8 percent, and, 
had it not been for imports over the period, would have declined 15.8 percent. 
Clearly, the United States must import crude oil in progressively increasing 
quantities. 

The oil industry and Government owe it to the consuming public, the people 
of the United States, to continue a balanced program of imports of petroleum. 
Industry restrain and good judgment must be exercised to attain the degree of 
balance whereby imports will supplement domestic supply without impairing 
the health of the domestic industry. We cannot turn imports on and off at will. 
Our Government, over the years, has wisely encouraged the oil industry to find 
and develop reserves. 

To maintain proper relations with foreign governments, we must have a con- 
sistent record of performance on imports and avoid restrictions which tend to 
endanger continued access to the supply. 

Sinclair has a large stake in the domestic industry, where 90 percent of its 
investment is located. But it also has an appreciable stake in foreign exploration 
and development, and it has an inescapable responsibility to the people of the 
United States—its customers, employees, and shareholders—to protect both these 
interests. 

We believe that the best interests of all will be served by enactment of the 
Trade Agreements Act of 1958 without unduly restrictive amendments on imports 
of crude petroleum. 


Sincerely, 
J.B. Dyer. 
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STATEMENT ON THE IMPORTATION OF HEAVY ELECTRICAL EQUIPMENT INTO THE 
UNITED STATES RELATING SPECIFICALLY TO THE ENGiiIsH Exvecrric Co., Lrp. 


By Alan Barraclough, general manager in United States, 
English Electric Export & Trading Co., Ltd. 


The purpose of this statement is to place in the record of the Subcommittee 
on Foreign Trade Policy certain facts relating to the installation and operation 
of heavy electrical power equipment manufactured by the English Electric Co., 
Ltd., and imported by the English Electric Export & Trading Co., Ltd. This is 
done in order to clarify and bring into perspective a matter which has been 
the subject of a previous statement before this subcommittee and dealing with 
major power-production equipment. 

We believe that previous statement can, if left unanswered, result in mis- 
understanding, with possibly serious repercussions involving the expenditure of 
Federal, State, and private funds in addition to improper reflection upon the 
confidence in and reputation of the English Electric Co., not only in the United 
States, but throughout the world. 

In general, the previous statement before the subcommittee argued that it is, 
in effect, false economy to import heavy power-producing equipment for instal- 
lation into either public or privately financed power projects. The basis of the 
argument was the alleged inability of foreign suppliers properly to service and 
maintain their equipment, and that this could be detrimental to the national 
security of the United States in event of an emergency. 

The previous statement also alleged that there has been extraordinary diffi- 
culty with, and failures of, foreign equipment in the United States. Two in- 
stallations of English Electric equipment were cited as examples. 

Legislation, regulations, and policy concerned with the national security of 
the United States are not, of course, proper subjects for comment by us. How- 
ever, we feel we are entitled and, indeed, obliged, to set out the following facts 
since we have been singled out by name before this subcommittee. 

The English Electric Co., Ltd., with its affiliates and subsidiaries, comprises 
a worldwide organization employing more than 80,000 persons. The company 
has supplied heavy-duty electrical equipment to virtually all countries of the 
world; it is also a recognized pioneer in the fields of aviation, guided missiles, 
traction, and nuclear-power generation, and, with its subsidiaries, has behind 
it an engineering tradition going back 150 years. 

The English Electric Co., like many British firms, is geared to meet the re- 
quirements of extensive export operations which necessitate a large service and 
maintenance organization for worldwide installations. 

The suggestion has been made, however, that certain major breakdowns may 
only be corrected effectively by returning the equipment to the plant of original 
manufacture and that, in the event of war, repair of damaged equipment in 
England would be time consuming or impossible. There are several answers 
to this suggestion. 

Major breakdowns of heavy electrical equipment are relatively rare, and 
return of damaged equipment to the original manufacturing plant is even rarer. 
Major repairs to such equipment often can be, and are, carried out at site with 
facilities maintained there or at nearby qualified engineering plants. Return 
of damaged equipment to the plant of original manufacture is, in many cases, 
a matter of convenience rather than necessity. 

Where convenient to it and to the customer, English Electric performs major 
repair operations at its home plants, and the ability to do so effectively would 
not be impeded during “cold” or “limited war” periods now existing or en- 
visaged. These operations would be blocked only in the event of a nuclear 
war engulfing Great Britain, but such a war would probably likewise engulf 
the United States and the resulting havoc would reduce to unimportance the 
source of electrical equipment and the matter of making isolated equipment 
repairs. 
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In addition to the foregoing, the record should be clear that, to reinforce 
service and maintenance in the United States, English Electric has available 
in Canada, through its associated companies, modern facilities for the servicing 
of any of the types of equipment under discussion. 

These Canadian plants employ about 3,000 persons, including specialized and 
competent engineering staffs; they have built the largest water turbines in the 
world and some of the largest transformers manufactured in Canada. These 
plants are readily accessible to any installation in the United States. 

Furthermore, it is the practice of this company to hold, in the United States 
and in Canada, photographic records of all drawings, specifications, etc., per- 
taining to equipment manufactured in England for installation in the United 
States. 

Therefore, through its technical personnel permanently located in the United 
States, and with the further aid, where needed, of its staff and facilities in 
England and/or Canada, English Electric is adequately equipped for the service, 
maintenance, or repair of its equipment installed in the United States. 

In sum, we believe that repair or maintenance of English Electric equipment 
in the United States presents no significantly different or greater problems than 
those encountered with equipment supplied by domestic manufacturers. 

Allegations have been made that in two instances our equipment installed 
in the United States does not meet the specification and accepted performance 
standards ; we would like to deal with these allegations. 

A previous statement to the subcommittee conveys the impression that our 
MeNary generators are defective in some major aspect. 

In point of fact, the so-called failure to meet the specification is an academic 
matter rather than one of practical engineering substance, in that, while there 
is a small temperature-rise discrepancy at full load, we are within specifica- 
tion at overload, which is the more significant point. In fact, the 2 generators, 
since commissioning, have been operating very satisfactorily up to 115 percent 
of specified rating. 

Of the considerable equipment supplied to the United States, no item has 
failed in operation, with the single exception of 1 of the 10 transformers sup- 
plied for Chief Joseph Dam. These, however, are large transformers of a 
complex type; difficulties and even breakdown of such units are not unknown to 
any manufacturer, United States or foreign. 

The faulty Chief Joseph transformer has been repaired and returned to 
service. English Electric is making some modification to the remaining nine 
transformers involving the application of a recent technical development, 
despite the fact that none of them has ever given any trouble. To accomplish 
this program expeditiously, while insuring continuity of service, English Electric 
is making available to the customer free of charge two additional transformers 
for temporary use. 

These steps, taken by English Electric on its own initiative, are evidence of 
its long-established policy of providing its customers with equipment of the 
highest quality and to the best standards of reliability and service. 
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STATEMENT BY E. M. Norton, SECRETARY, NATIONAL MILK PRODUCERS FEDERATION, 
ON ForeigN TRADE Poticy AND THE AMERICAN DaAtry FARMER 


The National Milk Producers Federation welcomes this opportunity to pre- 
sent the position of its membership on matters of real interest to them in con- 
nection with foreign-trade policy. 

The National Milk Producers Federation is an organization made up of 
farmer-owned and farmer-controlled dairy cooperatives. Producer membership 
in these cooperatives exceeds 500,000 dairy farm families located in every State 
of the United States. 

The dairy farmers of this country have an understandable interest in any 
national policy having to do with exports or imports. Dairy farmers today have 
investments totaling about $20 billion in land, buildings, herds, and equipment. 
Any national policy that could lower their return from this investment below 
the current low level would aggravate an already serious situation. 

The policy positions of the federation on national issues such as foreign trade 
are determined by the federation membership. The current policies of the fed- 
eration were adopted in Cincinnati, Ohio, on November 6, 1957, during the 41st 
annual meeting of the federation members. 

The policy positions of the federation on foreign trade, import restrictions, 
and exports are set forth below in the resolutions adopted at the Cincinnati 
meeting. 

FOREIGN TRADE POLICY 


“The federation is in favor of international trade and of expanding and devel- 
oping such trade. However, this country is committed to a high standard of 
living, a high price level, high wage rates, and to the maintenance of agricultural 
prices which will protect the purchasing power of farmers. Our foreign-trade 
policies should not adversely affect the domestic agricultural economy. 

The authority in existing law relating to imports of price-supported agri- 
cultural commodities in raw, manufactured, or processed form should be strength- 
ened and applied effectively as part of our national policy to minimize damage 
to our domestic economy. Additional legislation is needed to control imports 
which adversely affect agricultural commodities not subject to price-support 
programs.” 

TRADE AGREEMENTS 


The privilege of making trade agreements is vested by our Constitution in the 
Congress. Responsibility for the trade agreements and for their effect upon 
American industry and agriculture rests squarely on the shoulders of Congress. 
We believe Congress should accept this responsibility and retain control over 
the trade-agreements program. We do not think it is desirable for Congress 
to turn over to the President, without adequate reservations, its power and duties 
with respect to trade agreements. 

“We favor an amendment to the Trade Agreements Act to require all trade 
agreements executed thereunder, before becoming effective, to be submitted back 
to the appropriate body of Congress for approval. Such a provision would pre- 
sent no great difficulty with respect to trade agreements which are sound. 
Those agreements which are of such doubtful value that they cannot withstand 
the scrutiny of Congress are better left unexecuted. 

“Legislation relating to foreign trade should contain (1) an effective peril- 
point provision, (2) an escape clause established by law and required by law 
to be included in the trade agreements, (3) a procedure whereby adversely 
affected industries may petition for relief from excessive imports, and (4) 
adequate provision for emergency relief.” 


FOREIGN MARKETS 


“Public Law 480—the Agricultural Trade Development and Extension Act— 
has enabled the dairy industry of the United States to gain a foothold in market- 
ing in some foreign markets. We commend the Congress in extending and 
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expanding the programs under this law and urge its continuation and further 
development of foreign markets. We ask our Government to plan with our in- 
dustry to carry on its activity in such a manner that markets once obtained 
through the present efforts be retained for United States dairy products.” 

We are concerned with the escape clause provisions in section 7 of the Trade 
Agreements Extension Act of 1951, peril point provisions in section 3 of the Trade 
Agreements Extension Act of 1951, section 22 of the Agricultural Adjustment Act, 
provisions in the General Agreement on Tariffs and Trade which create harmful 
situations for agriculture and the urgent need for Congress to retain within its 
own hands effective control over our foreign trade. 

Adequate and dependable supplies of milk and dairy products are essential 
to the welfare and well-being of the people of this country and to its national 
security It would be most unwise to permit our domestic source of supply for 
essential foods to be displaced by an overseas source of supply. This is particu- 
larly true in the case of dairy products, because the domestic source of supply, 
once impaired, could not be rebuilt quickly. 

During the past 25 years, there has been built up in this country an economy 
which in many respects is above the world level. This is particularly true with 
respect to wages, living standards, and costs of production. In order to keep 
the prices which farmers receive reasonably related to the cost of the things that 
farmers buy, and thus maintain the purchasing power of this important seg- 
ment of the economy, the prices of many agricultural commodities must be main- 
tained at levels substantially above world price levels. 

As long as this condition exists, effective import control will be necessary to 
prevent the dumping of world surpluses on our shores, and some form of export 
price adjustment will be needed to permit American agricultural products to 
move in world trade at competitive prices in sufficient volume to retain a fair 
share of the world markets. 

Dairy farmers are presently in a serious squeeze because the prices they re- 
ceive are not fairly related to the cost of the things they buy. The current price 
support level is far below parity. Department of Agriculture figures show the 
1956 estimated hourly returns of dairy farm operators to be only 48 cents per 
hour in eastern Wisconsin, 52 cents per hour in western Wisconsin, and 70 cents 
per hour in the central northeast. Compared to this, the minimum wage for com- 
mon labor is $1 per hour. 

Even at these low prices, farmers cannot compete with imported dairy prod- 
ucts produced in foreign countries where wage rates, living standards, and costs 
of production generally are lower. 

For example, the support price for grade A butter in New York is 601% cents 
per pound. This compares with an export price for butter moving into world 
trade of about 39 cents per pound f. a. s. New York. A similar disparity exists 
with respect to cheese and nonfat dry milk. The support price for grade A Ched- 
dar cheese is 35 cents per pound, the export price being approximately 22 cents. 
The support price for spray process nonfat dry milk in barrels is 16 cents per 
pound, the export price being approximately 9.9 cents per pound. 

The tariff on butter is 7 cents per pound for 60 million pounds and 14 cents 
for additional amounts. The tariff on cheddar cheese is 3 cents per pound or not 
over 15 percent ad valorem The tariff on nonfat dry milk is 11% cents per pound. 

With such a disparity in prices, it is obvious that any substantial approach to 
a condition of free trade would mean the liquidation of the dairy industry in this 
country, at least insofar as the production of milk for manufactured dairy prod- 
ucts is concerned. 

Contrary to general belief, consumers would not profit from the removal of 
import controls, because the imports would be sold at prices only fractionally 
under the support level. The Government simply would be obliged to buy under 
the support program additional domestic products for each pound of imports. 
Eventually the support program would break down, and the domestic source of 
supply would be displaced by foreign production. 

It is not an answer to this problem to say flatly that our agricultural prices 
should be reduced to world levels. To reduce agricultural prices alone and thus 
impair the purchasing power of farmers would be an invitation to economic 
disaster. We tried that in 1929, and we should not be required to learn that les- 
son over again. Farm prices can only be reduced safely and equitably when 
other prices also come down in proportion. We have never asked for high prices 
for dairy farmers. We have asked only that the prices they receive be fairly 
and reasonably related to the cost of the things they must buy to continue as a 
self-sustaining economic entity. 
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The import controls so essential to our domestic agricultural programs are 
currently provided under section 22 of the Agricultural Adjustment Act. 

This section authorizes the use of import controls in the form of import quotas 
or increased import fees to protect agricultural programs undertaken by the 
Department of Agriculture against interference from imported articles. Con- 
tained in this section is a provision that no trade agreement or other interna- 
tional agreement entered into by the United States shall be applied in a manner 
inconsistent with the requirements of this section. 

An amendment to section 22, adopted in 1948, made the section subservient 
to the trade agreements. In 1951, this was reversed and the present language 
was adopted, making it clear beyond any reasonable doubt that Congress did 
not intend that the benefits of this section be impaired by the trade agreements. 

Section 22 is, in effect, a clear and positive mandate from Congress to the 
President directing him to permit no trade agreement to interfere with the 
effective operation of that section. 

The argument that the Trade Agreements Act gives the President broad general 
authority to negotiate trade agreements cannot be applied with respect to the 
matters covered in section 22, because here Congress has said to the President 
in unmistakable terms: Regardless of what the general situation may be, as to 
those things in section 22, we are retaining our constitutional powers and, at 
least insofar as they are concerned, you have no delegated powers. 

Although section 22 has been helpful, it has not proved to be as effective as 
Congress originally intended. Two experiences on dairy imports during the 
past year demonstrate the degree of ineffectiveness of section 22 administration. 
In the fall of 1956, our industry was troubled by butter oil imports that amounted 
to around 2 million pounds and which required Commodity Credit Corporation 
to expend about $1.5 million additional in domestic butter purchases. In 
January 1957, appearing before the United States Tariff Commission, we pointed 
out the incongruity of the situation. Here we had been converting much of our 
domestic butter into butter oil for donation abroad, and now we were purchasing 
foreign-made butter oil in quantities that easily could build up to more than 5 
million pounds a year. Our recommendations were that a butter oil quota be 
set, and that the figure be zero. 

Subsequently the Commission recommended to the President that butter oil 
imports be set at 1,800,000 pounds a year. We protested this figure, and the 
quota finally set was 1,800,000 pounds for the current year and 1,200,000 pounds 
for subsequent calendar years—a one-third reduction from the Commission’s 
recommendation. 

Hardly had this proclamation been issued before another loophole was dis- 
covered by foreign exporters. Approximately 9 million pounds of a high butter- 
fat substitute for butter oil was landed in the United States in a period of 
just over 1 month. The cost to American taxpayers to have the Government 
purchase domestic butterfat displaced by the imported product was estimated 
at $5 million. The federation requested the Department of Agriculture to set 
in motion another Tariff Commission investigation, and protested to the White 
House the obvious circumvention of dairy import quotas. The investigation, by 
direction of the President, was announced May 21. It covered the wide field of 
“articles containing butterfat, the butterfat of which is commercially extract- 
able, or which are capable of being used for any edible purpose for which 
products containing butterfat are used.” Excluded from this catchall definition 
were articles already under quotas; cheeses which are not restricted by quotas; 
evaporated and condensed milk; and products imported packaged for retail 
trade and ready for use. 

But the catchall scope of the investigation failed to carry through to the 
recommendation which the Tariff Commission finally made, and which was ac- 
cepted by the President. The recommendation and the proclamation closed the 
door to imports of high butterfat products, but left it open to articles contain- 
ing less than 45 percent butterfat. 

Section 22 of the Agricultural Adjustment Act obviously is not fully effective 
in controlling dairy imports, or other agricultural imports. Its procedures are 
slow, time-consuming, and cumbersome. 

To overcome this we suggest the Congress approve a law under which import 
quotas would be established by the Secretary of Agriculture when in his judg- 
ment quotas are necessary to safeguard domestic agricultural programs. The 
statute also would provide that when, in -the judgment of the President, imports 
of agricultural commodities are necessary to serve the objectives of our in- 
ternational relations, such imports would be chargeable to the foreign aid pro- 
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gram and not to the agricultural program. Furthermore such imports be insu- 
lated from the domestic market until such time as they were needed to supple- 
ment domestic production. 

The most basic question today in the matter of dairy import controls continues 
to be which takes precedence: domestic agricultural programs or foreign trade 
agreements? 

The domestic agricultural programs and the foreign trade policy pull in two 
opposite directions. The former, if they are to operate, require protection of 
domestic markets. The latter has as its objective the lowering of tariffs and the 
invitation of low-cost imports from abroad. But the spectacle of the United 
States importing for its own markets the same food commodities it is already 
producing in surplus is an incongruity. 

The seriousness of the situation appears in the action taken by the signatory 
nations to the General Agreement on Tariffs and Trade in granting to the 
United States a temporary waiver to use section 22 controls. This waiver was 
not granted as a matter of right but as a matter of sufferance. There is no as- 
surance that it will be continued, nor that it will be extended to cover new con- 
trols which may become necessary in the future. 

The waiver granted to the United States by the GATT countries which permits 
us to use import controls to protect our domestic agricultural programs is sub- 
ject to annual review by these nations. There is no binding assurance that it 
eannot or will not be terminated at any such review, if our use of section 
22 should not meet with their pleasure. The United States must report annually 
to the GATT countries showing what it has done to eliminate section 22 import 
eontrols and explaining the reason why those which remain continue to be 
applied. The right of other nations to retaliate for our use of section 22 is 
preserved in the waiver. 

The prohibition against the use of import quotas in article XI of GATT has 
much broader application than the controls applied under section 22. 

Article XI would seriously handicap Congress in granting necessary protec- 
tion to a domestic industry through the use of import quotas. Tariffs as a 
means of protection have been rendered largely ineffective and unreliable 
through inflation and the currency devaluation, multiple exchange rates, and 
multiple pricing systems used by other nations. Furthermore, there is no 
accurate way of determining in advance the extent to which imports will be 
controlled through tariffs. Import quotas, on the other hand, permit an accu- 
rate regulation of the quantity of imports to be admitted in any given period, 
thus making it possible to plan in advance the share of the domestic market 
to be given over to imports. If the maximum quantity of imports is definitely 
known, the adverse effect on the domestic market is much less than it is where 
there is no way of knowing where the flood will stop. 

As heretofore indicated, wage rates, standards of living, costs of production, 
and agricultural prices in this country are in many cases substantially above 
world levels. This requires import controls on the one hand to prevent a flood 
of destructive imports and some form of price adjustment on the other hand to 
permit our products to move in world trade. 

Article VI of GATT in effect prohibits the use of export prices which are 
lower than domestic prices. This raises serious questions with respect to agri- 
cultural programs based on a two-price system such as those which recently 
have been under consideration by Congress. This further raises serious ques- 
tions in connection with activities under the Agricultural Trade Development 
and Assistance Act. ' 

We support two-price plans and programs under Public Law 480 but do not 
believe that surpluses should be dumped on world markets. The subcommittee 
is well aware of the burden of surplus dairy stocks which has confronted the 
dairy industry and the Secretary of Agriculture for the past several years. We 
have needed desperately to dispose of these stocks, but not once have we sug- 
gested that they be thrown on the world market in sufficient volume to seriously 
harm other nations. 

We think it is an entirely different matter, however, for this country to move 
into foreign trade, at competitive world prices regardless of the domestic price, 
a sufficient volume of a product to retain a fair share of the world market. 

In the Agricutlural Act of 1956, Congress found it necessary in the interest of 
American agriculture to direct the Commodity Credit Corporation to sell for 
export at competitive world prices, without regard to whether such prices were 
below domestic prices, stocks of extra-long-staple cotton. CCC also was directed 
by the same legislation to sell at competitive world prices such quantities of 





FOREIGN TRADE POLICY 805 


cotton as will reestablish and maintain the fair historical share of the world 
market for United States cotton. 

In connection with foreign-trade policies, consideration should be given to the 
fact that wage rates, costs of production, and agricultural prices in this country 
are substantially above world price levels. As long as this condition exists, 
import controls will be necessary to prevent a destructive level of imports and 
export price adjustments will be needed to permit us to retain a fair share of 
the world export markets. The most serious problems in foreign trade are 
related to the General Agreement on Tariffs and Trade. Congress should exer- 
cise care not to approve GATT. It is equally important that Congress not 
approve an international trade organization to administer and interpret GATT. 











WasHINGTON, D. C., December 23, 1957. 
Hon. Hate Boggs, 
Chairman, Subcommittee on Ways and Means, 
House of Representatives, Washington, D. 0. 

My Dear ConGRESSMAN Boaes: 1. On March 21, 1957, the President of the 
United States directed the United States Tariff Commission to hold a hearing on 
tung oil for the purpose of determining whether tung oil is being imported into 
the United States under such conditions and in such quantities as to render inef- 
fective the price-support program for tung nuts. 

2. A public hearing was held on May 2, 1957, by the Tariff Commission at which 
all interested parties testified. 

3. On May 31, 1957, the Tariff Commission sent its recommendation to the Presi- 
dent. Findings of the Commission : 

“On the basis of its investigation, the Commission finds: 

“(1) That tung oil is being and is practically certain to continue to be im- 
ported into the United States under such conditions and in such quantities as to 
render or tend to render ineffective, or materially interfere with, the price-support 
program for tung oil and tung nuts undertaken by the United States Department 
of Agriculture pursuant to section 201 of the Agricultural Act of 1949, as amended, 
and to reduce substantially the amount of products processed in the United States 
from tung nuts or tung oil with respect to which such program is being under- 
taken. 

“(2) That to prevent imports of tung oil from further rendering or tending 
to render ineffective or materially interfering with the said program of the De- 
partment of Agriculture and from reducing the amount of products processed in 
the United States from domestic tung nuts and tung oil, it is necessary that an 
import fee of 3 cents per pound, but not more than 50 percent ad valorem, be 
imposed on imports of tung oil for an indefinite period. 


RECOM MENDATION 


“Tt is recommended that the President issues a proclamation pursuant to section 
22 (b) of the Agricultural Adjustment Act, as amended, putting into effect the 
import fee set forth in finding (2) above. 

“The Commission will maintain a continuing review of the trade in tung oil, 
and the effect of imperts thereof upon the price-support program of the Depart- 
ment of Agriculture and will take such action as may be appropriate when nec- 
essary for the purposes of section 22 (d) of the Agricultural Adjustment Act, as 
amended.” 

Immediately upon the publication of the Tariff Commission’s findings, the 
price of tung oil rose from 22 cents per pound, f. 0. b. North, to 24 cents per 
pound. Prior to this time, the domestic market was stagnant. 

Normally only several weeks expire before action is taken by the President. 
However, on September 9, 1957, more than 3 months later, the White House 
released a tung-oil import quota. During these 3 months—while the White 
House delayed—foreign tung-oil imports flooded the United States market and 
domestic oil slipped back to support price. Again the CCC took it over under 
loan. All this could have been avoided had the President accepted the recom- 
mendation of the Tariff Commission. 

The tung growers of the six Southern States of Alabama, Florida, Georgia, 
Louisiana, Mississippi, and Texas appeal to the Congress of the United States to 
help us save ourindustry. It is vital to our defense. 

We quote a statement, by Mr. C. R. Cornthwaite, head of Paints and Coatings 
Division, Office, Chief of Ordnance, outlining the strategic position of tung oil: 

“Fungus control in the tropics and semitropical countries presents a serious 
problem for our armed services. A varnish containing a fairly inert resin in 
a tung-oil vehicle with salicylanilide as the fungicide is the best protective coating 
material fo~ electronic equipment. I would not want to take a chance with any 
other material. 
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“Under similar circumstances to those of World War II concerning vegetable 
oils, it is highly probable that all the domestic tung-oil preduction and more would 
be needed by the armed services.” 

Respectfully submitted. 

TuNG GROWERS COUNCIL OF AMERICA, 

CLAUDE E. Bressg, President. 

LAMONT RowLanps, National Secretary. 

Mrs. HAMILTON Morrison, Washington Representative, 


STATEMENT ON BEHALF OF THE TUNG INDUSTRY BEFORE THE HOUSE Ways AND 
MEANS SUBCOMMITTEE ON FOREIGN TRADE POLICY 


Gentlemen of the committee, we appear here on behalf of the Tung Growers 
Council of America. This is the only all-growers organization, primarily con- 
cerned with the small grower, the “backbone” of the domestic tung-oil in- 
dustry. 

I. BRIEF HISTORY OF THE UNITED STATES TUNG INDUSTRY 


In its beginning, the American tung industry was not the scientific agricultural 
enterprise it is today. 

When the industry was introduced into this country shortly after the turn 
of the century and first plantings were made in the Deep South States, it was 
felt that the trees would grow wild without care, cultivation, and fertilization 
as they doin China. 

Accordingly, in the late 1920’s, when the industry went through a strong 
promotional stage, seedlings were planted between tree stumps on cutover pine 
land, in Swampy areas, in sandy or poor soils, and in other locations which 
were not suitable to their proper propagation. 

In a few years it was clearly demonstrated, as the trees withered, died, 
or became stunted, that the first haphazard approach to tung culture was both 
costly and futile. Hundreds of thousands of dollars invested in orchard plant- 
ings throughout the gulf-coast tung belt were lost. 

While some of these losses were due to the operations of unscrupulous or 
overambitious promoters, the basic reason for the unsuccessful operation of 
many early orchards was the ignorance or lack of knowledge of the planters of 
certain fundamental conditions which are vitally necessary to the proper culture 
of tung trees. Luckily for the industry, not all of these plantings were made 
on poor or unsuitable soil. Some pioneer orchards, planted in clay base, loamy, 
rolling tracts, thrived and are still producing large quantities of nuts. 

The experiences of these pioneers have provided the modern industry with 
certain fundamental rules which, if observed, add up to a successful tung- 
orchard operation. 

Tung growing, like any other business, should and must be profitable to thrive 
and expand. 

Generally speaking, it is not profitable for tung-oil producers to turn over 
their oil to the Commodity Credit Corporation and, needless to say, for several 
other reasons, tunggrowers resent having to do this. Without realistic im- 
port restrictions the bulk of domestic tung oil will continue to flow to the 
Cc. C. C. 

Il. WHAT TUNG MEANS TO THE ECONOMY OF THE SOUTH 


The domestic tung industry is now established as a permanent part of the 
agricultural economy of the South. The capital investment in the industry is 
over $50 million. There are 150,000 acres in tung groves in six of our South- 
ern States; namely, Alabama, Florida, Georgia, Louisiana, Mississippi, and 
Texas. The investment in improved living conditions, rural rehabilition, and 
a chance to share in the American way of life is not to be measured in dollars. 

The tung industry provides employment for approximately 20,000 people, 
many of whom would otherwise have little other means of earning a liveli- 
hood. It has also provided a basis for increased tax revenues for the expan- 
sion and improvement of schools, roads, hospitals, and other health facilities. 

However, the decline in the income of tunggrowers is now being felt through- 
out the Tung Belt. Bankrupt farm equipment dealers and merchants, along 
with farmers, attest to the seriousness of the situation. 
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' II. A REVIEW OF GOVERNMENTAL ACTION CONCERNING TUNG OIL 


‘During World War II, tung oil was classified as a strategic material and 
production of domestic tung oil was encouraged for several years by high in- 
eentive payments for cover cropping and conservation practices. Also, numer- 
@us Government bulletins were published urging farmers to plant tung trees. 
Commodity Credit Corporation purchased for the strategic stockpile, to be allo- 
cated for essential strategic uses, the entire domestic crop produced during the 
years 1942 and 1943 at 36 cents and 3714 cents per pound, respectively. In 1949 
tung oil was placed on the present support program at 60 to 90 percent of parity 
under the General Agricultural Act. 

More recently, the Head of Paints and Coatings Division, Mr. C. R. Corn- 
thwaite, Office, Chief of Ordnance, outlined the strategic position of tung oil 
with the following statement : 


Importance of tung oil to our Nation 


“Fungus control in the tropics and semitropical countries presents a serious 
problem for our armed services. A varnish containing a fairly inert resin 
in a tung-oil vehicle with salicylanilide as the fungicide is the best protective 
coating material for electronic equipment. I would not want to take a chance 
with any other material. 

“Under similar circumstances to those of World War II concerning vegetable 
oils, it is highly probable that all the domestic tung-oil production and more 
would be needed by the armed services.” * 


IV. THE PROBLEM 


The new annual import quota of 26 million pounds proclaimed for a 3-year 
period by the President on September 9, 1957, is preventing the orderly market- 
ing of American tung oil (1956-57 production was 32 million pounds) through 
normal trade channels at prices at or above support price levels. This large 
importation of tung oil plus swollen stocks on hand of some 30 million pounds 
are disrupting the tung price support program of the Department of Agriculture. 
They are strangling the domestic tung industry, which is faced with approxi- 
mately a 23-cent per pound cost of production, a support price of 20.5 cents per 
pound, and a stagnant market—approximately at the support level. 

We are confronted with an emergency. Imported tung oil is taking over the 
American market at prices just under the loan. The new exorbitantly high 
3-year quota of 26 million pounds annually represents more than the total com- 
bined average production of Argentina and Paraguay for that period. Large 
quantities of American tung oil are being forced into the loan—some 15 million 
pounds on the 1956-57 marketing year. In effect, foreign tunggrowers are being 
subsidized at the expense of the American tung industry and American tax- 
payers. This is our problem. 

Vv. THE SOLUTION 


The long and short of it is, that foreign tung producers have twisted the 
American price-support program so that it operates to their advantage and to 
the disadvantage of domestic producers. By selling at, or just under, the sup- 
port price, foreign producers have struck at American agriculture in two vital 
places: (1) They have driven down the price of tung oil; (2) they are usurping 
the American market for tung. 

There is no good reason why the United States should be obligated to take, 
year after year, 70 to 100 percent of the foreign tung production, duty free, 
when it brings about declining prices in the United States for tung oil and when 
it means that most of the domestic tung oil must go into the loan and cost 
United States taxpayers an unnecessary loss. 

The solution is the immediate application of a 3- to 5-cent fee on foreign 
imports of tung oil, to supplement the present unrealistic annual 26 million 
pound quota. 

Fee 
The TGCA and the majority of tung producers feel that a minimum fee of 


3 cents per pound on imported tung oil as unanimously recommended by the 
United States Tariff Commission on May 31, 1957, is necessary to bring about 


1 July 17, 1956, Tung World Magazine. 
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immediate correction or relief to a very sick domestic tung-oil program, as well 
as the chronically ill United States tung producer. 

A fee is necessary from both a short-range and a long-range standpoint for 
the following reasons: 

1. It is the only effective measure presently available to supplement alterna- 
tive to an ineffective quota program which is set up for the next 3 years. 

2. The immediate application of a fee of 3 to 5 cents per pound, by the Presi- 
dent, will serve to increase domestic tung-oil price by at least 1 to 2 cents per 
pound thereby largely terminating the movement of growers’ oil to the CCC. 
The fee plan proved its worth in June 1957, for immediately following the Com- 
mission’s May 31 announcement of the recommendation of a 3-cent fee on tung 
oil, the price rose 1 cent per pound from 21 cents south to 22 cents and then 
climbed to a high of 23%, cents within 3 weeks’ time. (See exhibit A.) 

3. The fee will strongly encourage the movement of Latin American tung oil 
to the European market (which is presently above the United States market), 
thereby reducing excessive imports to the United States. 

4. It will serve as a stabilizing factor in connection with the instability of 
the currency of foreign tung oil producing countries. 

5. A reasonable fee will at least partially offset the much lower cost of foreign 
production of tung oil, as compared to that in the United States. 

6. It will bring about a balanced budget to the United States tung-oil program 
and will eliminate the possibility of a continuation of substantial total Govern- 
ment losses on tung oil as experienced in 1955 and 1956. 

In short, the Tung Growers Council of America respectfully urges the commit- 
tee to request the adoption of a 3- to 5-cent per pound fee to supplement the 
present unrealistic tung-oil quota. 


Exnuisit A 
UNITED STATES TARIFF COMMISSION 
Washington 
(Public information for release, May 31, 1957) 
TARIFF COM MISSION RELEASES REPORT TO THE PRESIDENT ON TUNG OIL 


The Tariff Commission released today its report to the President on the results 
of its investigation No. 15 conducted under section 22 of the Agricultural Adjust- 
ment Act, as amended, with respect to tung oil. 

The Commission found that tung oil is being, and is practically certain to 
continue to be, imported under such conditions and in such quantities as to render 
or tend to render ineffective, or materially interfere with, the price-support 
program for tung nuts and tung oil undertaken by the Department of Agriculture 
pursuant to section 201 of the Agricultural Act of 1949, as amended, and to reduce 
substantially the amount of products processed in the United States from 
domestically produced tung nuts and tung oil. To prevent such interference, 
the Commission recommended to the President that for an indefinite period an 
import fee of 3 cents per pound, but not more than 50 percent ad valorem, be 
imposed on imports of tung oil. Tung oil is presently free of import duty. 

Copies of the Commission’s report are available upon request as long as the 
limited supply lasts. Address requests to the United States Tariff Commission, 
Eighth and EB Streets NW., Washington 25, D. C. 


SUPPLEMENTAL BRIEF BY THE TUNG GROWERS COUNCIL OF AMERICA ON BEHALF OF 
THE TUNG INDUSTRY 


1. Historical consideration concerning fees 


Several competitive oils are protected by a fee or duty and a variety of com- 
modities enjoy fees on foreign imports. ‘The following is a list of commodities 
for which fees were recommended and/or applied during the period 1954-57: 
Linseed oil, flaxseed, peanut oil, peanuts, almonds, filberts, wool, and barley. 


2. Artificially created large carryover stocks of tung oil uncalled for 


The fact that large quantities of carryover tung oil stocks existed during some 
past years is insufficient reason for imposing a quota of 14 million pounds or 
more which creates carryover or stocks on hand of 40 to 50 percent of the total 
annual United States consumption of tung oil. As a matter of fact, excessive 
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quantities of carryover stocks contribute to below-support-level price for 
domestic tung oil. 

As to the effect of low or high carryover stocks on domestic consumption of 
tung oil, a glance at the Department’s statistics (table 1) presented at the hear- 
ing én May 2, 1957, shows clearly that there is no correlation between low carry- 
over or beginning stocks and low consumption or high beginning stocks and 
increased consumption. Tables 1 and 2 also prove that consumption of tung oil 
in the United States has remained at a 50-million-pound level despite high or 
low market price. This refutes the argument of our opposition “that large 
carryovers of tung oil and low price are necessary to assure continued use of tung 
oil by the consuming industry.” 


3. The testimony of May 2, 1957, hearing and consultation with authorities sub- 
stantiates the present need for a realistic fee on foreign tung oil and not an 
unrealistic quota 

A. Mr. Daniel Boland, counsel, National Paint, Varnish & Lacquer Association, 
in answering to Mr. Claude Beebe’s, president of the Tung Growers Council of 
America, question concerning the probably immediate effect of a 14-million-pound 
quota stated: “No, I could not say that tung-oil price would immediately rise as 
a result of imposing such a quota—I am not in a position to predict prices.” 

B. Mr. David Nash, tung-oil dealer and authority on tung-oil marketing and 
representing the Bureau of Raw Materials, when asked by Mr. Claude Beebe, 
president of the TGCA, “Would the imposition of a 5-cent fee on foreign tung 
oil under present conditions (total stocks of tung oil in the United States, etc.) 
immediately bring about a price increase of one-half to 1 cent per pound of oil, 
or more?” Mr. Nash replied: “Yes, in my opinion it would.” 

C. Consultation with a number of dealers, paint men, tung processors, and 
Department men brought similar answers to the above questions; that is, no one 
will predict that a 14-million-pound quota or larger will be of any immediate aid 
to the sick domestic tung-oil support program, whereas, nearly all consulted 
predicted that a realistic fee would bring immediate results. Please refer to 
attached letters (exhibits B-1 through B-5) from over 50 percent of United 
States tung-oil processors who market a large percentage of the domestic tung 
oil. 


4. Immediate corrective measures needed for curing chronic illness of United 
States tung-oil support program and the domestic producer 

What the effect of an unrealistic quota, as proposed by others on May 2. will 
have on tung-oil price and tung-oil support program 1 or 2 years from now is 
an interesting academic question, but not one which should presently interest all 
eoncerned with the tung industry. A sound corrective program which will bring 
favorable results next week or next month and not next year is called for. 
The need is urgent. A majority of tung growers and millers realize that all is 
lost if a solution to the present dilemma facing the tung support program is not 
found. The same producers and processors also know that many growers and 
a number of millers will “not be around” in another year if they cannot market 
tung oil in the normal American way—on the open market during the next 10 
months. Many tung growers have collapsed financially already, and hundreds 
more will soon follow suit unless the present United States tung-oil program is 
made to work as Congress intended it to work. Furthermore, continued “take- 
over” of domestic tung oil by the CCC will result in a shortage of storage facili- 
ties at southern mills as it has in the past. Theend result is serious interference 
with the processing phase of the tung-oil industry. 

Again, the Tung Growers Council of America, on behalf of a majority of 
tung-oil producers and processors, urges the imposition of a realistic program: 
namely, a fee of 5 cents per pound on foreign tung oil, excluding presently 
banned Chinese tung oil. 

Respectfully submitted. 


Tune Growers Counctn or AMERICA, 
CraupE FE. Beesnsz, President. 
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Exuisit B-1 


ALABAMA TUNG FARMS, 
Florala, Ala., May 14, 1957. 
Mr. LAMONT ROWLANDS, 
National Secretary, Tung Growers Council of America, 
Bow 230, Picayune, Miss. 

Dear Mr. Row.anps: After having reviewed the summary of the Tariff Com- 
mission dated May 2, the writer wishes to endorse the fee plan endorsed by the 
Tung Growers Council of America. 

It seems to me that whole measures, not half measures, are required to make 
the present United States tung oil support program function as intended by 
Congress. A 5-cent-or-more fee will certainly increase the tung oil market 
price to the point that domestic oil will move on the open market, and not to 
the CCC with South America usurping the United States market. 

I sincerely hope the Tariff Commission grants a 5-cent-or-more fee on foreign 
tung oil. You have my permission to use this letter as you may see fit. 

Sincerely yours, 
Haroip J. STROMSEM, 
ALABAMA TUNG MILLs, INC. 
Exuisir B-2 


AMERICAN TUNG MILLs, INCc., 
Florala, Ala., May 13, 1957. 
TUNG GROWERS COUNCIL OF AMERIOA, 
Florala, Ala. 
(Attention: Mr. Claude Beebe.) 


Dear Mr. BEEBE: As you know we operate a mechanical extraction plant and a 
solvent extraction plant at Florala, Ala., and a mechanical extraction plant at 
Altha, Fla., and the origin! cost of our milling facilities is equal to or perhaps 
greater than any other capital investment in milling facilities in the Tung Belt. 
We also crush 90 percent of the non-mill-owned tung nuts originating from 
Mobile, Ala., in the west, through Gainesville, Fla., in the east, with an excess 
of 800 tung growers patronizing our services and it is evident to us that in the 
not too distant future we will crush more tung nuts than any other mill. Con- 
sequently, we are greatly concerned about our present unfortunate marketing 
situation. 

It is also a matter of record that we enjoy the highest average tung oil sales 
price in the belt with the smallest percentage of total production delivered to 
CCC under the past support programs. This enviable record is the result of a 
carefully planned sales program based on offering tung oil to consumers, through 
dealers, at prices which make tung oil paint liquids competitive with other oleo- 
resinous paint vehicles. This was accomplished by preparing a series of raw 
and finished costs for “penta” castor paint vehicles and comparing them with 
competitive tung oil phenolic combinations from which a competitive price for 
tung oil was established, which, of course, is the only way to establish a price 
for any commodity. 

However, in spite of the fact that the cost of “penta” castor combinations are 
substantially higher than competitive tung phenolic combinations the present 
price of tung f.o.b. New York is below the support price f.o.b. domestic mills as 
the result of South American tung oil interest’s practice of offering their oil 
below the support price f.o.b. New York, and in essence, our support program 
simply provides a market for Argentine oil at prices above the support level and 
prevents the sale of our commodity through normal channels. 

It is our opinion that the present USDA plan of establishing a South Ameri- 
can quota of 20 million pounds annually will continue to render the present sup- 
port program ineffectual and will not solve the USDA’s tung oil support program 
problems. 

If the USDA’s plan is accepted, commercial stocks will be reduced and a por- 
tion of the present domestic stocks will be sold with the remaining portion 
acquired by CCC through a takeover. Since the proposed quota and anticipated 
domestic production will be in excess of consumption and CCC habitually sells 
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its commodities when a demand exists, regardless of price, if South American 
interests continue their present sales policy an annually increasing CCC takeover 
of the domestic tung oi) will be inevitable under the 20-million-pound quota plan. 

Under the circumstances we recommend that the Tariff Commission impose a 
duty or a fee on foreign tung oil with consideration given to the average world 
price of tung oil and establishing the fee or duty so that it would be impossible 
for foreign tung oil interests to sell oil on the domestic market at prices which 
would render the support program nonfunctional, along with preventing our 
industry from selling our commodity through normal channels, at prices com- 
petitive with other paint raw materials. 

Yours very truly, 
MICHAEL LISANTI, President. 
Exuisit B-3 


JUMPIE RUN PLANTATION, INC., 
Sanford, Fla., May 16, 1957. 
Mr. LAMONT ROWLANDS, 
National Secretary, Tung Growers Council of America, 
Box 230, Picayune, Miss. 


DeaR Mr. RowLanps: We are very much concerned about the unregulated 
imports of tung oil, which materially affect the production of that commodity 
in this country. These imports at times might easily assume the proportions 
of dumping, and break, or perhaps unduly influence, the price to the detriment 
of the producers. 

Recent hearings in Washington before the United States Department of Agri- 
culture and the Tariff Commission apparently eliminate the possibility of effec- 
tive import quotas. 

There are many factors over which the producers and millers have no control, 
which result from Federal laws and increase the costs of production and milling. 
Under these circumstances it is entirely logical and just that some form of 
equalization in price be provided, so the domestic producers and millers will not 
be legislated out of business. 

We, therefore, urge that careful consideration be given to a fee system, or 
some other fair plan, that will not result in market and price discrimination 
against the domestic industry. 

Yours very truly, 
RANDALL CHAsr, 
ExHisir B-4 


Wapbe TuNG Orr Co., 
Bogalusa, La., May 13, 1957. 
Mr. LAMONT ROWLANDS, 
National Secretary, Tung Growers Council of America, 
Picayune, Miss. 


Dear Mr. Rowianps: We have read the brief of Tung Growers Council filed 
with the Tariff Commission on May 2 and also the supplemental brief to be filed 
with the Commission. It is very evident to us that something must be done 
immediately to protect the tung growers. Many of them have abandoned their 
tracts and many others will if this year’s crop does not bring fair returns. 

We are in a rather good position to judge the situation, since we operate a mill 
and also own large tung acreage in our family. We certainly know that allow- 
ing foreign oil to come into this country is destroying the economy of farmers 
and merchants in sections where tung is produced. 

You have permission to use this letter in any way it may be of help, and we 
sincerely hope the Tariff Commission will realize the necessity of the fee of 
5 cents, which ought to bring immediate protection. 

Yours very truly, 


M. E. Wane. 





Pusiic AFFAIRS INSTITUTE 
Washington 3, D. C., October 10, 1957 
MEMORANDUM: A 2-YEAR TARIFF ADJUSTMENT 


Subject: Renewal of the Reciprocal Trade Agreements Act. 


A very simple amendment to that act may facilitate its renewal next spring. 
The suggested amendment is that the first 2 years after any new reciprocal 
tariff reduction goes into effect be used to collect and set aside out of tariff 
revenues on the affected commodities sufficient adjustment funds to compensate 
displaced workers, and also sufficient funds to provide loans or grants to com- 
panies and communities which are provably disadvantaged by any new tariff 
reductions. 

These funds are to be accumulated through the 2-year operation of interme- 
diate tariff rates, with the difference between the revenue for 2 years which 
would have been collected at the agreed-upon final low rate and the revenue 
which is actually collected at the higher intermediate rates being set aside for 
compensation and aid to workers, companies, and communities provably dis- 
advantaged by the tariff change. In the third year of the agreement, the tariff 
rate would go to the final level of the agreed reduction, and no further set-asides 
for adjustment and compensation purposes would be made. 

Figures given below indicate that this procedure could make available an 
average dismissal wage of $4,000 for any displaced workers and management 
personnel, and also make available to companies and communities for loans or 
grants sums which would amount to more than $1,500 per worker involved. 

What is involved here is a simple bookkeeping process of addition, multiplica- 
tion, and subtraction, which the Treasury could carry out in a week. It would 
add the actual tariff revenues received (at the intermediate rates) on the 
affected commodities for the first 2 years of any tariff-reduction period. It 
would calculate for those 2 years the tariff revenues which would have been 
obtained on the same quantities of imports of those commodities at the low final 
rate stipulated in the agreement. It would subtract the second sum from the 
first. The difference between them would automatically be set aside on the 
books as an adjustment fund for the use of individuals, companies, and commu- 
nities adversely affected. This would, of course, have to be authorized by 
Congress. 

It may be pointed out that, in view of the worsening business situation in 1958 
and the sharpening differences of opinion within both parties, some effort to 
soften the effect of future tariff reductions may not only be desirable, it may 
also be necessary, if the Reciprocal Trade Agreements Act is to be renewed at all. 

The suggestion made here, which provides some adequate dismissal-wage pay- 
ments to workers provably displaced by any new cuts in tariff rates, seems to 
have a few advantages over earlier suggestions for softening the short-term 
effects of tariff reductions. 

1. It does not call for any new appropriations. The foreign producers, in 
effect, can be said to be paying for the adjustment fund through tariff rates 
which will, for a short, 2-year period, remain slightly higher than the final rates 
which will be paid after the first 2 years. For example, if a given tariff rate is 
to be reduced from a rate of 20 percent to one of 15 percent by negotiation, the 
foreign producers might be expected to pay an intermediate rate of 18% per- 
cent the first year and 1634 percent the second year and 15 percent in the third 
and subsequent years, instead of paying 15 percent from the very first year of 
the period. (Our trading partners could, of course, be expected to ask and 
obtain the same intermediate tariff rates on our exports to them.) 

2. The dismissal-wage procedure has the advantage of leaving the unemploy- 
ment-compensation system uncomplicated by differences between workers draw- 
ing 26 weeks of compensation and others, if they do not find new jobs, drawing 
up to 52 weeks. It avoids the question of raising all unemployment-compensa- 
tion payments to carry a new load. Also, it makes available, which supple- 
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mentary unemployment compensation does not, a lump sum which is big enough 
to allow a displaced worker to cover moving expenses to a new working location 
and to allow him time enough to try to find a good job. The figure of $4,000 
for that purpose is used as a probably available average in the attached illus- 
tration. 

The McDonald proposal in the Randall Commission report represented a large 
step forward in the whole discoussion of adjustments to short-term hardships. 
This suggestion simply provides what seems to be a somewhat easier way of 
achieving the McDonald purpose, while at the same time avoiding the problems of 
new appropriations and also of unemployment-compensation complications. 

Since there may also be efforts in the coming spring to hold future tariff cuts 
to some relationship between United States and foreign wage differentials (see 
the suggestion by Representative Thomas B. Curtis, of Missouri, in the Congres- 
sional Record of August 15, 1957), it should also be pointed out that this sug- 
gestion is incomparably easier to administer than any tariff setting on such a 
differential basis, and also allows a greater degree of trade freedom. 

In the following illustration of the way in which an adequate adjustment fund 
eould be derived form the foreign producers, several assumptions concerning 
the short-term effects of tariff reductions have been made. They follow, in a 
general fashion, the estimates of the Department of Labor, the Bell committee, 
and Howard Piquet. They should, however, be examined carefully by the experts 
in the field, and, if the sources for the adjustment fund are found to be too low, 
the suggestion can be changed either by having a 3-year intermediate period of 
higher than final tariff rates instead of a 2-year period, or by having slightly 
higher tariff rates than those given in the illustration for the first 2 years. 

One basic estimate in this illustration is based on Piquet’s guess that a 100 per- 
cent reduction in tariff rates would increase the imports of dutiable goods by a 
maximum of 38 percent. This is rounded here to 40 percent, and is recast to read 
that each 1 percent tariff reduction involves an increase of 0.4 percent in imports. 
So in the following illustration a cut of 25 percent from a tariff rate of 20 
percent to a tariff rate of 15 percent is estimated to involve an increase in imports 
of 10 percent (line 3). Another basic assumption comes from the Bell committee 
estimate that an increase in imports from $700 million to $1,000 million would 


cause an immediate (not a long-term) displacement of from 60,000 to 90,000 — 


workers. . Since compensation for all the direct displacement is involved here, 
the derived figure of $11,000 of imports causing the direct displacement of 1 
worker is used (line 10). In this particular illustration the base year imports 
of dutiable products are assumed to be $8 billion and the average existing tariff 
rate 20 percent. Any other base year assumption would serve as well. 

The figures in this particular illustration show that a tariff reduction of 25 per- 
cent on $8 billion of dutiable imports might be expected to increase imports by 
$800 million, and cause a short-term direct displacement of 72,800 workers, while 
the intermediate tariff rates would, during the first 2 years, allow for the accumu- 
lation of an adjustment fund of about $415 million, or enough to provide dismissal 
wages of $4,000 to each of the people adversely affected and leave about $124 
million available for loans and grants to provably disadvantaged companies and 
communities. Some allowance for administrative expenses needs to be made. 
There would be no significant change in the relative coverage if the tariff reduc- 
tion were larger or smaller than the 25 percent taken in the illustration. 
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Illustration: A 2-year tariff adjustment 


[Example: A 25-percent reduction from 20-percent to 15-percent rates] 














Base | | 3-year 
year | Ist year | 2d year | 3d year | cumula- j 
| tive total 

a at a = ss rete “ | ‘iis to ne 
1. Operative tariff rate (percent). ___________-----. 20 1814 | 1634 15 1 1634 
2. PC reduction from base rate (percent)... ......-- Lobel 8. 33 | 16. 66 25 | 11634 
3. PC increase in imports (percent) iliac 3. 33 6. 66 10 1 6. 66 
4. Dutiable imports (millions) ommdeasel $8, 000 $8, 270 $8, 530 $8, 800 $25, 600 
5. Increase in imports (millions) rit $270 $530 $800 $1, 600 
6. Revenue from operative tariff (col. 1 times col. 4) | 

(millions) tn dindpdenied $1,600 | $1,515 | $1,420 $1, 320 $4, 255 
7. Final tariff rate (percent) : : 15 | 15 BP is inane 
8. Calculated revenues from final tariff (col. 4 times | 

col. 7) (millions) - Jaccc---sec} 61,900: 91,200 $1, 320 $3, 840 
9. Adjustme nt fund (col. 6 minus co). 8) (millions) Pp $275 | $140 0 $415 
10. Maximum labor displacement (col. 5 divided by 

$11,000) __ wowed | eeu 24, 600 48, 200 72, 800 72, 800 
11. Dismissal wage payments (col, 10 times $4,000) | 

(millions) salsleastahe ibe $99 $193 $291 | $291 
12. Available for loans, grants to companies and 

communities (col. 9 minus col. 11) (millions) 


pas uesyi $124 


1 Average. 


The administrative problems involved in the distribution of the dismissal 
wage and the loans and grants to disadvantaged companies and communities 
need to be worked out in full detail, but hardly seem insoluble. 

The main idea is that if you don’t soften the direct effects and hardships 
of tariff reductions, you won’t get any reductions, and that it is better to have 
slow reductions than no reductions, and that it is easier to do the job with 
tariff revenues already being received than by asking Congress to appropriate 
other tax revenues for it. 

This suggestion was developed at the Merrill Center for Economic Studies this 
summer and has had the advantage of some preliminary oral criticism by some of 
the distinguished participants. 
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THE “DEFENSE ESSENTIALITY” OF READJUSTMENT ASSISTANCE * 
By Otto R. Reischer, human resources area files, American University 


1. Adjustment to changed conditions of trade 


American producers, especially those in industries producing import-sensitive 
goods, have become increasingly accustomed to protective devices keeping out 
competitive imports. They have geared their operations to these devices, hold- 

overs in fact from a period—less than a hundred years ago—when the United 
States was a newly industrialized country. The world was then effectively 
| smaller than it is now—or more compartmentalized, at any rate: Britain was the 
} “world’s banker,” the United States in the main a raw materials exporter, and 
Russia a member of the concert of Europe. Three generations and two sputniks 
later, economic and political revolutions have altered this layout beyond recog- 
nition. And it is no exaggeration to say that the era of “economics of welfare” 
has given way to an age preoccupied with the “economics of survival.” At the 
same time the conditions of, though not the laws governing, international trade 
have also undergone a profound change. 
; The nature of purely economic benefits from international trade—based essen- 
. tially on the doctrine of comparative advantage—remains unchanged even now. 
But the age of “survival economics” has given rise to economic ideas and concepts 
of its own. 

“Defense essentiality” and “trade, not aid” are two of the most widely used 
of these concepts. People talking about the “defense essentiality” of a given 
industry in claiming protection for it are oblivious to the fact that the very 
threat to that industry from increased competitive imports may prove to be 
more essential to this country’s defense than its undisturbed existence. The 
concept of “trade, not aid,” here taken to refer to a method of cementing free 

/ world alliances at the economic level, also assumes a “defense-essential” con- 

notation, albeit more broadly than the ideas usually associated with that term: 
A freer flow of trade and capital, in lieu of unilateral economic aid, between 
this country and its non-Communist allies strengthens the latter’s economies, 
and to that extent strengthens the free world’s defenses against attempts of the 
Sino-Soviet bloc at economic and eventual political penetration. 

But otherwise concern with economic logistics at home and abroad has failed 

. to add to the stock of analytic tools, chiefly because in pondering the problems 
on which attention is focused now—like in the “traditional theorizing about 
| international trade,”* of which Staley complained some years ago—the transi- 
tion problem of adjustment to new conditions of trade has once more been al- 
| most ignored. 
| The transition involves changes in industrial structures in countries at dif- 
ferent stages of economic development and with different resource endowment 
necessary to adjust to new trading conditions. The problem arises out of the 
| essential immobility of factors of production in the short-run, and is intensified 
in a protection-minded environment. 

The purpose of this paper is to briefly reexamine the question of whether and 
| by what means the gap between the short-run and the long-run can be bridged 
by Government action, to the extent that private industry is unable to carry 
. the burden of readjusting to the changed trading conditions as indicated. 
| 
| 
} 


2. The nature of Government intervention 


Government intervention in the economic sphere is of two types: sustaining 
intervention and adaptive intervention. Sustaining intervention is a policy 
whereby established interests are protected in old ways of doing things. This 


1This paper is in part a comment on Stanley H. Ruttenberg’s Problems of Adjustment 
for American Industry in the Light of United States Foreign Trade Policy, in Foreign 
Trade Policy, Compendium of Papers on United States Foreign Trade Policy, collected by 
the staff for the Subcommittee on Foreign Trade Policy of the Committee on Ways and 
Means (Washington, 1957), especially pp. 792-794. 

2 Staley, Eugene, World Economic Development, second edition (Montreal, 1945), p. 189. 
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helps to create a situation untenable except for further Government aid. Meas- 
ures of sustaining intervention thus tend to perpetuate themselves and neces- 
sitate continuing Government intervention and control. A policy of sustaining 
intervention also works against the forces of the price system to which private 
enterprise by and large responds. 

A policy of adaptive intervention, on the other hand, works with the forces 
of the price system, and is self-terminating rather than cumulative. Adaptive 
intervention facilitates the movement or transition from one situation to an- 
other. But, in contrast to a sustaining intervention, it does not become part 
of the new situation. A program of adaptive intervention would be designed 
to help reorient industry and labor so as to be able to take maximum advantage 
of new economic opportunities and make the transition from the short-run to 
the long-run bearable. 

The short-run is a situation “where the producers have to adjust their supply 
to the demand as best they can with the appliances already at their disposal: 
(where), if the supply is excessive (—as it would be, for example, as the result 
of increased competitive imports—), some of (these appliances) must remain 
imperfectly employed, since there is no time for the supply to be much reduced 
by general decay, and by conversion to other uses.” * 

But given the resources, or the credit necessary, producers can make the adjust- 
ment, or embark on the transition to the long run a situation where “all invest- 
ments of capital and efforts in providing the material plant and the organization 
of a business, and in acquiring trade knowledge and specialized ability, have 
time to be adjusted (to the demand they may be expected to meet).” * 

In actual practice, circumstances often have enabled domestic producers to 
make the transition for the short-run (also called partial adaptation)“ to the 
long-run (also called total adapatation), without outside assistance. But there 
have been cases where producers have not been able to make the requisite adjust- 
ment under their own steam. And for the workers employed by these less 
fortunate enterpreneurs the consequences of failing to adjust has been even more 
serious. 

The major adjustment open to labor in the short-run is mobility. But it is 
precisely in the short-run—when faced with the need for immediate adaptation— 
that some factors, notably labor, are very immobile indeed. And where there is 
relative immobility, considerable and persistent unemployment results.® 

“Adaptation” may be defined as any change that, once accomplished, results 
in better use of resources, in the sense that more, or steadier, or better distributed, 
real income is produced.® But even a change to the better in the country’s indus- 
trial structure takes place at a certain cost to individuals or groups, and therefor 
encounters serious resistance. In order to overcome such resistance, these 
transition costs would have to be minimized. This can be done by a program 
of assisted readaptation or readjustment. 

The human costs of unaided partial adaptation can be very great: Workers, 
farmers, miners may be displaced from their customary employment and sub- 
jected to prolonged idleness. Under a policy of adaptive intervention, however, 
industrial mobility would be stimulated so that transfers of capital and labor 
would take place more rapidly, out of industries that ought to contract, and into 
industries that ought to expand. Eventually there would emerge a situation of 
total adaptation to changed worldtrade conditions. 

From the standpoint of the individual, transition costs include earnings foregone 
between the loss of one job and the finding of another; the expenses of moving 
a family to a new location; the decline in earning power of a particular skill; 
oo the decrease in earnings and returns from an established business and the 

e. 

From the viewpoint of the economy as a whole, transition costs include pro- 
duction lost in shifting workers or equipment to a new location; the cost of 
retaining workers and of refitting capital equipment for new uses; and any 
dislocations during the readaptation which may spread and cause disturbances 
in other sectors.’ All these costs, coupled with inertia and lack of information 


— Alfred, Principles of Economics, eighth edition (London, 1920), pp. 376-377. 


48 See Wiles. P. J. D., Price, Cost, and Output (Oxford, 1956), Bor 


5 See, for example, Miernyk, William H., Inter-Industry Lal . Mobility : The Case of 


the Displaced Textile Worker (Boston, 1955), especially pp. 
® See Staley, op. cit., p. 190. 
7 Noneconomic costs in terms of disruption of established patterns of living and strain: 
of facing an uncertain future most often are considerable, too. 
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about opportunities elsewhere, hamper expeditious readjustment. Obstacles 
of a different variety, but of equal seriousness, are the activities of protec- 
tionist groups and legislation sponsored by them, usually designed to increase 
the amount of sustaining (that is, nonadaptive) intervention already present 
in the economy. 

But no matter how high they may appear at first glance, transition costs in- 
volved in an adaptive change essentially are temporary: the corresponding gains, 
on the other hand, like those from any other form of economic advance, are 
lasting. A readaptation may be said to have been successful when the gains 
from it exceed or at least offset the costs of transition. But since the gains 
from readaptation are lasting, they are bound to be greater, from a social view- 
point, than any costs the readaptation may entail. 

From the individual’s viewpoint, the gain from readaptation will be greater 
too, provided the adjustment can be made bearable. At this point the Govern- 
ment has to step in with an equitable program of readjustment assistance, 
spreading the costs of transition in return for the more widely shared gains 
of successful readaptation—the benefits of freer trade that will be diffused 
throughout the economy. 


8. The Government’s role in readjustment 

Only the Government has the power and the resources to provide a nursery, 
as it were, in which burgeoning infant industries can begin their career under 
appropriate protection from foreign competition. In its early stages an adaptive 
intervention, this type of protection becomes sustaining, as the industries, in- 
stead of letting themselves be transplanted as their economic powers grow, use 
these powers and the political influence that goes with them to resist removal 
from the nursery: the former infants, long since matured, remain behind their 
hedge of protective devices, safe from the vagaries of foreign competition. 

Such a situation connotes absence of adaptability. But upon adaptability 
depends the country’s economic growth in the presence of new economic op- 
portunities and new competitive forces created by shifts in the world-trading 
situation. Adaptability can be increased by careful Government action. But 
instead of continuing the type of sustaining or restrictive intervention tending 
to perpetuate protective trade barriers, these barriers must now be removed 
while at the same time a policy of adaptive or constructive intervention is being 
instituted in order to facilitate industrial adaptation. 

This change in Government policy from protection to adaptation will entail 
a partial or complete withdrawal of tariff protection from certain industries. 
Severe losses to groups or individuals will result from such a withdrawal. These 
losses not only are indeed open to objection on social grounds alone, but they 
also may give rise to political opposition which would prevent measures imple- 
menting a policy of adaptive intervention from ever being tried. 

Attrition of an industry due to general technical progress is not the same as 
damage inflicted on that industry by intensified import competition resulting 
from lowered trade restrictions. In the latter case the damage would be done 
by a policy decision of the Government taken in the national interest—in the 
sense that matters of trade and tariff policy are of a national, rather than 
regional, sectional, or local character.’ The Government therefore is responsible 
for taking steps to mitigate some of the immediate adverse consequences of a 
freer trade policy. 


4. Maintaining competition, domestic and foreign 

In the domestic economy of a free society like our own, where market forces 
are being given reasonably free play, technical progress tends to become identi- 
fied with the “law of the market”—the operation of impersonal economic forces 
to which producers have to submit or perish. The Government’s concern is to 
keep these forces operating at home, and to implement them by antitrust legis- 
lation and related controls. The Government also is obliged to desist from 
influencing technical progress in any other than a positive direction—through 
patent grants, research activities and other constitutionally and politically 
acceptable means. 


8'Their character is indicated by the manner in which tariff problems are presently 
administered. Since the establishment of the Tariff Commission in 1913, these decisions 
are taken on a national basis, with the President presumably taking a more national view 
of the general welfare than individual Members of Congress, for example. The latter’s 
necessarily more narrow views would be likely to prevail, however, if legislative determi- 
nation of tariff schedules—customary before the Tariff Commission was established—were 
reinstituted. See S. Rept. No. 1053, 85th Cong., 1st sess. (H. R. 6894), pp. 13-14. 
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In our free society's foreign economic theater of operations the “law of the 
market” only rarely has been given free rein. Here market forces still are 
hemmed in by many restrictive devices dating back to a period when such 
restrictions were in fact beneficial on a nationwide basis. 

Within an industry, firms differ in ability to cope with new developments and 
new types of competition. While domestic competition has to be accepted, as 
the law of the land, with a tradition going back several generations, foreign 
competition has not had to be accepted—at least not until fairly recently. This 
was so because a truly national policy dealing with foreign competition did not 
exist before the establishment of the Tariff Commission in 1913. This national 
policy was, of course, considerably strengthened by the Reciprocal Trade 
Agreements Act of 1934.° 

Unlike economic progress in a free society, the impact of a governmental 
policy decision reducing tariffs can be regulated, phased, and timed so as to 
facilitate adjustments to be made and thereby minimize injury suffered by 
industries competing with increased imports. As in safeguarding competition 
on the domestic scene, the Government’s decision to further competition in 
foreign trade also is intended to increase the general welfare: through the 
benefits from specialization according to comparative advantage in the long-run 
(total adaptation) ; and, in the short run (partial adaptation) through con- 
cessions obtained from our trading partners. In both instances, American 
exports would be increased, quite aside from the political advantages that would 
be gained by freer trade. 

But withdrawal of protection from an industry relying on it will contribute to 
the demise of certain members of that industry, unless they are given a chance 
to make a satisfactory adjustment.” Lowering of trade restrictions may be 
termed a withdrawal of “external negative protection to small business”: Ex- 
ternal, because related to foreign competition; negative, because competition is 
kept from affecting the concerns in question; and small business, because the 
larger size concerns in almost every instance manage to survive by adjusting 
to the new competitive situation.” 

No firm or industry is entitled to a blanket dispensation from having to adjust 
its operations to changes in its economic environment. But the Government, by 
removing safeguards against injury by foreign competition which it had pro- 
vided initially, incurs an obligation to provide some form of assistance to these 
firms or industries now unable to make a satisfactory adaptation on their own. 
On an overall basis, the burden of this obligation would be rather small, because 
increased competition from abroad is a relatively small matter, compared with 
disturbances in the home market due to technological and other changes. 


5. Heonomic aspects of assisted readjustment 


Assuming that the a priori advantages of freer trade are taken for granted, 
what needs to be shown now is how economical a program of Federal assistance 
to increased competitive imports actually would be. The economic objective of 
assisted readjustment is to soften, or spread the impact of an increase in com- 
petitive imports resulting from freer trade. To go beyond the aggregate esti- 
mates of import impact by Piquet, the Bell Committee, the staff of the Randall 
Commission, and Walter S. Salant” detailed studies of the effect of increased 


®* Foreign manufacturers have not been directly subject to United States legislation on 
labor standards and antitrust. And against their unfair competition the tariff has been 
a simple defense—unworkable of course against domestic competitors. This compart- 
mentalization of foreign and domestic competition shows signs of shrinking, however, as 
relative distances decrease and political pressures mount to draw the free world closer 
together: Even in the case of strategic materials, like lead and zine, for example, accessible 
foreign sources of supply in friendly countries contiguous to the United States (Canada and 
Mexico), are now considered part of our domestic mobilization base. This is one indica- 
tion that policy differentiations based on spatial considerations are in the process of 
disappearing. 

” Consider what would happen on the domestic scene, if provisions of the antitrust and 
antimonopoly structure were relaxed: How much responsibility the Government would 
have to assume for helping smaller units to survive, either by aiding them directly or by 
making it possible for them to merge into more viable units. 

11—In this sense, antitrust and antimonopoly legislation may be regarded as “internal 
negative protection to small business,” granted essentially with a view to maintaining a 
free society: The economic benefits of such protection are more easily asserted than 
demonstrated ; but the political benefits in terms of preventing concentration of economic 
power are indeed fully recognized and accepted except by those whose grand designs are 
spoiled by the legislation. 

2 Piquet, Howard S., Aid, Trade, and the Tariff (New York, 1953). (2) A Trade and 
Tariff Policy in the National Interest (Washington, D. C., 1958). (3) Commission on 
Foreign Economic Policy, Staff Papers (Washington, D. C., 1954), ch. VII, Adjustment to 
Increased Imports, pp. 373-426. (4) Salant, Walter S., Short-Term Domestic Economic 
Eifects of Reducing Import Barriers (Washington, D. C., 1956). 
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imports would have to be undertaken for each and every industry. The main 
problem then will be that of making the concerns involved realize and accept 
the benefits that assisted readjustment would offer them. 

A major prerequisite of any workable program will be that of convincing pro- 
ducers involved of the usefulness of making the readjustments. This prereq- 
uisite would be met by offering American businessmen who would bear the 
brunt of intensified import competition a program consistent with the free- 
enterprise system, leaving them free to continue to exercise their managerial 
prerogatives. Such a program would include financial assistance, technical 
advice, and the like, but no detailed prescriptions. Moreover, the program 
should be optional, and offered as an alternative to methods currently used for 
relieving injury resulting from freer trade, with appropriate administrative 
safeguard. Various types of assistance would thus become available to busi- 
nesses as and where needed which would help them to carry the burden of any 
required adaptation. 

From the viewpoint of the economy as a whole, it would seem best to center 
such a program on the individual business firm directly affected by increased 
imports. Workers and communities are affected by such imports only in- 
directly—to the extent that the business firms employing the former, or located 
in the latter, fail to make necessary readjustments. 

Trade liberalization, furthermore, is only likely to take place in times of 
relative prosperity. In such times, employees can usually be shifted with 
comparative ease to work similar to what they had been engaged on—particu- 
lurly if given preference in established welfare and assistance facilities. That 
would only leave the smaller business to be looked after. 

A comprehensive program could then be devised for every industry—manu- 
facturing, agricultural, and mineral. The next step would be the costing of 
each of these programs to test its economic feasibility. A relatively simple 
costing procedure would be as follows: The estimated cost of an adaptive 
intervention in the particular industry would be compared with expenditures, 
current and projected, of the unit or units of Government concerned which 
would constitute all or the major portion of the sustaining intervention tend- 
ing to prolong the given protected arrangement. The test of whether or not 
to institute the program would be the reduction in sustaining expenditures 
resulting from it, and the amount of tax money saved by that reduction. This 
appears to be the most obvious measure of economic benefit to be derived from 
a readjustment assistance program. 

Benefits to consumers as a result of increased imports, other than tax-savings 
due to reduced sustaining outlays of governmental units, ought to be considered 
too. But these benefits are more widely diffused, hence less palpable than di- 
rect budgetary savings. To use them as criteria of whether or not a readjust- 
ment assistance program is worthwhile economically would make for even less 
accuracy in measurement than the proposed test. These broader benefits, more- 
over, are likely to result from any freeing of foreign trade—with or without 
assisted readaptation. For this reason they ought to be included in cost calcu- 
lations only to the extent it can be shown that a readjustments assistance pro- 
gram in the given industry could or would produce a certain amount of added 
income. But since the likelihood of that result may be quite difficult to demon- 
strate in any given instance, it would be safer to omit these wider benefits 
from freer trade from the costing procedure. 


6. The public policy aspect of readjustment assistance 


Public policy enters into a readjustment assistance program by virtue of the 
fact that such a program would enable the Government to insulate attempted 
solutions of problems of national foreign economic policy—of which trade lib- 
eralization is one—from those created in the sphere of national domestic 
economic policy by this liberalization. Separating the consequences of gov- 
ernmental measures in these two areas would allow greater freedom of action 
and greater precision in achieving economic policy objectives at home and 
abroad. 

The Government is responsible for carrying out appropriate economic policies 
in both spheres: At home, the major problem of economic policy is to keep 


competition workable by preventing undue increases in concentration of eco- 


nomic power. Small units have to be kept from being pushed to the wall, and 
economic self-reliance among businessmen is to be fostered. 
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Business enterprises differ in capacity for self-reliance just as do businessmen 
on the one side, and workers on the other. Even the small-business man, as 
entrepreneur, may in general be expected to have access to more ample means 
for tiding himself over temporary difficulties than the average worker. The 
latter not only has fewer resources to fall back on, but very often he even lacks 
information with regard to appropriate alternative employment. 

In the domestic policy area, the Government is also faced with the problem 
of national security in the narrow sense. On the economic side, this problem 
takes the form of deciding which industry and which portion of the labor force 
are important enough to be kept at their present tasks despite relatively high 
costs. 

In the field of foreign economic policy, however, there arises the problem of 
national security in the broader sense—namely that of maintaining mutually 
beneficial economic relations with allied nations. Maintenance of such relations 
means eventual achievement of relatively unrestricted trade, with the corollary 
necessity of accepting a sizable increase in the volume of imports over the cur- 
rent level. Since existing trade barriers are still too high to permit this, the 


Government is trying to lower these barriers accordingly. As a result, certain 


industries are already suffering injury from increased import competition, and 
more industries will very likely suffer injury before the policy objective of 
broader national security will have been attained. The industries in question 
are almost without exception those who had geared their operations to the exist- 


ence of certain types of protection—that is, they have relied on sustaining 


intervention. 

Continuance of such protection would mean, of course, that these industries 
are going to continue receiving indirect Government subsidies. Not only is the 
number of producers in the particular market being limited by virtue of partial 
or total exclusion of foreign goods; but the prices of goods produced by these 
industries are kept substantially higher than they would be if producers were 
‘subjected to competitive pressure from more freely admitted foreign goods. 

The Government at present faces a dilemma in having to deal with both the 
domestic problem of inadequate competition, and the foreign problem of excessive 
competition with only the traditional form of trade restriction—or sustaining 
intervention—as the only technique available. When it wishes to stop excessive 
foreign competition the Government in effect is forced to pour out the baby with 
the bathwater: It can arrest foreign competition, but at the same time it also 
weakens domestic competition. 

But with adoption of the technique of adaptive intevention, in the form of a 
program of assisted readjustment assistance instituted in conjunction with a 
tariff reduction, much greater precision in policy implementation would be gained 
and the baby could be saved: The objectives of a liberal foreign-trade policy 
could be achieved without the hitherto all but paralyzing concern about the fate 
of protected home industries, and their reaction to the impending withdrawal of 
such protection. These industries, obliged to make necessary adjustments to 
freer trade, could be helped by the Government through direct temporary assist- 
ance during the transition period. Adaptive intervention in the form of a 
readjustment assistance program thus provides the Government with a tool for 
separating decision-making in the domestic economic sphere from decision- 
making in the foreign economic sphere. Readjustment assistance thus proves to 
be a useful administrative device as well as a form of equitable relief in eco- 
nomic dislocation. Once the concept of readjustment assistance is accepted, 
requirements of protection for domestic industries can be dealt with by the Gov- 
ernment in isolation from requirements of foreign economic policy, without 
consideration of the one having to be overridden by consideration of the other, 
and vice versa. 


7. Readjustment assistance by temporary subsidy 


Readjustment assistance to increased imports as an administrative technique 
may thus be considered on its own merits, independent of the economics of trade 
liberalization. For this reason, it may be advantageous in certain cases to pro- 
vide readjustment assistance in the form of temporary direct subsidies to enter- 
prises affected by freer trade, rather than using some of the other methods that 
have been discussed in recent years. 

A direct subsidy—unlike any form of traiff protection—is controllable, and its 
fiscal impact is measurable. A readjustment subsidy need not be justified as com- 
pensation for injury suffered because of governmental intervention. It would 
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merely be a form of temporary assistance designed to achieve a change in the 
industrial structure, where possible. When the change is achieved, the assistance 
would end. 

Such a subsidy, granted to business firms in an import-sensitive industry suf- 
fering real hardship from attrition by foreign competition, would be subject to 
periodic examination as to the need for keeping in being a given number of 
enterprises in that industry. This examination would be distinct and separate 
from the problem of whether or not this country’s foreign economic relations 
were being fostered or hurt. The domestic aspect of the tariff problem thus 
being separated from its foreign aspect, acceptable solutions to specific policy 
problems could be more easily formulated than they can be at present. 

With regard to alleged insurmountable administrative difficulties of such a 
program, different techniques will undoubtedly be called for in dealing with the 
problem of assisted readjustment in various sectors of the economy. Damage 
resulting from increased competitive imports in the manufacturing sector will 
indeed require handling different from the way in which similar problems 
would be handled in agriculture or mining. But since public administration of 
these segments of the economy have always been separated, devising special 
methods of treatment for each segment under a readjustment assistance program 
would constitute no radical innovation. 


8. The gain from assisted readjustment 


Assisted readjustment to increased competitive imports basically aims at 
increasing adaptability of this country’s industrial structure to changed world 
trading conditions. At the end of this discussion a question that has been 
touched on throughout this paper but has not received a straightforward answer, 
presents itself again. The question is this: ““‘What would the United States have 
to gain from an increase in its adaptability?” 

It will by now be apparent that he answer depends on how we define 
“national interest.” As presented by the free-trade argument, the long-term, 
economic net advantage from international trade is to be gained “by readjusting 
production and consumption so that a number of commodities are imported on a 
large scale against a rise in export of others.” “ 

But in view of this country’s size and its variegated resource, the gain, in 
quantitative terms, “would be small compared with the national product the 
United States has reached under present conditions, and also compared with its 
normal annual growth. The richer the country * * * the more easily can it pay 
for pampering vested interests.” 

The only real justification for a large-scale trade liberalization, therefore, “is 
the international one: the interest of the world as a whole, in which the United 
States certainly has a share.” 

Greater adaptability to freer trade can thus only be justified by a broader 
definition of “national interest” than is generally being used now—a definition 
that includes the need for having strong allies in the free world. But this is 
precisely the notion with which the present paper started out. And so the restate- 
ment by Myrdal of the same idea in a slightly different form rounds out this 
presentation of the essential need for readjustment assistance to increased com- 
petitive imports in the interest of long-range national security of the United 
States. 


13 See Myrdal, Gunnar, An International Economy (New York, 1956), pp. 290-291, for 
this and the following quotations. 





AMERICAN IMPORTERS OF JAPANESE TEXTILES, ING., 
Washington, D. C., December 27, 1957. 
Hon. HALE Boaes, 
Chairman, Subcommittee on Foreign Trade Policy, Committee on Ways and 
Means, House of Representatives, Washington, D. C. 


DEAR CHAIRMAN Bogos: As you close the record for the panel discussions on 
foreign-trade policy, which were held before your subcommittee earlier this 
month, may we take this opportunity to thank you for the privilege of participat- 
ing in the discussions and to commend you and the members and staff of your 
subcommittee for the exemplary manner in which the symposiums were conducted. 
It is our hope that we were able to contribute some useful information to enable 
your subcommittee to recommend a foreign-trade policy that will be in the national 
interest of our Nation. 

It was our impression from attending all of the sessions that the preponderance 
of testimony, if it may be described as such, favored not only extension of the 
reciprocal trade agreements program and United States membership in the Or- 
ganization for Trade Cooperation but also a freer trade policy for our country. 

We, of course, were heartened by what we consider the consensus, especially 
since Japan too often has been singled out—unfairly, we believe—for special 
criticism by those who would further restrict United States trade practices. 


NATIONAL SECURITY INVOLVED 


Summarizing our own views, which we have already submitted in our prepared 
statement contained in the printed compendium and in our oral presentation on 
the December 12 panel, we urge that it is more than ever in the self-interests of 
our national survival in this nuclear-space age to encourage cotton textile im- 
ports from Japan as the best means to strengthen our partnership with the key 
nation in the Pacific, whose support may well determine the ultimate victory in 
Asia and possibly in the world. As vital as trade was in the presputnik era, 
when our mutual, collective security system counted on Japan as our western 
bulwark, it is so crucial today that we cannot afford to jeopardize our national 
existence by allowing ourselves to fall prey to the protectionist demands of a 
single industry or, more specifically, any segments or subdivisions thereof, 
including a single company or mill. 

In this troubled world, when economic and psychological warfare may explode 
momentarily into a military gamble, it is natural to expect that great sacrifices 
will be demanded of our Nation, including our people and our industries. But, 
in this particular situation, encouraging commercial relations with Japan does 
not call for suffering or sacrifices on the part of our economy. As a matter of 
fact, strengthening our partnership with Japan by increasing our trade with her 
is clearly in our economic interest. 


BALANCE OF TRADE 


Japan buys almost twice as much from us as she sells to us. Year after year, 
Japan is among the best all-around customers for all our exports and is our 
biggest buyer, except for last year when she was second, of our agricultural 
products, especially those in surplus. As far as cotton is concerned, last year 
Japan purchased almost 2 million bales of raw cotton alone, more than 5 times 
as much as she exported to us in the form of textiles. Simple arithmetic dem- 
onstrates that, dollar-and-cents-wise, it is to our self-advantage to promote 
trade with Japan in order that she may be able to earn the dollars with which 
to purchase even more of our goods. And, while we are engaged in a “good 
business bargain” with Japan, we are also developing the sinews of our collective 
defense program in a most significant corner of the free world. 
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CONSUMER BENEFITS 


Moreover, the 170 million Americans who are consumers and taxpayers also 
benefit from our trade with Japan, especially in cotton textiles. They may not 
only purchase competitive items more reasonably but, more importantly perhaps, 
are not required unduly to subsidize uneconomic fragments of the United States: 
industry. 

IMPORT “SCAPEGOATING” 


The domestic cotton textile industry may not be the most efficient in terms of 
our own economy, but contrasted to the textile industries of other countries it 
is undoubtedly the world’s finest. To blame imports for its many troubles is: 
simple “scapegoating” which overlooks such basic problems as the increased use- 
of synthetics and other competing fibers, the changes in the clothing habits, the 
relatively inefficient utilization of plant facilities, labor, and capital, the migra- 
tion of mills from New England and the Middle Atlantic States to the South, etc. 
None of these matters could be resolved by the complete prohibition of imports: 
alone. 

WAGE ARGUMENT 


In hiding behind the import fiction, low Japanese wages is the emotional 
appeal. Nevertheless, disregarded are the facts that if wages determined com- 
petitivity in the international market, India, Hong Kong, and others (including 
Red China) would control the textile marts of the world, the United States would 
not be able to outsell Japan in many third countries, and Japan would be able to 
export all of her textile output, instead of only 3 to 5 major items, to this country. 

The productivity of workers, round-trip transportation expenses, tariffs, styl- 
ing, risks, merchandising—these are among the factors that restrict Japan’s 
exports to the United States to a few articles like velveteens and ginghams which 
require considerable hand labor. : 

Japanese wages are low, but the wages paid to the cotton export workers are 
the highest in Japan for both men and women. It is, therefore, not ex- 
ploited labor. When the many fringe benefits, and the job security of the 
workers, are added, in relation to their Nation’s economy, the Japanese cotton 
export workers is far above that of our own cotton textile worker. In the mat-- 
ter of unionization too, 99 percent of the workers in the cotton spinning mills 
for export are unionized, while only some 16 percent in our South, where the 
overwhelming majority of our cotton mills are now located, are members of 
organized labor. 

If wages alone were the controlling factor, how can we account for the fact 
that, except for velveteens, according to the latest available statistics as re- 
vealed in the trade’s the Daily News Journal for December 2, the Japanese are: 
not able to fill their quota limitations imposed for the year 1957. In many of 
the categories and subgroups, only a trinkle of items have come in. Examples: 
include twills and sateens, shirting, sheetings, poplins, and yarnlike fabrics. 


OPPOSE QUOTAS 


As Americans who believe in the free-enterprise system and as American im- 
porters of Japanese textiles, we are, as expressed at the panel discussion, op- 
posed to quotas in any form—voluntary or mandatory, import or export. At 
the same time, we recognize that the Japanese Government has imposed on 
its cotton textile industry what is euphemistically described as voluntary ex- 
port quotas. We also know from experience that the Japanese industry is con- 
scientiously and sincerely attempting to live up to the letter and the spirit of 
the “voluntary” program even at greater sacrifices than those alleged by cer- 
tain segments of our domestic industry. 

The overall ceiling was set at 235 million square yards annually, for 5 years, 
a drastic reduction from Japan’s actual cotton textile exports to this country 
in the period immediately prior to the imposition of the “voluntary” quotas. 


EXPECTATIONS 


Inasmuch as this maximum represented a substantial decrease in Japanese 
cotton textile exports to the United States—as much as 50 percent for some 
items—we suggest that it is a fair and reasonable inference that both our 
Government and the Japanese representatives believed that Japan would be 
able, without difficulty, to fill her total limitation. 


a 
——————— 
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The record of the current year indicates that the inflexibility and the un- 
realistic specifications of the major divisions and subdivisions have prevented— 
and probably will continue to do so unless retailored to meet the actual com- 
petitive market situation in the United States—Japan from exporting to this 
country even the “voluntarily” reduced quantities imposed by the quotas. 





DIVERSIFICATION HOPES 


When the quota negotiations were being conducted last winter, it was prob- 
ably thought that by breaking down the various categories and imposing 
quantitative limitations, Japan would be forced to diversify her exports, which 
our experts both in and out of Government considered essential. In practically 
every category and subgrouping, because of the inability of the Japanese item 
to compete in the American market, this forced diversification failed. 

In the one or two cases where the Japanese diversified by developing new 
markets by exporting apparels or made-up goods, her success in accomplishing 
what she was urged to do, has resulted in complaints and threats from 
the very United States industry that “pressured” the administration to “nego- 
tiate’’ export quotas and denounced their Japanese counterpart for not develop- 
ing new items for new domestic markets. 


TOO HIGH A PRICE 


It is quite evident that what the domestic industry desires is complete pro- 
tection for every segment—whether economic or not—of its vast operations at 
the expense of the national security, at the risk of destroying Japan as a buyer 
of United States export products at an almost 2-to-1 balance of trade in our favor, 
and at the cost of the consumer and the taxpayer. 

We submit that this is far too expensive a price to pay to protect subdivisions. 
and individual mills from import competition that is not the prmary cause of 
their difficulties. 

EXPORT FLOOR OR MINIMUM 


As a matter of governmental policy, we would, in fact, urge that the necessary 
amendments or changes be made in the “voluntary” quota arrangements to 
assure that Japan may always export at least the 235 million square yards of’ 
cotton textiles annually to which she has deliberately: reduced her share of 
the United States market. This self-imposed ceiling should also be the floor, 
the very minimum that Japan should be encouraged to export. 

Such a gesture on our part would enhance our national security, continue 
Japan as one of our biggest and best customers, and benefit both our consumers 
and our taxpayers. 

CANADA PROBLEM 


As a final comment, it might be well to reflect that when neighboring Canada 
is concerned about United States capturing 60 percent of her production in 
cotton textiles, it appears somewhat incongruous that our domestic industry 
expresses sO much alarm over Japan’s exports which amount to less than 2: 
percent of our own production. Our own industry may well be inadvertently 
supplying Canada with the erasoning, the appeals, and the suggestions that our 
exports to the north should be restricted, placed under quotas, subjected to. 
higher tariffs and duties, and forced to accept other devices to discourage trade- 
relations with her. 

FREER TRADE ADVOCATED 


In closing, may we express the hope that the next session of the Congress 
will approve progressive and liberal trade principles, policies, and practices. 
which encourage international commerce and thereby contribute to the national 
security, prosperity, and welfare. 

Sincerely, 


MrKe M. MasAoxKa, 
Washington Representative. 
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THE CayvuGa Pottery Co., INc., 
Ithaca, N. Y., December 14, 1957. 
CHAIRMAN, HousE SUBCOMMITTEE ON FOREIGN TRADE POLICY, 
Washington, D. C. 


Dear Sir: I see where one Prof. Arnold Tolles has presented certain proposals 
to your committee. He has made statements to which I wish to take exception. 

He says in effect that we should not take into account that when we buy from 
a low-wage country, the fact that wages are low, in comparison to wages here, 
but that wages are low all over in that country. In other words, it is fine 
to exploit the people of these low-standard countries. This lays them wide 
open to Communist penetration. The Reds can show these people how we are 
exploiting them. 

Professor Tolles advocates that the Government subsidize what he calls 
inefficient industries, and help them to change over. I contend that this will 
eventually turn into governmental control of industry, and the end of what little 
free enterprise is left in this country. This is fascism, and since modern Rus- 
sian communism is really a form of fascism, this plays into the hands of the 
Reds. 

Furthermore, Professor Tolles seems to be willing to destroy the industries 
that produce for home consumption in favor of those who produce for export. 
Thus we will become dependent upon other countries for many of our vital needs. 
So what happens if these countries get mad at us, and will not supply us? This 
would be a fine setup for the Reds. 

I do not know Professor Tolles, nor remember ever having heard of him 
before now, so do not know his policies. But knowing a number of Cornellians, 
including old grads, it figures. 

I am enclosing a photostat of newspaper clippings. This policy was formu- 
lated more than a year ago, and I have yet to find anyone who can offer argu- 
ments against it, other than politics and greed. This policy would put American 
workers back in their jobs, and stop the present unemployment, and would 
build up the living standards of other countries, thus blocking communism. 

Yours very truly, 
H. C. JONEs. 


{The Post-Standard, Syracuse, N. Y., September 23, 1950] 
TARIFFS PLAN ADVANCED 
READER VIEWS COLONIALISM AS NEXT WAR CAUSE 


To the Editor of The Post-Standard: 


“Colonialism” has always been a dirty word in the vocabulary of Americans. 
We have never been a colonial power, and have frowned upon other powers for 
keeping the peoples of less advanced countries under colonial domination. Per- 
haps the older countries need colonies for the well-being of the people of the 
mother country. 

From the beginning of recorded history, the only reason a strong country 
forced colonialism onto weaker countries was to bleed that country of its 
wealth and the usual advantages of cheaper labor, often bordering on slavery. 

This wealth was used to the advantages and well-being of the mother country. 
Today England and France do not have their wide colonial empires from which 
to draw wealth, and thus they do not have the prosperity of old. 

Another reason for the colonies was to provide a sure, guaranteed market for 
the exportable goods of the mother country, thus keeping her own people em- 
ployed. This has been the reason for two World Wars, and will be the reason 
for the next one. ° 

As long as a strong country has exportable goods, and can send them to a 
weaker country in exchange for the cheap, sweatshop goods from that weak 
country, so that the people of the homeland can enjoy the luxuries of cheaper 
prices, just so long we will have colonialism. 
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When a person in a strong country enjoys his well-being at the expense of 
some poor, virtual slave of another country, by dictionary definition that person 
is a parasite. 

Thus it is that we Americans test the tightness of our halos, and call all the 
world to witness that we hold no colonies. We need hold no colonies, yet we 
now enjoy the slave-labor products of nearly all the rest of the world. 

Under our present trade policies and GATT, we have produced a condition 
under which all other countries now vie with each other to see which can make 
and sell goods to us at the lowest price, and with no tariff, the goods flow to 
our shores in ever-increasing quantity. 

Walter Ruether cries out for free trade so that his auto workers can buy 
cheap textiles. On the other hand, the CIO textile workers in Maine have just 
voted Democrat in protest to being put out of work because of that same free 
trade. 

Thus it is that some Americans in a favorable position can live at the ex- 
pense and misery of not only peoples of other lands, but of other Americans. 
They must also be put in the class of parasites. 

I am not one to simply decry a nasty situation, and let it go at that. I fully 
realize that others must live, and that I can not willy-nilly reverse the trend. 
Thus I have worked out a system whereby this condition can be alleviated to 
the betterment of all concerned, excepting the parasite. It would take too much 
space to state it now, so I will present it in another letter. 

H. C. JONES. 

ITHACA. 





[The Post-Standard, Syracuse, N. Y., September 30, 1956] 
DoLLAR EXCHANGE SoOLuTION FouND IN TaARIFF’s END 


To the Editor of The Post-Standard: 


Recently I wrote a letter in which I decried the evils of free trade, and re- 
ferred to those who demanded cheap imported goods as parasites. I stated that I 
would present a plan whereby this could be done away with. Here it is. 

First of all, do away with all protective tariffs. The tariffs are now so low 
they no longer render any protection, and only serve as a shouting point for 
the pro-Communists and other one worlders. 

The only reason that one country, say Japan, sends textiles to this country 
is to earn dollar exchange with which to buy what she needs from here. If 
she could obtain the necessary dollars without sending so much here, she 
would do so. 

That is the crux of my system. As I develop my thesis, I will pull figures 
out of thin air only to illustrate a point, and they will have no relation to 
actual conditions. 

EXAMPLE CITED 


To pose a case: Say that Japan sends us a shirt that will sell for $1, and the 
American-made shirt of the same quality has to sell for $4. Let us also say 
that Japan earns 20 cents in dollar exchange on that shirt. At that price she 
has to flood the American market with these cheap shirts to earn enough 
dollars for her needs. 

By doing that, the American textile industry is destroyed, and the workers 
vote Democrat. To bring the price up to say $3 so that it would be competitive 
to the American-made shirt, we would have to put on a $2 tariff. 

Now, I said to do away with the tariff. Instead I would say that we require 
Japan to charge us $3 for that shirt, instead of only $1. She could still sell 
many shirts, but at the same time, so could the American shirtmaker. 

Since she would have to send in only about 1 shirt where she now has to 
send 20, she would not have to food our market to get the dollars. She would 
have left the 19 surplus shirts to do with as she pleases. For one thing, she 
could keep them at home and sell them at low cost to her own shirtless millions. 


BRITISH PROBLEM 


Today, England is having trouble getting her workers to make enough goods to 
export so she can get the needed dollar exchange. Should we require that she 
charge more for her woolens, she would still obtain the dollars she needs, and at 
the same time be able to retain some of it at home for her own people to buy. 
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If they could buy, they would work. As it is now, they earn more money 
than they can find goods to buy, and so, when they have extra, unspendable 
pounds, they quit work. This is not theory; it is fact, which I can prove. 

Thus, England would be able to raise the standard of living of her people. 
and they would have something to work for. Since they would work, they 
would be able to increase the exportable surplus, which could be traded to other 
eountries. 

With the exporting country able to earn more dollar exchange, we would not 
have to pour out billions in foreign aid. They would have their precious 
“trade, not aid.” 

Then the American worker who has been forced out of work because of 
GATT would be called back to his trade. The textile worker could now buy 
a new car, and the Detroit auto worker would be back at full-time work. 

There is only one person who will squeal like a stuck pig, and that is the 
parasite. 

H. C. Jones. 

ITHACA. 


[The Post-Standard, Syracuse, N. Y., October 13, 1956] 
Four-DAy WORKWEEK 


To the Editor of the Post-Standard: 


The four principal candidates in this election are talking so much alike, it is 
hard to remember who said what. There has been a lot of talk about bringing 
about a 4-day workweek, if the Speaker’s party is elected. So what else is new? 

There is no problem at all about how to cut the workweek to 4 days. Many 
industries have already achieved a 4-day week. Or even a 3-day, or for some, 
a no-day workweek. Plywood, textiles, tuna fisheries, ceramics, bicycles, and 
watches, to name a few, have already cut back. That is why Maine went 
Democratic. 

All they have to do to bring about the 4-day workweek is to continue the sub- 
sidies to foreign countries so they can make the goods cheaper, and cut the tariffs 
here, and we will all be on a much-reduced workweek. 

H. C. Jones. 

ITHACA. 





[The Post-Standard, Syracuse, N. Y., November 11, 1956] 
To the Editor of the Post-Standard: 


In the great debate on protective tariffs, the whole thing boils down to just one 
point. What I must buy, I want to be cheap, and, if it can be imported cheaply, 
I want no tariff. But what I make to sell must be sold at a high enough price so 
that I can make a profit, and should be protected from cheap imports. This 
applies to everyone. 

It has been argued that only a few factory workers are hurt by low tariffs, 
and they must be sacrificed. That is possibly true, but there is a chain reaction. 
The wealth of this country is produced in the mine, on the farm, and in the 
factory. None of the service industries produce 1 cent’s worth of wealth. The 
bus driver, the dry cleaner, the retail merchant, and even doctors and lawyers, 
produce no tangible wealth. 

IMPORTANT JOBS 


I do not, for 1 minute, say that all of these jobs are of no importance, because 
they are. Food and fiber raised on the farm is of no use to anyone if it cannot 
be distributed. This is called place utility, and only enhances the wealth that 
has been created by production workers. 

Even though the service and distribution industries are of great importance, 
a railroad crew could haul a bale of cotton from one end of the country to the 
other, but it will not turn into shirts. It must go to the production workers in 
the textile mills for that. 

Those who favor farm subsidies point out that back in the twenties there was 
a farm depression, and since the farmers could not make purchases, our whole 
economy collapsed. Recently Drew Pearson decried the fact that home-building 
starts were down. He pointed out that there were 1 million persons in the 
building trades, and 5 million in allied industries. 

A slump in building among these 6 million people would have dire results on 
our economy. Now, if it be true that a depression among 11.6.percent, repre- 
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senting the farmers, or about 9 percent in the building trades, can destroy our 
economy, then it must also be true that if only a part of the 20.8 percent of factory 
workers lost their jobs it will pull down our prosperity. 


CREATE WEALTH 


We can continue to have jobs for a while in the services and distribution if 
we imported all of our goods, but we could not live very long by taking in each 
other’s washing. We must create wealth. That is what has made us the greatest 
country the world has ever known. 

Someday, when the bus driver has fewer workers to haul because of factory 
unemployment, and his runs are cut; when the unemployed family does its own 
washing and cleaning, and the dry cleaner is on short time; and when retail 
sales fall off; that is when these service people will begin to feel the pinch the 
same as the textile worker and the plywood maker, and the tuna fisher, and the 
potter feels it today. 

Of course, these people will not blame it on their own shortsightedness of buying 
cheap imports to the detriment of the factory workers. They will blame it on 
the factory owners for not keeping their help working. But how can they, when 
the Japanese cheap goods steal their markets? 

If the foreign countries maintained a standard of living such as we enjoy, 
and could still sell cheaper, I would have no argument. But, as long as their labor 
is so poorly paid, our free-trade policies are only a share-the-poverty plan. 


H. C. Jones. 
ITHACA. 





KENT METAL & CHEMICAL CorpP., 
Edgewater, N. J., November 19, 1957. 
Re paragraph 302 Q: Ferrocerium and all other cerium alloys (commonly 
known as flints). 


SUBCOMMITTEE ON FOREIGN TRADE POLICY OF THE COMMITTEE ON WAYS AND MEANS, 
House of Representatives, 
Washington, D. C. 
(Attention of Mr. Loyle A. Morrison, staff director. ) 


GENTLEMEN: Kent Metal & Chemical Corp., of Edgewater, N. J., wishes to 
place itself on record as being opposed to the present manner in which escape- 
clause procedures are handled. 

Having complied with all requirements of the law in submitting information 
to the United States Tariff Commission on December 29, 1954, we were informed 
that the Tariff Commission on December 21, 1955, in a unanimous decision, rec- 
ommended that the import duty on ferrocerium and all other cerium alloys 
(commonly known as flints), as covered under paragraph 302 Q, be reinstated. 

The President of the United States decided to reject this recommendation on 
November 13, 1956, leaving our industry without sufficient protection against 
constantly increasing imports at price levels which are far below the United 
States cost of production, even when the present low duty has been added thereto. 

We refer to your publication, Foreign Trade Policy Compendium of Papers 
on United States Foreign Trade Policy, page 561, second paragraph, which refers 
to our case, among others. 

Copies of our submissions to the Tariff Commission and to the secretary of 
the Committee for Reciprocity Information, plus oral submissions, are at your 
disposal upon request. 

This letter is submitted in 30 copies. 

Very truly yours, 
PAULA KENT, 
Mrs. HENryY KENT, President. 


THE AMERICAN ASSOCIATION OF PoRT AUTHORITIES, INC., 
Washington, D. C., December 3, 1957. 
Hon. HALE Boaes, 
Chairman, Subcommittee on Foreign Trade Policy, Ways and Means 
Committee, House of Representatives, Washington, D. C. 


Dear Mr. Boaes: In connection with the current hearings on foreign-trade 


policy being conducted by the Subcommittee on Foreign Trade Policy, House 
Ways and Means Committee, the American Association of Port Authorities would 
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appreciate having placed upon the record the attached resolution setting forth 
the position of the United States members of the association on a matter of 


interest to these hearings. 
A personal appearance was made last year, and, in the interests of conserving 


the subcommittee’s time, the association’s position remains unchanged in prin- 
ciple and we are, therefore, submitting for the record. 


Cordially, 
Paut A. AMUNDSEN, Executive Director. 


RESOLUTION No. E-2 


Whereas the reciprocal trade agreements program, inaugurated in 1934, has 
been successful in promoting international trade throughout the world, and 
resulted in progress and prosperity in our own and all friendly foreign nations: 
Be it 

Resolved, That the American Association of Port Authorities endorse a 10-year 
renewal of the reciprocal trade agreements program beyond June 30, 1958, and 
endorse a nationwide program to educate and inform the people of the United 
States with respect thereof. 

(Unanimously adopted, United States members only voting, 46th annual con- 
vention, New York City, October 25, 1957.) 





NorFo_k Port AUTHORITY, 
Norfolk, Va., December 12, 1957. 


Resolution re Extension of reciprocal trade agreements law. 


Hon. HALE Bocés, 
Chairman, Subcommittee on Foreign Trade Policy, House Ways and Means 
Committee, House Office Building, Washington, D. C. 
Str: I beg to enclose copy of a resolution, passed on December 9, 1957, by the 
board of commissioners of the Norfolk Port Authority, and respectfully request 
that it be made a part of your current hearings. 


Very sincerely yours, 
MIcHAEL M. Mors, General Manager. 


Whereas the reciprocal trade agreements law was originally enacted in 1934; 
and 

Whereas under this law the trade of the United States with other nations has 
prospered and grown to its present volume of over $30 billion per annum; and 

Whereas this trade gives employment to over 6 million people in the United 
States; and 

Whereas recent developments demonstrating alarming progress in the poten- 
tially offensive armaments of the U. 8S. S. R. make it critically important for the 
United States to close ranks with its friends and allies abroad and to extend maxi- 
mum cooperation both in the economic and political field ; and 

Whereas the international exchange of goods and services strengthens the 
economies of the United States and of the friendly nations trading with the United 
States, thus contributing materially and vitally to our national security ; and 

Whereas the law, known as the Trade Agreements Extension Act of 1955, 
expires on June 30, 1958 ; and 

Whereas the Norfolk Port Authority is a public corporation charged, among 
other things, with the fostering and promotion of the flow of trade through the 
port of Norfolk, Va. ; and 

Whereas the statistics now at hand show that export and import cargo, shipped 
through the port of Norfolk, amounted to 27,300,000 tons in 1956 and that such 
cargo, on which every port and port area depend for their individual prosperity, 
is likely to amount to more than 33 million tons in 1957: Now, therefore 

The board of commissioners of the Norfolk Port Authority, conscious of its local 
as well as national duties and responsibilities, unanimously resolves as follows: 

That, in the best interests of the port of Norfolk, other United States ports, 
and the Nation, as a whole, the reciprocal-trade-agreements law should be ex- 
tended by the Congress of the United States and approved by the President, 
without any weakening amendments, for a period of 11 years, thus evidencing 
to all nations engaged in friendly trade with the United States the continuity 
of our foreign economic policy; but, in order to provide the increased stability 
needed by both domestic and foreign enterprise to plan for the expansion of 
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their activities, which will redound to the mutual benefit of all parties con- 
cerned and substantially contribute to the prosperity and security of the United 
States, it is further resolved to recommend to the Congress certain changes in 
the law as presently in force, to wit: 

(a) Repeal of the requirement that the Tariff Commission set peril points 
below which the President cannot reduce tariffs without special explanations to 
Congress. 

(b) The granting to the President of substantial authority to make further 
tariff cuts. 

(c) The empowering of the President to accept trade concessions, other than 
tariff reductions, from other nations in return for cuts made by the United 
States in its import duties. 

It is further resolved that the general manager of the Norfolk Port Authority 
be and hereby is authorized and directed to bring this resolution to the atten- 
tion of Virginia legislators in the Congress of the United States, proper gov- 
ernmental officials, and other individuals and/or groups having an interest in 
this matter. 
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COMMITTEE ON FOREIGN TRADE EDUCATION, INC., 
New York, N. Y., December 12, 1957. 
Hon. HALE Boae6s, 
Chairman, House Subcommittee on Foreign Trade Policy, 
House Office Building, Washington, D. C. 


Dear Mr. CHAIRMAN: The Honorable Clare Boothe Luce made a brilliant dis- 
eussion of United States tariff-trade policy on Tuesday evening in accepting the 
committee’s third annual Cordell Hull Award for Leadership in Building United 
States Foreign Economic Policy. We are delighted to be able to report that 
because of the essential strength of Ambassador Luce’s message and, also, the 
hard work of committee members throughout the Nation, this statement has 
now gained national dissemination, reaching many millions of Americans. In- 
deed, the address, The Peanut and The Sputnik, not only enjoyed the widest 
dissemination through the press, but was broadcast, in part, on both the CBS 
and NBC national radio networks and in its entirety by the Mutual Broadcast- 
ing System. 

We feel sure that many members of the House Subcommittee on Foreign 
Trade Policy and of the distinguished panels that have still to be convened by 
the subcommittee will want to consider the tariff-trade program proposed by 
the Ambassador. Accordingly, under separate cover via special delivery and 
airmail, we have dispatched 35 copies of the complete text to you. We are very 
sure that you will find the address to be of keen interest and hope that you will 
be kind enough to include it, with this letter, in the published record of your 
current panel discussions. 

I am, 

Very truly yours, 
B. A. RITTERSPORN, Jr. 


[For release 6 p. m. December 10, 1957] 
THE PEANUT AND THE SPUTNIK 


(Remarks of the Honorable Clare Booth Luce former Republican Member of 
Congress from Connecticut and United States Ambassador to Italy in receiving 
the third annual Cordell Hull Award for Leadership in Building United States 
Foreign Economic Policy, Starlight Roof, Waldorf-Astoria Hotel, New York, 
N. Y., Dec. 10, 1957) 


(Sponsoring organization: Committee on Foreign Trade Education, Inc., in 
affiliation with the Western Committee for Trade Expansion, Inc.) 


Ladies and gentlemen: I am most happy to be here. It is a privilege to lend 
my small assistance to the work of the Committee on Foreign Trade Education. 
Your vigorous, bipartisan volunteer campaign to arouse citizen interest in the 
tariff question is an example—at its best—of how freemen should set about 
solving their country’’s problems in a democracy. 

To this introductory salutation, which undoubtedly has a familiar ring to 
those of us who are habitues of Waldorf-Astoria functions, I would like to add 
a special and very personal note. You constitute an exhilaratingly different 
audience—an encouragingly different audience—for as I look at you I see not 
only the faces of those distinguished citizens who have devotedly and over 
many years supported the cause for which we are assembled tonight, but also 
many new, younger faces—the rising young men and women of this city on 
their way to becoming the distinguished citizens of tomorrow. It is indeed grati- 
fying to see them. Too many of our generation came to this cause too late. 
You have come to it early, and by the time you reach the age and position of 
maximum impact, you will be not only dedicated but educated. 

And I am grateful for the honor you do me, the more so since I know myself 
to be unworthy of the Cordell Hull award. 

It may amuse you to know that one of my unforgettable memories is of a con- 
versation I had with that great statesman, the “good gray Mr. Hull,” on the 
very subject I shall discuss tonight—American protectionism. It occurred 14 
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years ago, on a bench, by the Wardman Park tennis court. I was waiting for 
my doubles partner to show. Mr. Hull lowered himself slowly beside me on the 
bench, to bask in the Sunday afternoon sun. “How are you, Congressman?” 
he asked, smiling, and we began to chat. The talk turned to a colleague of mine 
in the House who at that hour was fulminating and demagoging his way into 
the news in support of some poor program—or, as was more likely, in destruc- 
tion of some good one. I remarked, “How long can we afford such peanut poli- 
ticians?” Mr. Hull replied, “Do you know the origin of the term ‘peanut poli- 
tician?’”’ Then he told me: 

In his heyday in Congress there were two Southern States that were big pro- 
ducers of peanuts. At that hour in history, the South was liberal in its trade 
views. They were free traders. Most of the Representatives and Senators of 
these States prided themselves on their international vision and statesmanship 
in their arguments for abolition of the tariff walls being raised by the industrial 
North. And then, one day, a bill was introduced by a vengeful and irate north- 
erner to abolish the tariff on peanuts imported from the Far East. ‘That day,” 
said Mr. Hull sadly, “every ‘man of vision’ became a politician, and when the 
bill came to the floor, God Almighty Himself could not have gotten an antipeanut 
tariff vote in those two States. The phrase ‘peanut politician’ was fastened on 
all the Representatives of the growers, and has since come to mean any poli- 
tician who abandons a position for the common good, to hold a position dictated 
by small local needs, and small private ambitions.” 

Then, speaking to me about the reciprocal trade agreements, the Secretary 
said, “‘There’s a peanut politician in the breast of every man—and it generally 
takes the ascendancy when his particular brand of peanuts are being roasted 
in the tariff bill.” 

So much for reminiscence. Let me now widen the focus—from homegrown 
goobers in the ground, to the Russian sputnik in the sky. Which is the greater 
problem? To abolish the tariff, so to speak, on the peanut? Or to overtake the 
sputnik? 

Both are problems. Rather, both peanuts and sputniks are parts of the 
great problem of the struggle for the world; and prosperity, especially in the 
backward areas, is a weapon in that struggle. The protagonists in that struggle 
are, of course, the free and the Communist sectors of the world. 

Tonight I will address myself to one specific course of action which I believe 
is essential to the strength and security of the free world; that is, American 
leadership in the expansion of trade among all free peoples. 

Today, we have ample evidence that the Soviet Union is concentrating its 
economic efforts in certain areas which have been conspicuously less fortunate 
than the United States of America. We call these the have-not areas. Russia, 
we know, is forcefully wooing the Arab world, Africa, southeast Asia, and flirting 
with some of our Latin American neighbors. Her “loverly’ chocolate boxes and 
bouquets are the bids she makes for economic equality in the exchange of goods. 
Such evidences of both good will and good business are bound to make friends, 
if not brides of the nations so courted. And the sputnik and muttnik, racing 
around the world every 90 minutes, threaten to turn some of these affairs into 
shotgun weddings. If the United States is going to court friends effectively, it 
will not only have to catch up in guided missiles, but reexamine the appeal of its 
economic policies, especially in the field of trade. 

Today, we go about asking ourselves, “Can the conflict between the free and the 
Communist world be resolved short of war?’ 

My own answer is that in the end we cannot, unless we act not only in the 
military and political field, but in the field of world trade. We must help to 
increase the area of free-world trade, and trade in the free world, by moving 
rapidly and strongly toward the abolition of American protectionism. We must 
soon give proof that we intend to cooperate with our world neighbors and allies 
economically as well as militarily. 

What chance is there that the United States of America will take forceful action 
in the field of free trade? At once we encounter, not only in the Halls of Congress, 
but on all the main streets of America the “peanut” psychology. If you talk 
world trade with an intelligent American almost anywhere, he will be quick to 
tell you that all foreign tariff barriers are evil: He sees them for what they are, 
iron-trade curtains between one foreign country and another. Whenever a tariff 
barrier falls between two nations abroad, he cheers. He sees every new free- 
trade action between, say, two foreign countries as a sign of mutual cooperation, 
mutual strength, mutual support, mutual friendship. The world, he tells you, 
is ablaze with economic nationalism. These foreign tariff barriers, he tells you, 
are clear signs either of economic blindness or of political blindness. 
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This American viewpoint has been translated into United States foreign policy 
in our verbal and psychological support of the European common market, 
EURATOM, and the Coal-Steel Community programs, all of which relax restric- 
tions on trade among the signatories to the agreements. We believe in this kind 
of progress for economic reasons and also because we know that trade, mutually 
profitable trade, spells friendship and draws countries tighter together than mili- 
tary alliances can. A military alliance can become onerous, expensive, danger- 
ous, unpopular. Buying and selling between nations remains, in all countries, 
a popular as well as prophetic undertaking. 

The clarity with which Americans evaluate trade between the other countries 
of the world makes it all the more astounding that they are deaf and partly 
blind where America’s own tariff policies are concerned. Or, to be precise, the 
American is blind where an area of trade in which he as a manufacturer or grower 
is concerned. Then, he no longer sees the Stars and Stripes; he doesn’t even 
see the sputnik. He sees his own little bag of peanuts dancing before his eyes. 
While he is deaf and sometimes blind, unhappily he is not dumb. Indeed the 
blinder and deafer he is, the more vocal he becomes in defending his tariff. 
Having advocated free trade among all other friendly nations, and often advocat- 
ing it for all other Americans’ business, he is loud and quick to condemn it be- 
tween the United States of America and every other nation on the globe where 
his own pocketbook seems for the moment to be affected adversely. 

Some of the inconsistencies in the American political and economic behavior 
pattern are dynamic—even useful. But this particular inconsistency tends un- 
wittingly toward one certain object: The success of the Soviet Union. 

The American refuses to face the hard fact that while OFEC, GATT, and 
other economic bodies are struggling to liberalize trade and prevent backsliding, 
this whole effort, and the whole question as to whether trade is to expand or 
contract, depends on American leadership and the accessibility of the American 
market, which is the largest in the world. 

To the same extent that we fail to lead in the tariff field, we are encouraging 
the internal economies of all non-Communist countries to become increasingly 
protectionist, increasingly Balkanized. 

Let us examine certain other factors which we must consider before making 
recommendations for action. Last year Mr. Paul Hoffman outlined with out- 
standing clarity in his speech to you precisely how the economy of America de- 
pends upon trade—upon selling our wares abroad. But for another nation to 
be able to purchase from us, he pointed out that it needs dollars. Currently there 
are five ways their dollars can be accumulated. Italy, the country in which 
I had the honor of serving as your Ambassador for 4 years, accumulated dollars 
in all these 5 ways: 

First, by United States grants in aid and loans. The American people hand 
their personally earned dollars to the United States Government in the form 
of taxes. The United States Government then hands over these dollars to friendly 
foreign nations. The postwar object of these dollars, commonly called handouts, 
was to put these nations back into business, keep them in business, enable them 
to help maintain their own defenses, and, of course, to buy from us. In 1956 
these handouts amounted to $2.3 billions. 

Second, dollars are accumulated through United States military expenditures 
abroad. And where do the military dollars spent in foreign countries come from? 
The American taxpayers’ pockets. In 1956 this amounted to $2.9 billions. 

Third, through direct private remittances, the dollars Americans individually 
send to friends, relatives, and so on abroad. In 1956, this amounted to $600 
millions. 

Fourth, through private foreign investments. In 1956 this dollar source 
amounted to about $3 billion. 

Fifth, dollars acquired through normal trade i. e., exports of goods and services: 
$17 billion—of which $13 billion was for goods. 

In other words, in 1956 alone, outside the normal channels of trade and in- 
vestment, the world obtained from the United States $5.2 billions. 

Was it good to provide the world with these billions of dollars out of the 
American taxpayers’ pockets? Or would it have been better to let foreign lands 
earn more of their dollars in normal trade? The answer should be obvious as 
the peanut on a poltician’s nose. 

Is it better, through protectionism and the erratic employment of the all too 
familiar escape clause in our trade agreements, to keep uneconomic American 
enterprises alive, at the expense of the American consumer; or to practice abroad 
what we have practiced at home—honest competition? At this point two objec- 
tions will be raised. First, that you cannot close down American businesses, and 
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throw people out of work, even if it is uneconomic—that is, not if you are a 
Congressman coming up for election, you can’t. The second is, the argument 
that certain industries must, even if uneconomic in competition with foreign 
sources of consumer supplies, be kept protected because of security reasons. 

There are answers to each of these objections. As for “throwing people out 
of work,” as it is usually phrased in heartless accents—the fact is that every 
month more than a million people change their jobs in the United States through 
the normal workings of a dynamic economy. This is many times the number 
that would be affected by the removal of all tariffs. Moreover, imports are 
a sure-fire weapon against inflation, and the government that encourages them 
is doing something for the consumer, who is at last becoming a political force 
to be reckoned with. Parenthetically, I should like to second the motion of 
David McDonald of the steelworkers, and others, that hardship cases resulting 
from tariff cuts receive special Government help for the transition to new prod- 
ucts and new jobs. To which I might add, the conduct of hearings in such 
eases would be a fitting valedictory function of the Tariff Commission, following 
which it might quietly go out of business. 

As for the second objection to tariff cutting—i. e:, the need for protection of 
industries for security reasons—I personally favor direct subsidies. At least 
the taxpayer will see whom he’s keeping in business and why. The taxpayer 
will receive a swift education when he comes to see that the tax dollars he hands 
out in subsidies are being collected from him to protect uneconomic competitors 
and are a direct levy on him as a consumer. Tariffs conceal this levy. Subsidies 
would make it plain. 

Today most grants-in-aid, or handouts, to foreign countries have ceased. Aid 
abroad today is mostly military. Through that medium dollars are earned 
abroad which are then spent on trade with the United States of America. 

What would happen if tomorrow there were disarmament, and we stopped 
our military expenditures abroad? 

If our trade with other countries could not be increased to take up the slack 
of these military dollars, there would be the biggest bust in the world. 

It is high time we took stock of this situation and considered the potentiality 
of a crushing world depression which lies in it. With such a depression, it is 
clear that we would fall directly into the condition hoped for by the Soviets, 
who are already taking long-range steps to increase and insure a continuation 
of their trade, regardless of their military expenditures. 

Let us consider briefly three other elements which affect any decision we 
take in the United States regarding liberalization of trade and removal of 
restrictive barriers. 

(1) The escape clauses.—Our trade agreements contain clauses which no 
private business contractor would find acceptable. These clauses permit one 
of the contracting parties (the United States) to break the agreement whenever 
the Government wishes, or rather, whether it wishes to or not. For when 
sufficient political pressure from any group asserts that a specific segment of 
the economy will be adversely affected by imports, the Government, especially 
in election years, is likely to break the contract previously agreed upon. To our 
friends abroad, the existence of these escape clauses is one more argument for 
East-West, that is to say Russian trade. 

How much of the increase in Iron Curtain trade with the free world is due 
to American stubbornness in protecting certain (often minor) segments of 
industry through the escape clauses? We do know that last year, free world 
trade with China increase $100 million, while West Germany and France tripled 
their trade with the Soviet bloc. 

(2) American productivity—The United States generated a gross national 
product of $414 billions last year. Can we not afford to accept $2 billion in 
increased imports? Would this not cement friendships, help maintain world 
jeadership in trade, and diminish growing East-West trade? 

Let us take one small example of our present trade policy: Less than a month 
ago, the United States doubled its tariff on—of all things—spring-operated 
wooden clothespins. This was done at the behest of a domestic industry com- 
posed of no more than 6 manufacturers whose average employees number barely 
400 each—and who must compete anyway with the makers of plastic pins or 
automatic driers. And who were the targets of the tariff rise? No fewer than 
nine friendly exporting countries including Sweden, Denmark, West Germany, 
Belgium, the Netherlands, Austria, and Yugoslavia. 

(3) The value of the dollar.—Now let us look beyond the immediate economic 
problem as it presents itself as a contest with the Soviets. One hundred years 
ago Breat Britain was faced with the necessity of analyzing this problem in 
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order to establish its policies and trade programs for the future. Now we are 
in the position of world leadership that Great Britain was in a hundred years ago. 
It behooves us, as Great Britain did in its time, to decide where we may be in 
the future if we continue certain restrictive policies, and where we want to be 
under certain predictable future conditions. Scientists tell us that in 100 years 
there will be 7 billion people on this earth. In the lifetime of our own children, 
the population of Japan, 90 million now, will be 180 million. But the problem is 
not years ahead. It is now. Right now. Japan is increasing not only its 
population, but its manufacturing and export capacity, just as we hope to 
increase ours. If we cling to a position of restricting imports of Japanese 
materials, thus limiting the number of dollars which flow into Japan, that 
country is virtually bound to seek other outlets for its goods and with the cur- 
rency earned from such sales, purchase products in the same area where Japa- 
nese goods are sold. It is not difficult to guess what area that will be—with 
Communist China producing foodstuffs unavailable in the overcrowded Japanese 
islands. This pattern of East-West trade is bound to grow more definite, more 
deeply rooted every year we maintain our present policy. 

Still more importantly, from a purely United States viewpoint, what will 
happen to the world value of the dollar if it is not readily available through 
trade? What people need and can’t get, they may fight for; otherwise they will 
find a substitute for it. That has already been happening to the dollar. The 
system of exchange controls which so many nations have maintained since the 
war is really a system by which these nations try to protect themselves against 
the scarcity of the dollar; that is, it is for them a substitute for the dollar. The 
more this system becomes a habit, the less necessary becomes the dollar to their 
trade. Thus the dollar’s power and prestige are restricted by its own scarcity ; 
and American products are discriminated against in the very markets we need 
most, because there is nothing to buy them with. A musclebound dollar can 
become just as bad for American trade as ean a sliding dollar. Either kind is 
dangerous in the long run to the strength and influence of America. 

In closing let us review what the United States of America has done to design 
a wise foreign-trade policy. After wasting 3 years on ITO, we fell back on the 
reciprocal trade agreements, multilateralized by GATT. Now, the reciprocal 
trade agreements are better than nothing. In fact, so much better, that our 
failure, when Congress convenes, to put them again into effect will be open 
disaster. But in the absence of a-drastic United States policy of large tariff 
reduction, and the use by the United States of America of import quotas on agri- 
cultural products, we have not given, and do not seem prepared to give, effective 
leadership in GATT. 

The time is short. Sputnik has informed us of this. Do we want peace or 
war? We're most certainly going to have either a war or a depression unless 
we get our world economic policy on the tracks. If either depression or war 
is unleashed upon us, we will not be altogether to blame, but we will be largely 
to blame. We seem to have fallen behind Russia in the military field; we may 
soon be falling behind economically. 

Therefore, I would like to make certain specific recommendations: 

(1) That the Tariff Commission be dissolved. 

(2) That the Trade Agreements Extension Act of 1958 be passed in this 
Congress. 

(3) That we forget Buy America. 

(4) That escape clauses be done away with. The uncertainty they create 
defeats the very purpose of our agreements. 

(5) That we make GATT even more effective by joining the Organization for 
Trade Cooperation. 

In short, let us give some concrete and dynamic evidence of our will to 
iN in conjunction with our allies, economic strength and well-being for all 
of us. 

Perhaps Sputniks I and ITI have had their good uses. They have stimulated 
new concentrated effort in the field of missiles. This we know. Perhaps they 
will also give rise to a sense of statesmanship, the need to see beyond any narrow 
immediate self-interest. Now is the hour to inject into the economic blood- 
stream of the world the one specific antibiotic to communism—the raising of 
living standards which is always consequent to liberal trade. Then, perhaps, 
we will see the United States of America still out in the forefront, leading 
peacefully the 7 billion people who will populate the world 100 years from now. 
And we will be winning the economic contest with communism today. 
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COMMITTEE ON FOREIGN TRADE EpUCATION, INC., 
New York 21, N. Y., January 8, 1958. 
Hon. HALE Boaes, 
Chairman, Subcommittee on Foreign Trade Policy, 
House of Representatives, Washington, D. OC. 


Dear Mr. CHAIRMAN: I submit an address by a former member of the House 
Foreign Affairs Committee, the Honorable Harrison A. Williams, Jr., for the 
appendix of the record of the subcommittee’s recent panel discussions. We be- 
lieve Mr. Williams’ statement, “How Strong Are Our Trade Defenses,” one of 
the keenest analyses made during 1957 of the Nation’s foreign trade problem. 
I think you will agree that in many respects his discussion of the Tentionanp 
of trade and our military stature proved to be quite prescient. 

Three copies of Mr. Williams’ address, as he delivered it before the annual 
foreign policy conference of the Montclair State Teachers College, Montclair, 
N. J., are enclosed. 

Very truly yours, 
B. A. RITTERSPORN, Jr. 


(Remarks of the Honorable Harrison A. Williams, Jr., before the foreign pol- 
icy conference, Montclair State Teachers College, Montclair, N. J., 11:30 a. m.,, 
July 10, 1957 :) 

How Srrone Are Our TRADE DEFENSES? 


Mr. Chairman, ladies and gentlemen, thank you very much for inviting me 
to participate in your foreign policy conference this morning. It is a pleasure 
to be with you to discuss the importance of world trade and its relation to the 
struggle between freedom and communism. 

I have a friend in the public-relations business who is constantly talking about 
key audiences. 

Ina very literal sense you are truly a key audience. 

By your opportunity and responsibility in instructing our New Jersey high- 
school youth you have a truly significant role. I feel privileged to have this 
opportunity to meet with you. 

To put our subject into focus, we must remember that international trade is 
not an abstract, removed thing having no pertinence to ourselves and to our 
neighbors. International trade, on the contrary, is extremely important to the 
well-being of the people right here in Montclair and the whole of New Jersey’s 
12th Congressional District. 

The New Jersey League of Women Voters, working in conjunction with Pub- 
lic Opinion Surveys, Inc., of Princeton, published a survey report in 1955 that 
makes this very clear. 

Fifty-six percent of the manufacturers of this district export part of their 
production. These firms employ 84 percent of the labor force of this com- 
munity. 

And 40 percent of these businesses, employing 44 per cent of the total labor 
force, use imported materials in the manufacture of their product, In fact, 
according to the league report, half of the firms that import materials for their 
production say that there are “few or no domestic substitutes available” for 
these foreign items. 

Of course, international trade is not only of real significance to us in north- 
ern New Jersey; it is a major factor in the entire Nation’s economy. For 
instance, when you next hear discussion of United States farm policy, please re- 
member that in 1955 agricultural exports represented the equivalent of the out- 
put of all the cultivated lands of Mississippi, Tennessee, Louisiana, Kentucky, 
Alabama, Florida, Georgia, North Carolina, South Carolina, and Virginia. 

In 1957, United States exports and imports combined should have a dollar 
value well in excess of $30 billion. Exports alone will be the equivalent of al- 
most 6 percent of our gross national product. 

And, returning to more tangible terms, no less than 4,500,000 American fami- 
lies directly owe their incomes to international trade, import and export. 
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The fact is, as the Committee on Foreign Trade Education put it a few 
months ago, that the American people constitute what can be called a users’ 
and needers’ association for international trade. 

But this morning, because of our concern with foreign affairs, I want to look 
at international trade in another perspective. 

The 20th century, the first Soviet leader, Lenin, said, is a “political century.” 

I believe that you will agree that he was right. Indeed, our century is now 
so supercharged with politics that even what would seem far removed—perhaps 
even trivial—has immediate importance in the struggle between East and West. 

For example, Louis Armstrong, the jazz trumpeter, is now a valued factor in 
our international information program and is called America’s best ambassador. 

And, needless to say, international trade is even closer to the vortex of the 
clash between East and West. 

One aspect of the international trade that particularly interests you, I under- 
stand, is trade between Western and Eastern Europe. Let’s look at that. 

The traditional pattern of European trade was the exchange of manufactured 
and finished goods from the West for agricultural goods and raw materials 
from the East. This pattern was exploded right after the Second World War 
as Communist Russia captured Poland, Eastern Germany, Czechoslovakia, 
Hungary, Rumania, and Bulgaria. 

The satellite countries are now completely enmeshed in the Soviet economic 
system. Here is one example. Even in the dark days of depression, 1931-33, 
Poland sent almost 6 percent of her exports to France. In 1955, however, the 
Poles sent less than 114 percent of their exports to France. 

The facts of economic life in Eastern Europe are also demonstrated by 
Russo-Polish trade figures. Before the Second World War, the bitterly anti- 
Communist Polish Government had little economic contact with its Soviet neigh- 
bor. In contrast, Poland in 1955 sent better than 30 percent of its exports to 
the U.S. 8S. R. 

The traditional pattern of Eastern European commerce has been dramat- 
ically changed in another way, too. The satellite nations have been industrial- 
ized. Their economies are no longer solely based on the production of raw 
materials and agricultural goods. In 1948, the Poles did not export a single 
railroad locomotive. That had changed by 1955 to an export of 237 locomotives 
—mostly to its neighbors in the Soviet bloc. And while Polish production of 
coal, timber, and foodstuffs remains extremely important, Poland, for the bet- 
terment of Russia, has now gone into the production of rolled-mill steel prod- 
ucts, zine sheets, carbon electrodes, and machine tools. 

These new foundations to the economy of Eastern Europe are a profound 
change. No matter what degree of liberalization might possibly occur in the 
East, those who speak of East-West trade as it existed before World War II 
just are only indulging their taste for nostalgia. Eastern Europe, day after 
day, becomes more industrialized and never again will be the raw materials 
and agricultural preserve of France, Britain, and Germany. 

But even though the Soviet orbit has been integrated into a tightly bound, 
economic bloc, Communist Russia has put more and more effort into a world- 
wide economic offensive. Why? Because trade relations can be made to pay 
off politically. 

Anthony Nutting, the British statesman who quit the Eden government at 
the time of the Suez invasion, makes this blunt warning. The success of the 
Russian trade drive “* * * means that first Asia and then Africa * * * 
[will] * * * be sucked into the Soviet trade system; Europe * * * [will] * * * 
be put right out of business; and America, her allies and markets gone, [will] 
be isolated * * * and outnumbered by the most devastating combination of 
ruthless power ever conceived.” 

That is the bitter core of the sugared pill the Russians are now trying to 
feed the world. Khruschev’s lieutenant in charge of trade, Anastas I, Miko- 
yan, has been touring the world trying to promote trade with communism. He 
flatters newly independent peoples by saying that even though their respective 
ideologies may not agree, at the very least they should be able to do business 
together—“with no strings attached.” 

The real Communist objective is spelled out by Pravda. Speaking in its 
most unctuous fashion of a trip Mr. Mikoyan took to Pakistan, Pravda says: 
“* * * it can be seen that the visit of A. I. Mikoyan has aroused a new wave 


of genuine interest in the Soviet Union and a massive desire to improve basic 
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economic, trade, cultural, and friendly connections between the peoples of 
the U. 8. S. R. and Pakistan.” 

And today the lure of trade with Russia and China is becoming more and 
more of a temptation to the world. A recent survey of the Committee on For- 
eign Trade Education, Inc., on the international trade attitudes of the leading 
newspapers of the world makes this quite clear. While 86 percent of the 
participating newspapers recognized that the Soviet economic offensive is 
politically motivated, 26 percent would not concede that “close economic rela- 
tions with the Soviet Union could eventually endanger the political security” 
of their own nations. Most significantly, fully 67 percent of the Asian news- 
papers stated that they did not believe increased trade with the Soviet bloc 
would be politically risky. 

There is a good reason for this disposition by which the trading nations are 
closing their eyes and hoping for the best. They must trade some place. Their 
naturai objective is the richest market in the world, the United States. But 
trade with America is difficult and more and more frustrating. 

To be able to sell in the United States demands adherence to regulations like 
the pure food and drug law that sets standards unbelievably high relative to 
the rest of the world. And a successful penetration of the American market 
demands promotion, huge sums to be spent on merchandising, advertising, and 
public relations. 

Even in those cases that foreign businessmen get by these hurdles success- 
fully, they are still vulnerable. High tariff lobbies in this country have so per- 
verted our reciprocal trade agreements program that foreign success in the 
American market can provoke utilization of the so-called escape clause, whereby 
the foreign businessman is thrown out of America by imposition of even higher 
tariffs. Or it may only be, as the Treasury Department continues to stall on 
the implementation of the 1955 customs simplification law, that the steadily 
increasing amounts of paperwork involved with trade in America just makes 
it uneconomic to look to us as a market. 

Of course, there are other ways in which we can look at the problem of trade 
with the Communists. The other day, in an important address at the Colgate 
University Conference on American Foreign Policy, Mr. Whitelaw Reid, chair- 
man of the board of the New York Herald Tribune, asked, “Why are we so 
afraid of permitting any trade” with the Communists? Mr. Reid stated that 
“our best bet is that of setting up within the satellite countries as many pulls 
toward the West and the free world as possible.” Otherwise, he said, we leave 
‘no possible alternatives” and “insure” that they “remain locked in the arms 
of Russia.” 

Certainly the events of the last week have proved to the world that the Soviet 
Empire is no monolith. By trading nonstrategic goods with Russia or the 
satellites, America may be really able to do something worthwhile in illuminating 
some of the attributes of free society to the captive peoples. I for one think 
Mr. Reid was quite correct. We have made a sensible move, for example, in 
our recent loan to Poland and by our longtime military and economic assistance 
to Yugoslavia. We are giving these “national” Communists real means for 
bargaining with the Kremlin for their national salvation. 

Mr. Reid’s Colgate address, however, also struck another increasingly popular 
chord. He stated we should encourage Japanese trade with the China mainland 
and, implicitly, that we should not try to prevent any of the other nations from 
trading with Russia or China. 

But, the unfortunate fact is that we are now encouraging Japan to trade with 
China—in the most effective way possible. 

Japan must export to live. For the first 6 months of this year it ran a trade 
deficit, imports in excess of exports, of $500 million. With the withdrawal of 
American troops, and the dollars they spend, the deficits may be even greater in 
the second half. 

Japan has tried to sell to this market. Cotton textiles have been one particu- 
larly important element of their exports to the United States. But some of our 
domestic producers began to get worried. Even though the importations of 
Japanese cotton textiles, at their 1956 peak, equaled less than 3 percent of our 
total domestic production of 10 billion square yards and despite the fact that 
our own exports abroad were double the amounts being brought in, a huge lobby- 
ing effort has now sealed off the American market from Japanese exports. 
Thanks mostly to the maneuverings of Sherman Adams, Japan was early this 
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winter coerced into subscribing the so-called voluntary agreement by which she 
has imposed quota limitations on her own exports. 

The spark of all this was that in some few instances Japanese products were 
actually giving marginal parts of domestic industry some meaningful competi- 
tion. Sore points were gingham, pillowcases, velveteen, and blouses. The 
danger has been met now; the 1,200 workers of the gingham industry are now 
free of the threat of competition. It is as the distinguished southern journalist, 
David L. Cohn, warned last summer a case of losing “the friendship of 90 million 
Japanese * * * (in order to maintain) exclusive control of the domestic market 
for cotton dishrags.” 

No more sensible are the current drives against Japanese woolen textiles and 
hardboard, And both, of course, are equally inimical to our foreign policy. In 
the case of woolen textiles, the domestic producers point out that their 1947 pro- 
duction, 600 million yards, has fallen to 350 million yards in 1956. Fury in their 
eyes, they charge that imports have risen from just less than 5 million yards in 
1947 to just under 35 million yards in 1956. And the real villain in the piece, of 
course, is Japan, whose woolen textile exports to the United States have risen 
from 178,000 yards in 1947 to 6 million yards in 1956. 

Even the slowest arithmetician among your students would be able to see 
through that. A 30-million-yard increase of textile imports does not account 
for a loss of 250 million yards. 

Well, what has happened to the domestic woolen textile market? Quite simply, 
American men and women no longer wear 100 percent wool clothes. Men’s sum- 
mer suits increasingly include at least a mixture of some synthetic fiber. 

The leaders of the American woolen textile industry know this very well. 
They are now in the synthetics business. Unfortunately, many of the smaller 
mills have not had enough capital to convert thier looms to the new production. 
In fact, they now give every appearance of being transfixed by the red cloth 
being waved in their eyes by the important members of the National Associa- 
tion of Wool Manufacturers. They seem determined to believe it is Japan's 
6 million yards of woolen textiles that caused the trouble. 

Faulty vision, steamed up emotions, bogus arguments. They will hit Japan 
hard again if the administration knuckles under to the wool manufacturers’ 
lobbying. 

Intellectual dishonesty has marked the case of the hardboard lobbyists, too. 
Hardboard is used for making doors. The door of the United States Tariff 
Commission has long since been closed against these lobbyists as it has un- 
animously found that hardboard imports are not injuring or threatening to 
injure the American plywood industry. 

The lobbyists have now gone to Congress, inspiring 25 identical bills in the 
House of Representatives whereby hardboard imports would be cut by a mini- 
mum of 67 percent. To back their pleas, the lobbyists have contended that 28 
North Carolina plywood mills had been shut down during the last 2 years 
Decanse of “cheap imports.” 

A recent survey has demonstrated the merit of this sort of lobbying. Not one 
of the indicated North Carolina plants had been closed down because of import 
competition. Several had not been shut down at all and are currently operat- 
ing at full capacity. In addition, 3 never existed; 3 burned down during the 
last 2 years; and several are in absolutely noncompetitive fields, 

Thus I make these two points: 

1. It might make good sense to increase United States trade with the Soviet 
bloc in order to give these peoples an alternative to Soviet domination. 

2. It makes bad sense, however, to allow our trade policy with the non- 
Communist countries to backslide into so-called protectionism. As we do that, 
the free nations and neutrals alike are left with only one trade alternative— 
the Soviet bloc. Indeed, this is not just “bad sense ;” it could be suicidal. 

There is a very real danger that we will be similarly shortsighted in the 
Middie East. The distinguished Senator from Minnesota, Hubert H. Humphrey, 
charged the other day that our Middle Eastern policy is wrong; that we are 
more concerned with “oil and kings” than “water and people.” I am sure 
the Senator is right. 

In fairness, however, we should note that there has been a certain improve- 
ment in the Middle East during the last month. No matter what our mis- 
givings about the quality of his rule, King Saud seems to have at least tempo- 
rarily rescued the situation, 
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The immense danger, as I see it, is that we may soon cripple even this ad- 
mittedly incomplete policy of “oil and kings.” Domestic producers of oil are 
threatening, right now, to force the administration to impose quotas on oil 
imports. My former colleague, Ambassador Richards, may just as well unpack 
his bags if that quota moye goes through—there will then be no doors left 
open to him in the Middle East. 

And, characteristic of high tariff lobbying, the plaints of the domestic oil 
producers don’t hold water. 

As of last week, consumption of oil here in the United States was a fraction 
off 9 million barrels a day. Of this almost 7,200,000 barrels were produced in 
the United States and nearly 1,800,000 came in from abroad. The imports 
originated principally in Venezuela and the Middle East. The probability is 
that imports over a long period of time will continue to increase. The fact is 
that in our own country we have only 15 pereent of the reserves. At the same 
time we consume 60 percent of the world’s production. While we could for a 
decade or more force our own wells, the plain truth is that our own supplies are 
not inexhaustible. We are becoming, as William L. Naylor, senior vice presi- 
dent of the Gulf Oil Corp., says ‘a have-not nation.” 

Still so, the domestic oil business is a good one. We always talk about oil 
millionaires, don’t we? And there is good reason. Between 1946 and 1954 the 
price of east Texas oil, for instance, increased exactly 100 percent, from $1.45 
to $2.90. Furthermore, perhaps because of the plush 27% percent depreciation 
allowance afforded the oil producers, oil exploration is increasing and is suc- 
cessful. Thus in 1946, America’s proved reserves were just short of 21 million 
barrels. In 1956 they exceeded 30 billion barrels. 

The trouble is that each oil-producing State limits its own production as a 
considered conservation move as well as to peg prices. Even so, production 
has constantly mounted, from 1,700 million barrels in 1946 to an excess of 2,500 
million in 1956. But the domestics want more. 

The whole argument is couched in terms of “defense essentiality.” Defense 
essentiality has already proved to be a convenient vehicle for the high-tariff 
demands of the manufacturers of lace, cutlery, wooden boats, wristwatches, and, 
if you will believe it, lead pencils (the lead pencil executives concede, however, 
that their product “is not actually utilized on the field of battle’). 

In the case of the oil producers, defense essentiality can mean: 

1. That we burn up our national oil reserves during peacetime ; 

2. That we cripple production facilities abroad ; and 

3. That we force the Middle Eastern oil kings to find new revenues, new 
markets, and new allies. 

There is another danger spot in United States trade policy. We are losing the 
world trade leadership by failing to join the Organization for Trade Cooperation. 

OTC, as you know, is to be an organization of 35 of the world’s most im- 
portant trading nations. Its object is to extract full value from the General 
Agreement on Tariffs and Trade, a system of international trading rules to 
which we have subscribed since 1947. OTC will provide a day-to-day admin- 
istration of the General Agreement (GATT) that has been sorely lacking. It 
should do much to ease trade disputes and facilitate the worldwide expansion of 
trade, 

Even without OTC, GATT has been of huge value to our own export industry. 
Mrs. Roosevelt reported the other day that through GATT “the United States 
has received well over $7 billion worth of tariff concessions from foreign coun- 
tries—which is more than the concessions we have given in return. With the 
help of OTC,” she says, “GATT would become even more useful to us than it has 
been.” And Secretary of Commerce Weeks, no particular friend of the liberal 
trade movement, goes so far as to say that OTC is “absolutely essential if United 
States agriculture, labor, and industry are to receive maximum benefits from 
GATT.” 

But United States high tariff interests have fought OTC tooth and nail, even 
though it is an essentially administrative mechanism and cannot decrease United 
States tariffs. Why? Because they believe by stopping OTC they can derail 
the Nation’s reciprocal trade agreements program. The aim, simply, is a 
restoration of the high-tariff policies of the Smoot-Hawley depression period. 

The Communists are just as interested in destroying OTC. They have gone 
all out in a drive to undercut the new organization. They are deadly afraid. 
The reason is simple. Communist ideology, from Lenin to Khrushchev without 
deviation, has been that there are inescapable contradictions in international, 
capitalistic trade. The Communist dogma has it that capitalistic countries are 
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incapable of maintaining a growing trade; inevitably clash over markets; and, 
thereupon, fall upon one another. Stalin went so far to predict that these 
contradictions would precipitate the third capitalistic war. 

But with OTC, the free nations will cooperate, expand trade, and avoid 
clashes. OTC, therefore, is a priority one target for the Communists. 

While they rail away at the new organization, however, they are also using 
the fact that we have stalled in joining as a weapon against us. OTC, after all, 
is an American idea. It was first proposed to the Congress in 1955. Our en- 
trance into OTC has become, therefore, a test. Communist propaganda is 
making a big point of what they call our inability to follow through, of our 
faltering leadership. 

Only a few weeks remain to the present session of Congress. I hope—it is 
desperately important—that at least the House of Representatives will reassert 
our world leadership by passing the OTC legislation. But at this late date, 
I understand from experience, the administration will have to get off its 
haunches to inspire congressional action. Despite the fact it was the adminis- 
tration’s own Randall Commission that first conceived OTC, administration sup- 
port, as Senator Gore puts it, has beeen only tepid. The administration can 
prevent a major Communist propaganda victory if it will now actually get behind 
and fight for its own idea. 

It is apparent, however, that the administration has now gotten behind an- 
other, seemingly even more important measure. The world, and the United 
States with it, is rushing toward disarmament. 

Even if the London disarmament talks should fail, however, the adminis- 
tration has committed us to our own unilateral disarmament program. Troops 
are leaving Japan and, according to Secretary Wilson, will be reduced elsewhere, 
too. And the economy bloc within the Congress, with considerable cooperation 
from the administration, has succeeded in making cuts in the appropriations of 
the Army, Navy, and Air Force. 

Clearly, even though the Communists may not go along, our defenses are 
being lowered. Bare of all else, we will truly be competing with communism 
in terms of information and trade. 

We will not be strong. The United States Information Services’ appropria- 
tion has been cut by more than a third by the Congress. 

And, as I have tried to point out, our trade policy has also been leached 
away. We are losing the initiative, losing the leadership in building trade 
throughout the world. We stand indicted, as the Danish newspaper Politiken 
responded to the Committee on Foreign Trade Education’s survey of world news- 
papers, as the Nation that “talks more of trade liberalization than they do about 
7? 

The vacuum that is building up as the Nation retreats into high tariff pro- 
tectionism is being filled by Soviet power. More and more, the nations of the 
world are willing to gamble that Mr. Mikoyan will really produce when he talks 
of “trade liberalization and expansion.” 

But the grim truth is that trade liberalization and expansion are not just what 
the Soviet Trade Minister has in mind. 
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COMMITTEE ON FOREIGN TRADE EDUCATION, INC., 
New York 21, N. Y., December 28, 1957. 
Hon. HALE Boaes, 
Chairman, Subcommittee on Foreign Trade Policy, 
House Office Building, Washington, D.C. 

Dear Mr. CHAIRMAN: We submit as an appendix to the record of the hearings 
you recently conducted an extremely incisive analysis of the “defense essential- 
ity” argument for high tariff and quota “protection.” Our chairman, B. A. 
Rittersporn, Jr., discusses this shibboleth, you will note, in a brief to Mr. Gordon 
Gray, Director, Office of Defense Mobilization. Notable attention is given in 
the discussion to the ways in which “defense essentiality” has worked against 
the national interest with the restriction of petroleum and jeweled watch move- 
ment imports. 

It may be well. to note, in regard to the watch problem, that the Nation 
still waits Mr. Gray’s decision on the “national security” significance of the 
domestic jeweled watch industry. The press reported early in the fall that Mr. 
Gray was being restrained in his intention of certifying the “essentiality” of 
the domestic producers by the Departments of State, Defense, and Labor. These 
Departments, it was said, just would not go along with a travesty like that of 
1954 when watch tariffs were jumped 50 percent. 

But, while apparently balked in his immediate aim of opening the road to 
quotas on watch movements, the ODM Director has not announced the indicated 
decision of the Interdepartmental Committee to dismiss the petition of the 
domestic producers. The whole case, after so many months, remains up in the 
air. 

Surely this inaction—this apparent determination to wait for a more propi- 
tious moment in which to open a new attack on watch imports—contravenes the 
law (sec. b, par. 7 of the Trade Agreements Extension Act of 1955) as it speaks 
of an “immediate investigation.” And, even more importantly, Mr. Gray’s 
apparent unwillingness to abide by the conclusion of the Interdepartmental 
Committee only serves as another serious blow to United States prestige 
throughout the world, suggesting as it does a cynical penchant for bending and 
twisting in whatever way necessary to serve selfish interest. 

Three copies of Mr. Rittersporn’s brief to Mr. Gray are enclosed herein, 

I am, wishing you the best of the season, 

Very truly yours, 
Rosert BALDWIN, V ice Chairman. 


SEPTEMBER 25, 1957. 
Hon. Gorpon GRAY, 
Director, Office of Defense Mobilization, Old State Department Building, 
Washington, D. C. 

Dear Mr. Gray: I write rather belatedly to thank you for your courtesy in 
meeting with me and discussing ODM’s responsibilities in the field of trade pol- 
icy. I had looked forward to meeting you for some long while, for in light of 
your distinguished career in public life and education, my colleagues and I knew 
that you would bring a vast amount of experience and a new sense of direction 
to ODM. 

One question we took up briefly in our conversion was that of criteria for “‘na- 
tional security” certifications. In essence, such criteria must depend on a real- 
istic estimate of the type of military aggression that might be launched against 
our country. While there are of course many possibilities, the great threat is 
obviously, in the era of the Russian ICBM, all-out hydrogen attack. 

In considering that possibility, the committee in 1955 took this position in a 
message to the public that was printed in full-page advertisements in several 
leading newspapers : 

“* * * in taking an objective look at the ‘defense essentiality’ argument, we 
should ask ourselves to what we should gear our ‘national preparedness’—World 
War II or a war of the future? Obviously, another world war would be trag- 
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ically different. This time the war would inevitably come right to our own 
country. The era of the H-bomb makes an ‘arsenal of defense,’ 4,000 miles away 
from the battlefield, an impossible dream. 

“Just one H-bomb, the AEC tells us, would cause death throughout an area 
the size of New Jersey. In a third world war the test of our defense industry 
will be its flexibility, its ability to adapt itself quickly to every circumstance. 
The idea of * * * building a defense industry that becomes complacent and 
fat behind high tariff walls is not the answer to the Nation’s needs.” 

While this statement may be somewhat dated by the suggestion that the area 
of annihilation would only be the size of the State of New Jersey, we continue 
to believe that the essence of our argument was right. Indeed, the urgency of 
the matter was underscored earlier this month by Mr. John J. McCloy. Writ- 
ing to the bankers of America, Mr. McCloy warned: “The possibility of destruc- 
tion on an almost cataclysmic scale is closer to us than we dare to think.” 

Facing up to the enormity of this threat, we believe (indeed, it is the raison 
d’etre of this bipartisan, 100 percent volunteer citizens organization) that we 
must gear our trade program to thwarting the possibility of war, by building the 
effectiveness of our foreign policy and by making our Nation stronger politically, 
economically, and militarily. 

In accordance with those aims, we believe that there should be new, more 
complete, criteria used in reaching a determination that an imported item threat- 
ens the “national security.” ~The criteria we suggest include the following: 

1. Proof of actual (not threatened) injury, established in absolute terms. 

2. Proof that the curtailment of the subject import will not adversely affect 
the strength of our national economy or impair our ability to mobilize the na- 
tional economy in wartime. 

3. Proof that the curtailment of the subject import will not threaten the ef- 
fectiveness of our country’s foreign policy by unduly injuring allies; by alienating 
neutrals: or otherwise by gratuitously presenting the Soviet economic offensive 
another opportunity for aggrandizement. 

4. Proof that the curtailment of the subject import may not tend to threaten 
the integrity of America’s free enterprise system and other essenial institutions. 

To put our suggestions into focus, I would like to discuss each of these points, 
beginning with the last: 

A. “Protectionism” threatens the free-enterprise system.—Free enterprise is, 
incontrovertably, an integral of the American system. Indeed, ICA’s retiring 
Director, Mr. John B. Hollister, has within the last few days restated the con- 
tention that we should work to promote free enterprise abroad. There is, of 
course, some amount of dispute regarding the merit of Mr. Hollister’s position. 
The great paradox, however, is that some of the leaders of the conservative ad- 
ministration of today, by their support of high tariffs and other forms of “pro- 
tection,” are embracing the same means that Moley, Tugwell, and many of the 
other New Deal planners used to work toward the regimentation of the American 
economy. High tariffs, quotas, etc., are, as the Messrs. Dalton and Crippes have 
more recently instructed us, an indispensable weapon in the fight against private 
initiative. 

B. Foreign trade and United States foreign policy.—In his major address on 
trade of 1954, President Eisenhower stated “* * * for our security we require 
that our allies become economically strong. Expanding trade is the only ade- 
quate solution * * *. If we fail in our trade policy, we may fail in all.” 

A year later, in discussing an essential part of his proposed trade policy, United 
States membership in the Organization for Trade Cooperation, he declared: 
“Failure to assume membership in OTC * * * would play directly into the hands 
of the Communists.” 

And, in the early winter of 1956, the President gave his specific endorsement 
to this statement from the United States delegation to the United Nations: 

“The present period in history may one day be recognized as a major turn- 
ing point in the struggle between communism and freedom. * * * The Soviet 
Union * * * [is] using economie and social collaboration as a means for jump- 
ing military as well as political barriers. * * * We are in [an economic] 
contest * * * which is bitterly competitive. Defeat in this contest could be 
disastrous as defeat in an armaments race.” 

Respecting the President’s insight into the significance of international 
trade to the success of United States foreign policy, we believe that the 
Nation must make steady progress in the liberalization of its barriers to trade 
and, thereby, in the expansion of its commerce with the world. An indispen- 
sable part of this, as we have noted above, will be the recognition of foreign- 
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policy goals in any consideration of imports and national security undertaken by 
ODM. 

©. The importance of trade in mobilizing the national economy to meet the 
strains of war.—Secretary Wilson set down a number of international-trade ob- 
jectives as seen in the perspective of national defense. One of the most im- 
portant of these objectives, as you paraphrased it before the Committee on 
Ways and Means on March 2, 1956, aimed to “make available to this country 
and to our allies the assurance of a sufficient quantity of strategic critical ma- 
terials to meet the requirements of an expanding economy as well as to meet 
the needs of an all-out emergency.” 

The Secretary’s own language, as quoted by your aid, Mr. Prentice N. Dean, 
before the Boggs subcommittee on September 28, 1956, made the point some- 
what stronger: 

“(For the guidance of the Defense representative on the Interdepartmental 
Trade Agreements Committee * * *): “Where United States supplies of a 
strategic and critical material are inadequate or there is need to conserve 
dwindling domestic reserves, reductions in the United States tariff are de- 
sirable * * *,” 

This manifestly pertains to oil, a strategic and critical material of which we 
have a dwindling domestic reserve. But, as you well know, instead of facilitat- 
ing its importation, our Government has now imposed voluntary quotas to 
bar its delivery into this country. The Government is, thereby, moving dia- 
metrically opposite the sound position advanced by the Secretary of Defense. 
While we know that there are other considerations involved, the fact of the 
matter is that Government policy is now encouraging the burning up of our 
dwindling domestic reserve in time of peace. 

The imposition of the voluntary quotas is, of course, the culmination of a long 
campaign on the part of the domestic producers. The magazine, Oil For, in 
March 1954 quoted the April 1982 statement of the head of the Independent 
Petroleum Association of America: “Under present conditions (i. e., imports 
of oil), if they are continued, gentlemen, the American oil-producing industry 
will be destroyed. It cannot live another year.” 

It has, of course, lived on, quite comfortably. The industry’s current bleats of 
apprehension are given the lie by the production and price figures of the last 
10 years: 


Barrels 

United States production in 1946__...........-........-...-..- 1, 700, 000, 000 
United States production in 1956........-----..---~-_---..--- 2, 500, 000, 000 

The head of the pack, Texas, has led in this expansion : 
Texas production 
Barrels Barrels 
daily daily 

FI ees cts mc ese eeie-cprevesoe co cnet tree, Ag ace ceric arene ene 2, 800, 000 
ee an Sear a a ee ea 2, 792, 000 
ee recs iancen ie As I a an nee 2, 669, 000 
cece es re a ee ee ere S widtieedmkpaeabaatiee 2, 886, 000 
en ee ee Se ae Te aa cociecsitew apd on onnpemseaieeneree 3, 033, 000 


Moran sacs a dread __.2, 768, 000 


And prices jumped, between 1946 and 1954, exactly 100 percent in east Texas, 
from $1.45 a barrel to $2.90. 

This fortunate industry has not only served a constantly expanding market 
for energy, but has had a 27%-percent subsidy (its depletion allowance) to 
encourage it in new exploration. The fact that this governmental support has 
been more than sufficient is borne out by the fact that the Nation’s proved 
reserves in 1946 totaled slightly less than 21 billion barrels, but had, by 1956, 
swelled to more than 30 billion barrels. , 

On a somewhat more subjective basis, I, myself, have noticed just during 
the last few weeks several accounts of new discoveries and development: 

Business Week, September 7, 1957: Four Corners, Billion-Dollar Boom in 
the Desert * * * One of the greatest discoveries of the century. 
Barron’s, August 19, 1957: Oil From Shale, Industry May Soon Tap a 
New Source of Energy and Wealth. 
The New York Times, September 4, 1957: Tap Reserves Under Lake Erie. 
Thus, this organization has no understanding, whatsoever, of the reasons that 
impelled you to promote the restrictions against imports: (1) Dwindling domes- 
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tie reserves cannot be conserved by burning up the oil, and (2) the domestic 
industry has made a prodigious record in the expansion of its business. 

To be sure, 1957 has been a somewhat disappointing year. As the Journal 
of Commerce disclosed on September 10, domestic gasoline consumption “was 
only 1.8 percent over the previous years—as against earlier forecasts of a 4.5 
percent rise.” (Emphasis ours.) In the view, however, of Mr. Hugh A. 
Stewart, of the Department of the Interior, consumption will probably continue 
to rise at about 4 percent, and any deviations from this norm will be brief. In 
any event, even if Mr. Stewart’s sanguine predictions do not prove to be true, 
insight into the market conclusively demonstrates that imports of oil have not 
created the glut now present in the Southwest; the current situation is one of 
overproduction, pure and simple. 

While the peril to the domestic oil industry is illusory, the threat to the 
public is very real. Senator Payne.states: 

“Added to the other competitive disadvantages which the region must bear, 
the result (of voluntary oil quotas) could only mean serious injury to the 
New England economy in terms of a loss of jobs, with the attendant personal 
hardships and suffering. Injury to the New England economy would, of course, 
also exercise a depressing effect on the economy of the entire Nation. 

“* * * the economic prosperity of an important industrial area, such as 
New England, is an element of national security, and must be considered 
whenever any action of an adverse nature is contemplated.” 

The Government’s action in harming the economies of the Northeast, the 
Midwest, and elsewhere has also had the effect of threatening several of the 
medium-sized oil companies that have recently entered the importing business. 
Clearly, the Government order for voluntary quotas is inimical to the future 
of the Tidewater Oil Co., Sinclair, and several others. But, while there is 
some hope that individual inequities will be corrected, the great need remains— 
that of resorting to free enterprise and of recognizing that it is the consumer 
who is of paramount value in our economy. 

We are sure that the administration will have to reopen this matter, for, 
clearly, the advocates of protection for oil conceive the voluntary quota arrange- 
ment as only the opening round in their fight. We note, for instance, that 
Governor Daniels has already decried the voluntary system and demanded 
further, mandatory relief. The fact is, then,-that the administration’s efforts 
to appease the high-tariff bloc, without actually imposing quotas, while an inter- 
esting exercise in gamesmanship, is doomed to failure. Your Office will perform 
an important service to the Nation in protecting its vital strategic reserves, in 
reasserting the spirit of free enterprise, and in bolstering our foreign policy, by 
taking the initiative in undoing the recently imposed restrictions against oil 
importations. 

D. The need for realistic indexes of “injury.’—The most conspicuous proof 
of the failure of protection to give any real aid to import-conscious industries 
is in the case of the never-ending watch dispute. While the domestic producers 
have been given fulsome assistance by the Tariff Commission and by the Treas- 
ury, Justice, and Commerce Departments during the last 3 years, their product 
failed to improve its position in the market place. According to Tariff Com- 
mission figures, the sale of domestically produced watch movements of 17 or 
more jewels in 1953 was at a level of 2,365,000; fell in 1954 to 1,716,000; and, 
despite all governmental assistance, only rose to 2,066,000 in the good watch 
year of 1956. 

On the other hand, tariff relief for the domestic producers has dramatically 
injured the importers and assemblers (and the thousands of American workers 
that they employ) by depressing sales of foreign watch movements of 17 or 
more jewels from 8,431,925 in 1953 to 6,202,438 in 1956. 

From this evidence we conclude that the importers and assemblers are right 
in asserting that the public prefers the prestige and many improvements of the 
Swiss product. And we feel that no amount of protection can build up sales for 
the domestics until that time they recognize the truth of Senator Flanders’ 
analysis of their difficulties—‘‘a lack of enterprise.” 

But while the domestic producers remain outclassed in the field of watch 
movements of 17 and more jewels, we must question your belief that the “Swiss 
are taking over 100 percent of the horological field.” We note, for instance, 
that the American Watch Association has adduced figures indicating that in 
1956 the domestic horological industry produced 32,300,000 units as compared 
to imports of only 15,900,000 units. This, surely, gives no evidence that the 
Swiss are anywhere near “capturing the whole American market,” even if that 
should be their aim. 
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And, of course, this sort of evaluation of the position of the domestic industry 
in its entirety is the key to weighing its supposed essentiality. We assume, 
therefore, that in this case the 1954 statement of the then Assistant Secretary 
of Defense in Charge of Supply and Logistics, the Honorable Thomas P. Pike, 
must be controlling: “* * * from a Defense Department standpoint [it is] 
clearly impossible to arrive at a determination that any one part of the horologi- 
eal industry is more essential for defense than any other part.” 

Because there is such a voluminous literature on this subject, I will not belabor 
the point. Suffice it to say that all parts of the horological industry possess the 
same precision skills (indeed, many firms outside of the industry have in the past 
proven themselves to be able to execute the exact same types of defense pro- 
duction), and that the manufacturers of watch movements of 17 and more jewels 
are not in time with the prosperous cadence of the rest of the industry (e. g., 
domestic pin-lever watches, electric clocks, automobile clocks, etc.). 

There was one point of our conversation, however, to which I would like to 
return. I sensed that you may have felt some emnity toward the Swiss manu- 
facturers; you said, “The Swiss are not content with 60 percent of the market, 
but insist on grabbing it all.” If this should be the context in which this problem 
is seen, it seems to me that it would be even more valid to view the 6,202,438 
Americans who in 1956 bought Swiss watches of 17 or more jewels as the real 
culprits. It was, after all, their needs, freely expressed, that led them to main- 
tain the Swiss product in its favored position. 

I cannot believe, however, that the brand of treason could ever be applied in 
America to consumers who happen to prefer a foreign-made item. I will hope 
very much that there will be realization that the American consumer has the 
perfect right to express his preferences; that an economy geared to the consumer 
has been a great factor in our national strength; and that it.is the obligation 
of government and industry to honor and respect this principle, rather than taking 
any steps to reserve the consumer to a favored producer, 

Let me say as a final point on watches that if it is, somehow, concluded that 
the domestic watch industry deserves some additional assistance, this decision 
should not serve as the means to impose quotas on watch imports. Quotas would 
not only serve as a disastrous blow to the American consumer and to the large 
American industry involved in the assembling, processing, and distribution of 
Swiss watches, but would, in the sphere of world politics, again depress United 
States prestige. Our recent survey on the international-trade attitudes of the 
world’s leading newspapers (the returns are in) makes it clear that what this 
country has already done to depress watch imports has become a part of anti- 
American sloganeering throughout the world. We cannot afford to provide new 
ammunition to Communist propagandists. 

There is a sound alternative. The fish-fillet producers have in the past been 
afforded certain governmental loans, technical aid, ete., in their efforts to meet 
foreign competition. A device of this nature, opened to the domestic manufac- 
turers of jeweled watches, would most effectively work toward returning them 
to the spirit of enterprise to which Senator Flanders referred. 

The main point of this long letter is that this nationwide, citizens’ organization 
believes broader criteria must be developed in weighing arguments for tariff 
protection. While it might be claimed that tariffs, quotas, etc., provide some 
protective benefits for splinter elements of our economy, the Nation as a whole 
suffers. 

We are sure, for instance, that recent decisions in behalf of protection were 
undertaken sincerely, in the belief that those decisions were in accordance with 
narrow definitions prescribed by law and by administrative practice or dictated 
by apparent legislative expediency. But the fact is that the increase in tariffs 
on watches, bicycles, and on woolen textiles ; quotas barring imports of butterfat 
products, and of tung oil; the 1955 emasculation of the Trade Agreements Act; 
the failure really to push for OTC; the imposition of the voluntary agreement 
blocking sale in the United States of Japanese cotton textiles; the voluntary 
quotas on crude-oil imports; and the administration’s efforts to circumvent the 
trade-agreements machinery by imposing an internal tax on imported zinc and 
lead all have had a broad and cumulative effect upon the Nation and its standing 
in the world. If narrowly interpreted responsibility and an unwillingness to 
offend obdurants within the Congress produce these results, it is obvious that 
the Nation will have to check its signals; the administration must again recog- 
nize trade to be an integral to the entirety of American policy. 

Because of the mounting interest in developing an equitable trade policy and 
because it is probable that several decisions affecting the future progress of that 
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policy will soon be made, we are taking the liberty of releasing these views to 
the press and to the general public. We take this step, as I am sure you will 
appreciate, because of our responsibility in eliciting public interest in the vital 
problem of trade and with the hope of directing particular public attention to 
the important overlapping of national security and foreign economic policy. 
I am, with all best regards, 
Very truly yours, 
B. A. Rirrerspory, Jr. 


THe Returns ARE In 


(The attitudes of the major newspapers of the free world and the peoples they 
serve on the Organization for Trade Cooperation, the General Agreement on 
Tariffs and Trade, United States tariff-trade policy, the Soviet economic of- 
fensive, and other factors in the competition between freedom and commu- 
nism, surveyed by the Committee on Foreign Trade Education, Ine.) 


United States membership in the Organization for Trade Cooperation is the 
key element in President Eisenhower’s 1957 tariff-trade liberalization program. 

It was the key element in 1956, too. And, for that matter, it was considered 
a very important factor of the trade program of 1955 as well. 

Whatever else, OTC is obviously something that impels emphatic, persistent 
endorsement from the President and dogged resistance from among some Mem- 
bers of Congress. 

The argument is about a simple, commonsense approach to trade policy. The 
Organization for Trade Cooperation is to provide a day-by-day administration 
and, thereby, greater efficiency for the General Agreement on Tariffs and Trade, 
the international trade agreement to which we and 34 of the other major trad- 
ing nations have belonged since 1947. ° 

Even without OTC, GATT has been of huge value to our country. Through 
tariff negotiations carried on within GATT, the United States has received tariff 
concessions from foreign countries worth well over $7 billion—a figure some- 
what higher than that of the concessions we have given. 

In addition, as Paul G. Hoffman pointed out in receiving the Committee’s 
1955-56 Cordell Hull Award for Leadership in Building United States For- 
eign Economic Policy: 

“Thanks to GATT, 14 western European countries between 1953 and 1955 
lifted quota restrictions on more than 60 percent of their dollar imports. These 
concessions * * * signaled a major increase in United States exports to West- 
ern Europe in 1955. While Western Europe’s imports increased generally by 18 
percent during 1955, its imports from the United States rose by more than 24 
percent, a percentage increase worth hundreds of millions of dollars to United 
States exporters and the 4,500,000 American families whose income is directly 
dependent on export trade.” 

OTC is now to give GATT a continuing administrative machinery, supplant- 
ing the “awkward improvisation” that now evists. As such, OTC will facilitate 
“intergovernmental consultations on questions relating to international trade; 
* * * sponsor international trade negotiations; * * * study questions of inter- 
national trade and commercial policy and where appropriate, make recommen- 
dations thereon; * * * (and) collect, analyze, and publish information and 
statistical data relating to international trade and commercial policy * * *.” 
The greater efficiency to be won by OTC, Secretary of Commerce Sinclair 
Weeks assured Congress, “is absolutely essential if United States agricul- 
ture, labor and industry are to receive maximum benefits from GATT.” 

Since few people are opposed to the principle of efficiency, it is difficult to 
understand what all the shooting is about. The veil is lifted, however, by Hon. 
Noah M. Mason (Republican, of Illinois), doughty high tariff leader in the 
House of Representatives : 

“(OTC) seeks to implement a thing that I am opposed to. * * * I have voted 
every single time against every extension (of the reciprocal trade program) 
* * * and I do not believe in the idea of reciprocal trade agreements * * * 
and I don’t want to implement the reciprocal trade agreements. * * *” 

The plain truth, then, is that the furious “protectionist” campaign against 
OTC aims to wreck the entire structure of United States trade policy develop- 
ment as first set by Cordell Hull and to reimpose all-out high tariff restraints 
on United States enterprise. 

But OTC, its proponents say, has more than domestic significance. OTC was 
first proposed by the United States. The measure is, therefore, a symbol to 
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the free world whether our country has the ability to follow through and make 
effective our world economic leadership. 

Along the same lines, it is also widely predicted that a breakdown on OTC 
will give real impetus to the worldwide Russian drive to split off our friends 
and allies by trade. The President, for instance, flatly warns: “Failure to as- 
sume membership in OTC * * * would play directly into the hands of the 
Communists.” 

As preparations were being made for the 1957 debate on OTC, this bypartisan, 
100-percent volunteer organization determined to learn whether these dire warn- 
ings had real meaning or were just “cry-wolf” slogans. 

To get the answers, the committee went to the compilers and leaders of public 
opinion, the most important newspapers of the GATT countries (the nations that 
are to become members of OTC).* In answering the questionnaire, many of the 
newspapers freely revealed their own positions and clearly defined the currents 
of public opinion within their nations on OTC as well as the other serious prob- 
lems confronting the development of international trade. 


ENDORSE OTC 


The response was emphatic : 57 percent of the world press sample believe “OTC 
will have a significant meaning to the development of world peace.” Less than 
12 percent disagree. Perhaps even more interesting, almost 70 percent of the news- 
papers in the restless Asian nations acclaim OTC as an important element in 
“building peace.” 

There is also wide agreement (85.7 percent) throughout the entire sample that 
OTC will likely make the operation of GATT “more effective in expanding world 
trade.” 

More than half of the editors report that the people of their countries have 
at least some awareness of OTC. NATO leads the Asian countries by a wide mar- 
gin, 73.4 percent of the NATO editors crediting the people of their nations with 
some information on the OTC debate as compared to only 44 percent of the “in- 
formed” groups in the Asian countries. 

The survey also indicates, however, that special groups have developed particu- 
lar interests (pro and con) in OTC. Leading among these, 74 percent of the 
editors report, is the business community, followed by “political groups” (28 per- 
cent), industrial workers (22 percent), and students (11 percent) .” 

The newspapers, themselves, have very often stimulated this interest in OTC. 
Fifty-one percent of the entire cross-section state that they have reported on OTC 
at least to “some degree.” This degree of news coverage is greater among the 
NATO countries (60 percent) than among the Asian (45 percent). 

The sample squarely faced the question of OTC’s relevance to the success of 
United States foreign policy : 

Question : “Paul G. Hoffman, the distinguished United States business and for- 
eign policy leader, has warned the United States that ‘failure to authorize * * * 
membership in OTC, will, I am sure, confuse and depress the international trade 
situation and seriously compromise United States world leadership.’ ” 


Answers (percent) 








| Tend to | Some | Don’t | Don’t | Other 

| agree validity | agree | know 
- eam | | | a 
Worldwide sample ‘ itis waedicide | 68. 6 14.3 2.8 8.6 5.7 
NATO countries - - 4 nietiblidavd el 80.0 ac ten cede edit eile 6.7 
Asian countries_..............---- ese iy Ol seas Stestegicat ies santeecaaed 11.0 11.0 








Even though the newspapers in America’s NATO allies tended to impute more 
to OTC as a major factor in United States foreign policy than those in the Asian 
countries, the failure of the United States Congress to act on OTC during 1956 


1 Because the survey was designed to measure foreign public opinion, the United States 
press was not, of course, asked to participate. Another member of GATT, Czechoslovakia, 
was also excluded. That country joined GATT before the Communist coup of 1948. Be- 
cause the country is now Communist, many GATT members do not accord it trade econees- 
sions worked out through GATT. Furthermore, as a member of the Soviet bloc. Czecho- 
slovakia has worked against the creation of OTC (see Proceedings of the United Nations 
Second Committee for the Fall and Winter of 1956-57). 

2 Total of more than 100 percent indicates multiple answers. 
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is of very immediate interest to the Asians: 56 percent report clear-cut evidence 
that the United States letdown on OTC “has prompted a special line of Com- 
munist propaganda seeking to ‘point out’ ambiguities or failures in United States 
trade policy.” And of the Asian sample, an additional 33 percent discern “some” 
Communist effort to use Congress’ failure to act on OTC as a means of lessening 
United States prestige. 

The foreign editors also take dead aim at the forces they think last year stalled 
OTC in Congress: 45 percent, “High-tariff sentiment in the United States has 
become too strong”; 22 percent, “petty political wrangling”; and 31 percent, “a 
typical election-year impasse.” 


LOOK TO UNITED STATES LEADERSHIP 


Even before World War I, Cordell Hull was at the forefront of the fight 
for a realistic trade policy. Hesaid in 1916: 

“Unhampered trade dovetails with peace; high tariffs, trade barriers, and un- 
fair economic competition, with war * * * liberal commercial policies * * * 
constitute an essential foundation of any peace structure the civilized nations 
might erect.” 

Secretary Hull’s wisdom is affirmed again to day. Very nearly 88 percent of 
the international press cross section believe “a continuing expansion of inter- 
national trade (to be) extremely important * * * to world peace.” 

And almost 95 percent of the editors also describe inernational trade to be of 
“extreme importance” to both the prosperity of their own countries and of the 
entire world. 

However, “in working toward the development of reciprocally profitable inter- 
national trade,” the editors state, “that the leading responsibility” inevitably 
falls upon the United States. But the Haagse Post (Netherlands), striking a 
dominant chord, flatly declares that our country is “not completely aware of 
its tremendous responsibility in leading the free world.” The consequent lapses 
in United States leadership, Nihon Keizai Shimbun (Japan) says, may derive 
from the fact that the American public just does not know what is going on. 
The Japanese newspaper notes, for instance, that while the United States and 
Japan were last fall and winter negotiating the imposition of the voluntary agree- 
ment limiting Japan’s sales of cotton textiles in the United States market, all 
of the Japanese newspapers, day after day, gave the issue front-page headline 
attention. In the United States, on the other hand, trade with Japan, even 
though it is so significant to the success of American foreign policy in the Far 
East, was buried in an inch or two of type in the business pages. 

Whatever the cause, 80 percent of the world sample are firmly persuaded that 
protectionist manifestations “have reduced the effectiveness of United States 
leadership” in building trade. 

Some of these qualms are, perhaps, also indicated by the composition of the 
sample itself. Nineteen of the GATT countries are represented: Australia, 
Belgium, Canada, Ceylon, Chile, Cuba, Denmark, France, West Germany, India, 
Indonesia, Japan, the Netherlands, New Zealand, Rhodesia (Southern), Sweden, 
Turkey, South Africa, and Uruguay. 

Britain is conspicuously absent. The disinclinatiton of any of the British 
newspapers to participate quite likely reflects the temper of the time at which 
the survey questionnaires were first mailed out—the Suez crisis of the fall and 
winter of 1956 and the consequent British disillusion with the United States 
for its reaction to the British-French-Israeli military action in Egypt.* 


One extremely important consequence of the Anglo-American split on the Middle East 
was the marked acceleration of British and French efforts to build a European common 
market and the associated free-trade zone. These arrangements gradually will lower bar- 
riers to intra-European trade. While the buildup of the common market and the free-trade 
zone, in part, suggests a desire for a new independence of the United States, most informed 
commentators believe the new trade structures will immensely bolster Western Europe’s 
economy and, thereby, provide the United States with stronger, more self-reliant allies. 

Here again, however, GATT and OTC are of great importance. Only as long as the com- 
mon market and the associated free-trade zone are run in accordance with the provisions of 
GATT can United States exporters be sure of fair, nondiscriminatory treatment in Europe. 
As the House Subcommittee on Customs, Tariffs, and Reciprocal Trade Agreements warns, 
if the common market is to “avoid a purely regional restrictive approach, the continuation 
of an effective GATT and the setting up of OTC * * * (are) very important.” ‘The 
obvious danger is that the failure of Congress to authorize United States membership in 
OTC and the consequent devitalization of GATT could very likely widen our differences 
with Britain and France as well as open the way to Socialist, neutralist, and third-force 
advocates, now in the background, to give the common market a distinct anti-American 
complexion. 
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Despite this, the sample is remarkably representative. The overall response 
was a fraction off 60 percent. The strong return from Asia is particularly 
significant, while that of the Europe and Commonwealth countries is nearly 
equal and of great interest. Only in the case of Latin America was the return 
only average for a questionnaire-by-mail survey.‘ 

The sample is also strong in the different elements of political and economic 
thinking represented. Eight and a half percent of the participating papers 
can generally be described as right wing; 22.8 percent are independent; nearly 
24 percent take middle-of-the-road positions; 17 percent can be roughly grouped 
under the label “Socialist”; almost 9 percent represent Roman Catholic politi- 
cal philosophies ; 5 percent are government controlled or oriented ; and 14 percent 
are of miscellaneous categories. All important ideologies, except communism, 
are represented. 


SUCCESSES OF UNITED STATES HIGH TARIFF BLOC WELL KNOWN 


While too often buried in the back pages of United Sttaes newspapers, the 
successes of the United States high tariff bloc are big news overseas: 

1. “Defense essentiality.”—Seventy-one percent of the entire cross section 
was keenly aware of the frenzied efforts some United States firms are making 
to win tariff protection on the basis of the supposed national-defense qualities 
of their production (the makers of wristwatches, lead pencils, gloves, thermome- 
ters, wool, felt, wooden boats, and cutlery have been in the forefront of those 
seeking protection under this guise). 

2. “Watch tariff.’—Similarly, the notoriety of the 1954 hike of tariffs on 
jeweled watch movements has spread to 77 percent of the foreign press. 

3. “Escape clause.”’—The escape-clause mechanism of the reciprocal trade 
agreements, whereby domestic industries or parts thereof that claim injury 
from import competition can obtain tariff boosts, has won the attention of 
almost 63 percent of the editorial cross section. 

4. “Keeping out Japanese tecatiles.”’—Taking view of the “voluntary agree- 
ment” recently imposed upon Japan to restrict its sales of cotton textiles in the 
United States, nearly 55 percent of the sample indicated that they know of the 
United States cotton textile industry’s no-holds-barred campaign against imports 
of foreign cotton cloth. 

5. “Domestic versus foreign oil.””—Just less than half of the cross section were 
also acquainted with the United States Government’s continuing efforts to limit 
the importation of foreign-produced petroleum. 

Judging which of these protectionist efforts most seriously threatens the ex- 
pansion of international trade, 57 percent of the editors agreed with the Gazet van 
Antwerpen (Belgium) in believing the escape clause renders all trade policy 
progress “ineffective—there being a constant threat of revocation against the 
successful foreign exporter.” Fifty-four percent of the sample also see the de- 
fense essentiality device as a particularly dangerous protectionist weapon. 

This outcry against United States high tariff devices has, perhaps, a greater 
political than economic significance ; not many of the countries whose newspapers 
participated in the survey have ever either directly or indirectly suffered export 
losses because of escape-clause or defense-essentiality actions. Obviously, United 
States protectionist regression has seriously damaged some countries economi- 
‘ally ; more importantly, however, it has popularized the most undesirable concep- 
tions of the integrity and sincerity with which United States reciprocal trade 
agreements are administered. 

In fact, the very widespread, negative stereotype created by our international 
trade conduct was reflected by the survey a second time. When asked which 
products their nations would like to be able to export more freely to the United 
States, several of the newspapers specified commodities that do not face an 
import restriction of any kind. 


4*Names of participating newspapers: Australia, Adelaide Advertiser; Belgium, Gazet 
van Antwerpen, Het Laatste Nieuws; Canada, Montreal La Presse, Toronto Star, Van- 
couver Sun; Ceylon, Ceylon Observer, Dinamina: Chile, La Nacion; Cuba, Finanzas; Den- 
mark, Berlinske Tidende, Politiken; France, Dernieres Nouvelles d’Alsace ; Germany, Ber- 
liner Morgenpost, Sueddeutsche Zeitung; India, Amrita Bazaar Patrika; Indonesia, Pedo- 
man, Suara Bakjat: Japan, Aashi Shimbun, Mainichi Shimbun, Nihon Keizai Shimbun, 
Nippon Times; Netherlands, De Tijd, Haagse Post, Het Vrije Volk, Nieuwe Rotterdamse 
Courant; New Zealand, Christchurch Press, Otago Daily Times, Wellington Evening Post ; 
Rhodesia (Southern), the Sunday Mails; Sweden, Aftontidningen, Nye Wermlands Tid- 
ningen ; Turkeey, Ankara Telegraf; South Africa, The Pretoria News; Uruguay, El Bein 
Publico. 

5 See appendix, p. 14. 
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On the other hand, there was an encouraging response from 74 percent of the 
sample indicating that they know that the United States has “recently made a 
significant simplification of its customs procedures in order to encourage its 
international trade.” And by the same margin, the editors took a generally 
favorable position on the reciprocal trade agreements program, stating that it 
has been “of value in promoting friendlier relations among nations.” 


OWN TRADE POLICIES ANALYZED 


But trade is a two-way street. The data for a comprehensive research report 
on international trade problems necessarily required that the press of the GATT 
countries evaluate what their own nations had and had not done. 

Forty-nine percent of the worldwide sample are sure that their nations have 
cooperated to the greatest degree practicable in reducing its own barriers to 
international trade. Thirty-one percent find that fairly good progress has been 
made; 20 percent is forced to concede insufficient progress on the part of their 
own nations (self-criticism came from some of the respondents in Chile, France, 
Japan, New Zealand, and Uruguay). Fifty-four percent also definitely foresee 
further efforts by their own nations to liberalize trade, but 11.4 percent note 
that their countries now have a virtually barrier-free tariff-trade policy. 

Many of the participating newspapers also report that they look to the common 
market and the equivalents now taking shape in Scandinavia, Latin America, 
and the Far East as the next step in the expansion of international commerce. 
Several papers realize, however, that these regional approaches could become 
obstructions to the flow of trade in the absence of a strong GATT. 


SOVIET ECONOMIC OFFENSIVE 


The United States delegation to the United Nations, with President Eisen- 
hower’s explicit endorsement, has defined “the present period in history * * * as 
a major turning point in the struggle between communism and freedom * * * 
The Soviet Union * * * (is) using economic and social collaboration as a means 
for jumping military as well as political barriers * * * We are in (an economic) 
eontest * * * which is bitterly competitive * * * Defeat in this contest could 
be as disastrous as defeat in an armaments race.” 

The press of the GATT countries is well aware of the threat. Pedoman (Indo- 
nesia) points to increased Communist agitation on trade; Les Dernieres Nouvelles 
d’Alsace (France) says the Communist trade drive is the vehicle for increased 
anti-American propaganda ; Nihon Keizai Shimbun (Japan) sees the Communist 
economic effort as “massive * * * (operating) in every part of the world”; 
and Nieuwe Rotterdamse Courant (the Netherlands) says flatly that the “danger 
of the new (Communist) policy is obvious.” [Emphasis theirs. ] 

At the same time, the lure of trade with Russia and China is becoming more and 
more a temptation as the success of United Statesc protectionists dims the future 
of trade with America. Thus, while 86 percent of the worldwide sample believe 
that the Soviet ecoonmic offensive is politically motivated, 26 percent of the 
participating editors will not concede that “close economic relations with the 
Soviet Union could eventually endanger the poltical security” of their own 
nations. Most significantly, fully 67 percent of the Asian newspapers state they 
do not believe increased trade with the Soviet bloc would be politically risky. 

The mounting success of the growing Soviet bid for trade is measured by the 
fact that over 91 percent of the participating editors indicated that the people 
of their nations are aware of the Communist trade offensive. This compares 
with the figures of 83.8 percent reported by the editors to have at least some 
knowledge Of United States trade policy and 92 percent reported to have some 
knowledge of United States “aid” programs. Political groups (most editors 
specifying “Communists”) were said ot be the most actively concerned with the 
Communist trade build-up, closely followed by businessmen and, somewhat less 
well informed, student groups. 

The portent of the Kremlin trade drive is also revealed by the analysis of 
the editors that only 42 percent of the informed group disapprove of the Com- 
munist ecoonmic objectives. The figure for disapproval, even more significantly, 
drops to only 22 percent among the Asians. 

In expressing their own opinions, however, almost 86 percent of the editors 
are sure that “increased effort on the part of the United States in undertaking 
* * * the initiative in building international trade would counter and reduce 
the impact” of the Soviet economic offensive. 
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The returns are in. 

The continued development of trade is an all-important factor to the sur- 
vival of the free world. ; 

The United States is recognized to have outstanding responsibility in lead- 
ing the free world’s economy. 

But domestic protectionism, an amazingly large part of the world under- 
stands, is undermining our ability to utilize the initiative. 

In that vacuum the Soviet ecoonmic offensive, plus what very well may 
become restrictive regional trade arangements, are considered increasingly 
attractive alternatives. 

OTC, the administrative realization of GATT, is widely regarded as the 
gage of future United States action on trade—whether the United States 
can maintain the leadership of the free world or will revert to the high- 
tariff theories of the Smoot-Hawley-depression period. 

Authorization of United States membership in OTC is again before the Con- 
gress (introduced by Representatives Jere Cooper (Democrat, Tennessee) and 
Robert W. Kean (Republican, New Jersey) as H. R. 6630 and H. R. 6631). 
The great majority of Americans, those who favor the general lines of this 
country’s anti-Communist foreign policy during the last 10 years, must now 
get behind OTC. It is the next, indispensable step in building a foreign eco- 
nomic policy that builds up—instead of tears down—our foreign political policy. 

All of us, not just the few, must be portected by a foreign policy that succeeds 
and a domestic economy that continues to prosper: OTC must be won in 1957. 

If we fail, we stand indicted, as Politiken (Denmark) puts it: “The United 
States talks more of trade liberalization and expansion than they do about it.” 


APPENDIX 


The complete tabulation of the worldwide sample follows: 

I. How important, in your opinion, is international trade to the prosperity of 
your national economy? 

Extremely import, 94.3 percent; fairly important, 5.7 percent; minor 
important, * * * 

II. How important, in your opinion, is international trade to the prosperity 
of the world as a whole? 

Extremely important, 94.3 percent; fairly important, 5.7 percent; minor 
importance, * * * 

I1I. How important, in your opinion, is a continuing expansion of international 
trade to world peace? 

Extremely important, 82.8 percent ; fairly important, 14.3 percent ; minor 
importance, 2.9 percent. 

IV. The New York Herald Tribune, a respected and influential United States 
newspaper, asserts “the Soviet Union has launched a massive new offensive, 
economic in method, political in purpose and backed by a vast and growing 
military machine.” Do you believe that the so-called Soviet economic offensive 
aims at primarily political goals? 

Yes, 85.7 percent; no, 5.7 percent; don’t know, 5.7 percent; no answer, 
2.9 percent. 

(a) Do you accept the charge that close economic relations with the Soviet 
Union could eventually endanger the political security of small nations? 

Yes, 62.8 percent; no, 25.7 percent; don’t know, 5.8 percent; no answer, 
5.7 percent. 

V. Do you believe that the United States of America has a leading responsi- 
bility in working toward the development of reciprocally profitable international 
trade? 

Yes, 94.3 percent; no, * * *; don’t know, 5.7 percent. 

(a) If so, do you believe the United States has fully accepted that responsi- 
bility ? 

Yes, 5.7 percent; to a large degree, 42.8 percent; no, 45.8 percent; don’t 
know, 5.7 percent. 

(b) Do you believe the United States reciprocal trade agreement program 
has been of value in promoting friendlier relations among nations? 

Yes, 34.3 percent; to a large degree, 40 percent; to a small degree, 
8.6 percent; no, 5.7 percent; don’t know, 11.4 percent. 

(c) Has the General Agreement on Tariffs and Trade (GATT) been effec- 
tive in helping to rebuild international trade? 

Yes, 20 percent; to a large degree, 45.7 percent; to a small degree, 11.4 
percent ; no 17.1 percent ; don’t know, 5.8 percent. 
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(d) Do you know that the United States has recently made a significant 
simplification of its customs procedures in order to encourage its international 
trade? 

Yes, 74.3 percent ; no, 25.7 percent. 

(e) Have manifestations of protectionism in the United States seemed to 
have reduced the effectiveness of United States leadership in building interna- 
tional trade? 

Yes, 80 percent; perhaps, 14.1 percent; no, 5.9 percent ; 

(1) Are you acquainted with the escape clause of the United States Trade 
Agreement Act? 

Yes, 62.8 percent; no, 31.5 percent; no answer, 5.7 percent. 

(2) Are you acquainted with the continuing controversy on whether protec- 
tion should be granted to United States firms on the basis of “defense essen- 
tiality ?”’ 

: Yes, 71.4 percent; no, 25.7 percent; no answer, 2.9 percent. 

(3) Do you know of the increase of United States tariffs on imported jeweled 
watch movements? 

Yes, 77.1 percent ; no, 20 percent ; no answer, 2.9 percent. 

(4) Do you know of the increase of United States tariffs on bicycles? 

Yes, 51.1 percent ; no, 40 percent ; no answer, 8.9 percent. 

(5) Are you acquainted with the fact that imports into the United States of 
foreign-produced oil are limited by the Government? 

Yes, 46.6 percent ; no, 45.7 percent ; no answer, 5.7 percent. 

(6) Are you aware of the mounting effort to block imports of cotton and 
other textiles into the United States? 

Yes, 54.3 percent ; no, 37.1 percent; no answer, 8.6 percent. 

(7) Are you aware of the successful effort to restrict significant imports of 
cheese, other milk products, and edible oils into the United States? 

Yes, 68.6 percent ; no, 22.8 percent ; no answer, 8.6 percent. 

(8) These manifestations of protectionism, which three do you think have had 
the greatest significance to the world economically or politically ?? 

Escape clause, 56.9 percent; defense essentiality, 54.3 percent; jeweled 
watches, 5.7 percent; bicycles * * * ; oil, 22.3 percent; textiles, 25.7 
percent ; milk products, 17.1 percent; other (Buy American), 10 per- 

cent; don’t know, 2.86 percent. 

(f) For what products would your nation like to have freer access to the 
Dnited States market? 

Australia, wool, meat. Belgium, textiles, lenses, steel rails. Canada, 
manufactured goods, agricultural products, lumber, petroleum. Cey- 
lon, coconut, rubber.’ Chile, canned seafood, nitrades for fertilizer? 
Cuba, sugar, tobacco, coffee. Denmark, ships, cheese and other milk 
products. France, textiles, wine, automobiles. Germany, machines, 
chemical products. India, jute goods, mica, manganese. Indonesia, 
rubber,’ agricultural products. Japan, textiles, tunafish, hard board. 
The Netherlands, bicycles, textiles, cheese and other milk products, 
rope. New Zealand, milk products, cheese, wool. Southern Rho- 
desia, copper ore.” Sweden, glass, machine tools, wood products. 
Turkey, chrome ore,’ copper ore,’ tobacco. South Africa, agricultural 
products. Uruguay, meat, hides. 

VI. Do you believe that your nation has cooperated to the greatest degree 
practicable in reducing its own barriers to international trade? 

Yes, 48.6 percent; fairly good progress has been made, 81.4 percent; 
insufficient progress, 20 percent. 

(@) Are the barriers that your: nation retains in your opinion primarily de- 
signed to meet monetary problems (dollar gap, and so forth) or are they ex- 
plicitly intended to “protect” domestic industry? 

Designed primarily for monetary protection, 20 percent; both, 51.4 per- 
cent; designed primarily for protection, 14.3 percent; don’t know, 2.9 
percent; barrier free, 11.4 percent. 


1 Total of more than 100 percent indicates multiple answers. 

? Despite the answers of the editors, these products are on the United States free list and 
as such do not face import restrictions of any kind. This phenomenon obviously reflects 
the — degree to which United States protectionists eve tarnished our national 
reputation. 
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(bd) Do you believe that your nation will make further efforts to provide freer 
access to its markets to the other nations of the world? 

Yes, 54.3 percent; no, 5.7 percent; it depends, 34.3 percent; no answer, 
5.7 percent. 

(3) What protective device, so far as you know, is most often used by your 
nation? 

Tariffs, 60 percent; quotas, 11.4 percent; exchange restrictions, 3 per- 
cent; preferential agreements, 28.6 percent; other, * * *; none, 5.7 
percent. 

VII. Have international economic questions, including trade, been a subject 
of popular interest to the people of your country? 

Great interest, 31.4 percent; to a considerable degree, 51.4 percent; 
some, 8.2 percent ; scarcely at all, 9 percent. 

(a) Regardless of your answer to VII, above, which, if any, of the following 
economic, political, or social groups in your country have shown a marked inter- 
est, one way or another, in international trade? * 

Business community, 94.3 percent ; farmers, 90.3 percent; factory work- 
ers, 25.7 percent; self-employed, 14.3 percent; students, 25.7 percent ; 
political groups, 57.1 percent. 

VIII. Are the people of your nation aware of United States foreign economic 
policy? 

Yes, 22.8 percent; some knowledge, 68.6 percent; virtually unaware, 8.6 
percent. 

(a) Are they acquainted with United States programs designed to supply eco- 
nomic aid, (grants, loans, etc.) ? 

Yes, 22.8 percent ; some knowledge, 68.6 percent; virtually unaware, 8.6 
percent. 

(b) Are they acquainted with United States trade policy? 

Yes, 17.1 percent ; some knowledge, 65.7 percent ; virtually unaware, 17.1 
percent. 

(c) Have any of the economic, political, or social groups in your country at- 
tempted to point out the value or disvalue to your nation of the United States 
trade policies? (For example, the Communists of southern Italy are reported to 
have popularized the slogan, in 1953, “‘The United States is willing to take our 
sons, but not our goods.’’) * 

Business community, 45.7 percent; farmers, 28.6 percent; factory work- 
ers, 11.4 percent; self-employed, 5.7 percent; students, 14.3 percent; 
political groups, 54.3 percent ; other (newspapers), 5.7 percent. 

IX. Are the people of your nation aware of the mounting Russian economic 
offensive? 

Yes, 91.4 percent ; no, 8.6 percent. 

(a) Has any economic, political, or social group in your nation attempted to 
point out the value or disvalue to your nation of this economic offensive? * 

Business comunity, 42.8 percent ; farm, 20 percent ; factory workers, 14.3 
percent; self-employed, 14.3 percent; students, 28.6 percent; political 
groups, 62.8 percent. 

(b) Among those who are acquainted with the new Soviet foreign economic 
policy do you believe they approve or disapprove? 

Approve, 20.1 percent; disapprove, 42.8 percent; other, 14.3 percent; no 
answer, 22.8 percent. 

(c) Do you believe that an increased effort on the part of the United States in 
undertaking the responsibility and the initiative in building international trade 
would counter and reduce the impact of the Russian economic offensive? 

Yes, 85.7 percent; no, 5.7 percent; don’t know, 2.9 percent; no answer, 
5.7 percent. 


SPECIFIC QUESTIONS ON THE ORGANIZATION FOR TRADE COOPERATION 


I. Thirty-five nations, including your own, agreed to establish the Organiza- 
tion for Trade Cooperation in order to administer the General Agreement on 
Tariffs and Trade. Although it has been 2 years since this agreement was con- 
cluded, the United States, which necessarily was to be the first assuming mem- 
bership, failed to do so during the 84th Congress. How do you explain this 
failure? 


1 Total of more than 100 percent indicates multiple answers. 
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High tariff sentiment in the United States has become too strong, 45.7 
percent ; petty political wrangling in the Congress, 22.8 percent; a typi- 
cal election-year impasse, 31.4 percent ; don’t know, 17.1 percent ; other, 
8.6 percent. 

II. To what degree do you believe that the public of your country is aware 
of OTC? 

Relatively well informed, 2.86 percent; fairly well informed, 11.4 per- 
cent; some information, 37.1 percent; little or no information, 42.8 
percent ; no answer, 5.84 percent. 

(a) Regardless of your answer to II above, do you believe that any economic, 
political, or social groups in your Nation has a particular interest in OTC (either 
pro or con) ? 

Yes, 65.7 percent; no, 11.4 percent; don’t know, 14.3 percent ; no answer, 
8.6 percent. 

(1) If so, what groups are they?* 

Business community, 74.3 percent; farmers, 37.1 percent; factory 
workers, 22.8 percent; self-employed, 2.86 percent; students, 11.4 per- 
cent ; political groups, 28.6 pereent. 

III. To what degree have you and/or the other important newspapers of your 
Nation reported the “OTC Story”? 

Quite a bit, 14.3 percent; some, 37.1 percent; not much, 40 percent; no 
answer, 8.6 percent. 

IV. Do you think that the inauguration of OTC will make the operation of the 
General Agreement on Tariffs and Trade more effective in liberalizing and 
expanding world trade? 

Yes, 34.8 percent; perhaps, 51.4 percent; no, 3 percent; don’t know, 
5.6 percent. 

V. Do you believe that OTC will have a significant meaning to the development 
of world peace as well as of that of prosperity? 

Yes, 57.1 percent; no, 11.4 percent; don’t know, 28.6 percent; no an- 
swer, 2.9 percent. 

VI. Paul G. Hoffman, the distinguished United States business and foreign 
policy leader, has warned the United States that “failure to authorize * * * 
membership in OTC will, I am sure, confuse and depress the international trade 
situation and seriously compromise United States world leadership.” How valid 
do you believe Mr. Hoffman’s analysis is? 

Tend to agree, 68.6 percent; some validity, 14.3 percent; don’t agree, 
2.8 percent ; don’t know, 8.6 percent ; other, 5.7 percent. 

VII. Do you believe that the United States failure to adhere in 1956 to OTC 
has prompted a special line of Communist propaganda seeking to point out 
ambiguities or failures in United States trade policy ? 

Yes, 34.3 percent; some, 22.8 percent; not much, 17.1 percent; don’t 
know, 20 percent ; no answer, 5.8 percent. 

What attitudes do you and/or the people of your country have on the emer- 
gence of the common market and the associated free-trade zone in Europe? 

(No statistical tabulation.) 
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JANUARY 2, 1958. 
Hon. HALE Boses, 
Chairman, Subcommittee on Foreign Trade Policy, 
House of Representatives, Washington, D. C. 


DEAR Mr. CHAIRMAN: United States trade policy very importantly affects 
Japan. To put it in another way, United States trade policy directly affects the 
success of American political and military policies in the Far East. 

The business leader and novelist, Cameron Hawley, gave a valuable insight 
into this problem in an article he published in the Saturday Evening Post a 
few months ago. The article, Are We Driving Japan Into Red China’s Arms? 
accurately depicts the way in which our recidivistic return to protectionism 
is undermining our position in the Orient. 

The committee has distributed many thousands of copies of Mr. Hawley’s 
report in reprint form. Because of its sober presentation of the consequences 
involved in a high-tariff policy, we also believe the report will be of high 
importance as an appendix to the report of the subcommittee’s recent panel 
discussions. With that aim in mind, therefore, I submit three copies of Are We 
Driving Japan Into Red China’s Arms? 

Yours very truly, 
Rosert BALDWIin, Vice Chairman. 


{From the Saturday Evening Post] 
ARE WE DRIVING JAPAN INTO RED CHINA’s ARMS? 
By Cameron Hawley 


(A famous author reports from Tokyo on the American policy which may cost us 
our bulwark in the Pacific) 
ToKyYO, JAPAN. 

This is my second trip around the globe in 36 months. Nothing that I have 
seen anywhere strikes me as being a more potentially serious threat to the 
free world than the situation that is now developing herein Japan. 

Coming out through Europe, stopping over in the Middle East, I returned to 
Asia feeling that international communism’s eastern battlefront would prove 
relatively quiet. It is—but the quiet is more ominous than reassuring. 

Since the end of the war in Indochina, the Red regime in Peking has touched 
off no new outburts of aggressive violence. Plainly, escaping world attention has 
suited Mao Tse-tung’s purpose. An old friend whom I met last month in Hong 
Kong suggested the apt proverb, “A stalking tiger makes no noise.” 

There is no doubt what the tiger is after. Red China’s newest strategic 
objective is unmistakably clear. Positively, beyond the slightest doubt, the 
Communists have launched an all-out drive to split Japan away from the 
United States. Their progress toward that goal during recent months is 
alarming. 

The loss of Japan to the alliance of free nations would be a catastrophe of 
the first order. It might well be the determining factor in the eventual loss of 
all Asia. Japan is the keystone of the arch of defense that we have built to 
contain the explosive power of Red China. Kick out the keystone and the 
whole arch sags. It might easily fall for lack of support. 

Remember the Korean war? To many Americans, it is a nightmare that can 
now be forgotten. Unfortunately, that is not the case. That war never ended. 
Two great armies still face each other in the nerve-grinding tension of an 
uneasy armistice. Communist strength has been constantly built up, the truce 
terms notwithstanding. Across the line, the South Korean Army waits in con- 
stant vigil. This army is today the fourth largest in the world. It is dependent 
upon us for material and economic sustenance. If we lost the support of Japan, 
the fulfillment of that obligation would become all but impossible. 

On Formosa, we have undertaken what is substantially a duplication of our 
Korean responsibility, another national economy to sustain, another big army 
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to supply and support. Move down the China coast into southeast Asia and 
the need for military strength is obvious. Despite some encouragement from 
the resistance that has been generated in South Vietnam, the overall situation 
in southeast Asia is bad and getting no better. There is no end point in sight. 
Communist infiltration constantly violates the borders of Laos and Cambodia. 
Red guerrillas still infest the Malayan jungles. Burma has deteriorated to an 
eggshell that would crumble with the first hard blow. The military force that 
we and our SEATO partners have built up, principally in Thailand, is the only 
deterrent to full-scale Communist Chinese aggression. 

Our whole Pacific defense structure centers upon Japan, partly because our 
bases here are so strategically located with reference to both mainland China 
and the Soviet Union, but even more importantly because Japanese industry has 
the capacity to supply and service military operations. It is significant that 
American troops stationed at Japanese bases are now substantially outnumbered 
by Japanese civilians whom we employ to keep supplies and equipment flowing 
to Korea, Formosa, Okinawa, Thailand, and our other defensive strongholds, 
A typical operation is the rebuilding of old trucks and other transportation units. 
Without Japan, they would have to be junked. With Japan, we can use 
readily available facilities and low-cost labor to rebuild them to almost-new 
condition at a fraction of the cost of replacement. 

Gen, Lyman L. Lemnitzer, winding up a tour of duty as chief of the United 
States Far East Command, faces practicalities with the solid realism of a busi- 
nessman. “We’re spending enough of the American taxpayers’ money out here 
as it is,” he told me. “But, if we didn’t have Japanese industry available to us, 
the cost of doing what has to be done would skyrocket.” 

There’s more than the budget at stake. Japanese industry weighs heavily in 
the Pacific balance of power. We dare not forget that Japan, on its own, built 
and supported a military machine that seriously challenged American and 
Allied might through 4 years of war. Add that much weight to Red China’s 
own power and the balance might easily swing to the other side of the scale. 
The tiger knows what it is after. 

Red China’s current attempt to drive a wedge between Japan and the United 
States has undoubtedly been sparked by the remarkable resurrection of Japanese 
industry. Statistics tell the bare story—production up to 235 percent of the 
prewar normal—but you can appreciate how spectacular the Japanese comeback 
has been only when you see the evidence with your own eyes. The drive from 
Tokyo to Yokohama offers a fair sampling of what has happened in other areas 
as well. For 20 miles, giant industrial plants, miraculously resurrected from 
the rubble of war, now hedge the road, jigsawed together in one of the most 
intensively industrialized areas anywhere in the world. 

At the Kawasaki plant of Nippon Kokan, one of the country’s 3 major steel 
producers, I saw a bank of new open hearths that have just come into produc- 
tion, a part of the expansion program that will, before the end of the year, raise 
Japan’s total steel output to 12 million tons annually. The Chinese Communists, 
despite their big push to build up heavy industry, and with all the help that the 
Russians have been able to give them, will barely reach a third of that total 
this year. Thus, a close alliance with Japan would, in effect, quadruple Red 
China’s steel capacity. 

Near the Nippon Kokan plant is one of the big Toshiba factories, 60 acres of 
roofed-over working space, solidly jammed with heavy electrical equipment 
under construction. If Mao Tse-tung could get his hands on only 1 order that 
I saw going through—four 160,000-kilovolt-ampere steam-turbine generators, 
proudly described by my guide as the biggest of their kind in the world—he 
would be able to take a giant step toward solving the electrical-power shortage 
that is today one of Red China’s most serious roadblocks to industrial expansion. 

I tramped through some of the shipyards that line mile after mile of water- 
front, awed by their 1956 record of having built more ship tonnage than the 
yard of any other nation on earth. You may forget that these are the shipyards 
that built the great Japanese fleet of World War II, but it’s a safe bet that Mao 
Tse-tung has a longer memory. 

But the Chinese Communist leaders are after more than steel and power and 
ships. They need consumer goods, too. They are in trouble at home because 
they directed too. large a share of their resources into heavy industry. There 
was serious internal resistance in China last winter because too many shivering 
peasants would not accept the hazy prospects of Asian domination as an ade- 
quate substitute fora warm coat. Japan’s textile industry could supply millions 
upon millions of warm coats. Hundreds of other Japanese factories could pour 
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out enough consumer goods of every kind to make the Chinese people think that 
communism was really paying off. Then, with his people satisfied, Mao Tse-tung 
could safely concentrate on his all-out drive to build up the heavy industry upon 
which armament depends. 

Is all this a Red pipedream? Drive back into Tokyo and you'll see plenty of 
external evidence that it is. There are hundreds of ways in which Japan seems 
tightly linked to the United States. Ride the moving stairs up through the big 
American-type department stores that now line the Ginza and it’s easy to agree 
with the tourist I overheard in Takashimaya’s, who said, “Honestly, if they’d 
just put all the signs in English, I’d think I was right back in Houston.” 

The vast majority of all city-dwelling Japanese men now wear western-style 
clothes, and the manager of a big clothing department told me that he couldn’t 
sell a suit that wasn’t “American cut.” Rock ’n roll, Elvis Presley, singing com- 
mercials, and comic books are omnipresent. A Japanese university professor 
said, tongue in cheek, “As you can see, our people are attracted by your American 
culture.” 

News from the United States dominates the front pages of most newspapers. 
Baseball is the national game and, more than once, I’ve been embarrassed by my 
inability to match my Japanese host’s knowledge of the batting and fielding 
statistics of the Brooklyn Dodgers or the New York Giants. Japanese men are 
no less conversant with the current performance figures on American industry. 
A slump in Detroit’s automobile production was the sole subject of major dis- 
cussion at a roundtable luncheon I attended last week. A Japanese banker said 
with a wry grin, ‘We're tied so closely to America that if a Wall Street broker 
sneezes, someone in Japan gets pneumonia.” 

One of the strongest arguments against the danger of a split with the United 
States is seemingly found in the prosperity that is evident everywhere you go. 
Nations rarely change horses in the middle of a boom, and there’s no doubt that 
Japan is booming. Stores are crowded with shoppers on a gigantic buying spree. 
Many things are seemingly priced far above the Japanese income level, but that 
doesn’t keep the American-style cash registers from ringing in the best American 
fashion. Television aerials sprout from tiny wood-and-paper houses all through 
the cities. Nightclubs are full of free spenders, and a reservation for an evening 
party at one of the more popular teahouses is harder to get than a pair of 
tickets for a top Broadway hit—and, if you are successful, even more expensive. 
The geisha girls never had it so good. Expense-account entertaining is another 
evident adaptation of American culture. 

As long as you stick to the tourist route, you will find a pleasantly acceptable 
attitude toward the United States. Nowhere in the world will you hear more 
vocal appreciation of American aid. The Japanese willingly volunteer that their 
postwar recovery would have been impossible without our initial help. Impres- 
sive, too, is the humility with which they almost eagerly confess the glaring 
faults of their nation in the prewar years, a confession that is easy to accept 
as the equivalent of an avowal of continuing friendship for the United States. 

Wander off for a little unguided exploration on your own, however, and you 
are more than likely to face such an experience as being politely but firmly de- 
nied admission to a restaurant catering to the better Japanese trade. Your 
Japanese friends, worried that you may get the wrong impression, attempt to 
blame this discrimination on the past antics of a few misbehaving GI boys. 
There is far more than that involved. You simply have found yourself on the 
wrong side of another American import—the Jim Crow line. 

But it was not my white skin, nor my green United States passport, that 
hampered me most in carrying out my first efforts to weigh how much success 
the Chinese Communists were really having in splitting Japan away from the 
United States. If my advance information was correct, the center of activity 
could be found among the Japanese Socialists, one of the nation’s two major 
political parties. Seeking an interview with the topman, I called the office of 
Secretary General Inejiro Asanuma and was told that unfortunately for me, 
Mr. Asanuma was going away for an extended trip. 

Attempting to arrange interviews with other Socialist leaders, I found that 
they, too, were unavailable, and for the same reason as Mr. Asanuma. A news- 
paper anouncement supplied the explanation: a delegation of 10 high-ranking 
Japanese Socialists was leaving on a good-will mission to visit Mao Tse-tung 
and Chou En-lai in Peking. 

Thinking that the opposition party ought to know what their political oppo- 
nents were up to, I contacted some leaders of the majority party. The Liberal 
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Democrats, despite their party name, are essentially conservative and, with a 
substantial majority in the Diet, have kept Japan solidly in the camp of the free 
world, following the lead of the United States in denying diplomatic recognition 
to the Chinese People’s Republic. 

A Liberal leader regretfully admitted that the good-will mission of the Social- 
ists might be misinterpreted in the United States, but how could it have been 
prevented? Was Japan not a democracy with a constitution guaranteeing free- 
dom to all citizens? And had not that constitution been given to Japan by our 
Own occupation authorities? 

Reluctance to criticize their political opponents aroused a suspicion that was 
easy to confirm—many of the Liberals had already done exactly the same thing 
the Socialists were doing. More than half of the members of the Japanese Diet, 
Socialists and Liberal Democrats alike, have recently gone on good-will junkets 
to Red China, with the Communists picking up the check for all their expenses. 

sack in 1955, a few Japanese missions slipped over to Red China. They were 
mainly of the cultural type, a classic avenue of initial Communist approach. 
Since then there has been a constant buildup, increasing every month and reach- 
ing more and more deeply into Japanese life, now penetrating even the most 
conservative elements. At first the businessmen who accepted Chinese Commu- 
nist invitations were mostly second rung. Recently, however, topflight men 
from the biggest manufacturing and trading combines have been going. 

One of the most surprising aspects of the Japan-China interchange has been 
that it is largely one sided. Relatively few Chinese Communists have come to 
Japan. Instead of employing the tactics of penetrating subversion—although 
they are not being neglected, particularly by the cooperating Russians—Mao 
Tse-tung is principally relying upon attracting his victim by dangling some juicy 
bait in his own lair. 

What he dangles, of course, is the prospect of trade—and, to the Japanese, in 
their current situation, no bait could possibly be more alluring. They are being 
drawn into the Red camp, not by ideological attraction, but rather by commer- 
cial considerations, many of them arising from an easily understandable desire 
to break their economic dependence upon the United States. Despite the prom- 
ised withdrawal of American ground forces, the continued presence of bases for 
the United States Air Force, Navy, and Army supply and administration per- 
sonnel still makes the Japanese feel that they are under the conqueror’s heel, a 
situation that grows more and more intolerable to a country rapidly regaining 
its nationalistic pride, but rankled by the knowledge that its economy would be 
hard hit if it were not for the dollars that those bases bring in. Mao Tse-tung 
offers what seenis to be the only way out. 

Eventually, I was able to reach a spokesman for the Socialists, Hiroo Wadoo, 
chairman of their policy deliberation committee. He made it unmistakably clear 
that he and his associates have swallowed the Mao Tse-tung bait whole. What 
he said was such a perfect carbon copy of the Peiping line that I suggested the 
possibility that the reason the Japanese Communist Party had dwindled to what 
appeared to be virtual nonexistence—at least aboveground—was that the Social- 
ists had taken over their function. Although denying that his party had actually 
absorbed the Communists, he blandly admitted that “we work with them on all 
common objectives.” 

One of these common objectives was, I knew, the prevention of the rearma- 
ment of Japan, a goal so important to international communism that Red China 
and Soviet Russia made it a specifically stated primary purpose of their basic 
treaty of friendship, alliance, and mutual assistance. The Socialists have served 
the Red cause in Japan by using their votes in the Diet to block revision of the 
Japanese Constitution to which, in one of the more misguided moments of our 
occupation, we had dictated the inclusion of a paragraph under which “* * * the 
Japanese people forever renounce war as a sovereign right of the nation * * * 
land, sea, and air forces, as well as any other war potential, will never be 
maintained.” 

I asked Mr. Wadoo how the Socialists proposed to defend Japan. 

“Japan needs no defenses,” he snapped back. ‘‘We have nothing to fear from 
anyone.” I then said to Mr. Wadoo that, in view of the long history of bad blood 
between Japan and both China and Russia, I found it difficult to credit his 
attitude and wanted to be ‘certain that the interpreter’s translation of his reply 
had been accurate. He unexpectedly replied in English—the first time he had 
used it—and said sharply, “There is no mistake. You did not misunderstand me. 
We expect to have very friendly relations with China and Russia.” Then, with a 
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rather clumsy attempt to make it seem an afterthought, he tossed out, “We also 
hope that it will be possible to continue to be friendly to the United States.” 

As a clinching question, I asked if the Socialists did not fear the economic 
consequences of losing the revenue—$503,900,000 in 1956—that came to Japan as 
a result of our bases in the area and our spending within Japan for military 
procurement. ‘We have our plans all made to take care of that,” was his smug 
reply. Would he mind telling me what those plans were? Not at all. “China 
and Russia will much more than make up any loss of your dollars.” 

I left Mr. Wadoo’s office with the feeling that taunting an American was some- 
thing he thoroughly enjoyed. 

The Socialist Party, however, is not in control of Japan, and Premier Nobusuke 
Kishi, the head of the present Government, has not only been outspoken in his 
opposition to all Communist-slanted proposals but also has been reasonably con- 
sistent in his advocacy of support for American policy. Kishi and the Liberal 
Democrats derive their greatest strength from big business, and today big busi- 
ness in Japan is becoming stronger and stronger, rapidly regaining a status ap- 
proaching that of the old prewar days when the zaibatsu, a handful of enor- 
mously complex trading and industrial combines, virtually controlled the nation. 
It is impossible to gage the future course of Japan without giving full weight to 
the attitude of the politically powerful businessmen. 

An incident involving a small group of these leaders hit me harder than any- 
thing else that has happened since I came to Japan, One of these men had been 
most helpful tome. He had arranged to get me inside a number of factories, had 
given me detailed figures on his own company’s operations, and had acted as an 
all-important go-between in arranging meetings that were important to my 
purpose, one of them the dinner party at which this incident occurred. 

The dinner party began in the same spirit that had prevailed all during the 
day, the atmosphere extremely warm and eordial. One guest had lived in 
New York for a time, and our introduction touched off a pleasant flood of 
reminiscences about life in the United States. I said that I hope the Socialist 
good-will delegation to Peking would not pave the way for an outburst of anti- 
Americanism, a remark that was received with deprecating laughter and as- 
surances from everyone that they and their fellow industrialists were strong 
enough and resolute enough to keep Japanese-American friendship from being 
destroyed. 

A question was raised about a statement that Premier Kishi had supposedly 
made during the day. In an attempt to check it, my friend unfolded an evening 
newspaper. Something on the first page Caught his attention. My eyes hap- 
pened to be on him at the moment, and I saw his easy smile flash off and his 
face suddenly harden into an expression of violently bitter frustration. 

“The Socialists are right,” he suddenly exploded, hurling the remark directly 
at me. “China is our only hope, There’s no future in going on with you Amer- 
icans. The sooner we recognize that, the better off we are.” 

The paper was tossed around the table. The whole atmosphere, so warm a 
moment before, became as unpleasantly frigid as any to whieh I had ever been 
exposed. 

Eventually, I saw the news item that had done the damage. It was a report 
from Washington that Margaret Chase Smith, the Senator from Maine, in 
making a statement to support a Senate bill she was introducing, had referred 
to Japan as a nation “exploiting her cheap labor, paid coolie wages, for cutthroat 
competition against her benefactor, United States.” 

My fumbling attempt to offer a calming explanation was met head on with the 
quotations of other similar statements recently made by American legislators, 
businessmen, and labor leaders. 

“You Americans are going right back to the attitude you had before the war,” 
the explosive tirade went on. “You still hate us. If it weren’t true, why would 
you pass laws in some of your States that require any store that sells Japanese 
textiles to display a big sign that invites a boycott? Do you do that with im- 
ports from any other country? No. Why not? Is it only because you are 
afraid that our goods have been contaminated by our yellow skins?” 

I wished that some spekesman from the Alabama and South Carolina Legis- 
latures had been there to defend, if possible, laws that the Japanese feel are 
not only offensively discriminatory but grossly unfair. 

What puzzles the Japanese is that both Alabama and South Carolina are 
cotton-growing States—and Japan buys more raw cotton from us than the total 
value of all of the Japanese textiles they export to the United States. 
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“T can understand that your textile-mill workers have many votes and Can 
influence your legislators,’ one of the Japanese conceded, “but why is it that 
your farmers who raise cotton do not have votes, too? Is it because they are 
Negroes?” 

My explanation that our cotton farmers are not interested in export markets 
because they can sell their cotton to our Government at above the world price, 
whether there is a market for it or not, did not seem greatly to impress my grim 
Japanese audience. 

They went on to hurl at me a barrage of the constantly heard Claims that 
Japanese textile imports were forcing our mills to close and throwing American 
workers out of jobs. “How can that be true?’ they demanded. “We have vol- 
untarily limited our exports to you so that they represent only 2 percent of 
your total yardage. How can that little bit possibly hurt you? Isn’t it true 
that we are being blamed for troubles that aren’t our fault, just because we 
are Japanese?’ 

A few days later, I discussed this uncomfortable but revelatory dinner party 
with an American businessman, long resident in Japan and a calmly apprais- 
ing analyst of the national temper. “I know how you must have felt,” he said. 
“You probably thought you were up against the treacherous two-faced oriental, 
one minute your friend, but the next minute your enemy. Believe me, it wasn’t 
that. You were listening to desperately frightened men. They try their best 
to keep from showing the terrible pressure they are under, but sometimes the 
shell cracks, and then the pressure breaks through. That’s what you saw 
happen.” 

Japan is, indeed, a nation facing a desperately dangerous economic situation. 
Its current prosperity could collapse overnight because it is based upon a topheavy 
structure without a solid foundation. Asa result of the war, Japan lost not only 
Manchuria but also Formosa and Korea, its three richest sources of raw materials 
and food. All it has left today are the homeland islands and the world’s worst 
population problem. Before the war there were, roughly, 70 million people. 
Today, the total is up to 90 million, all crowded into a total area no larger than 
the State of California. Most of Japan is ruggedly mountainous, impossible to 
farm. For every arable acre there are almost 5,000 hungry mouths to feed. 
To keep its people from starving, Japan must annually import hundreds of 
millions of bushels of rice, wheat, barley, and other foodstuffs. This must be 
paid for. 

To buy food, Japan has very little to sell except labor. Raw materials 
for industrial production are either nonexistent or available in such limited 
supply that it is complete!y hopeless to support the country in any other way 
than by running a gigantic workshop, importing raw materials, and selling 
the finished product, gaining only from labor. 

Raw materials, like food, must be paid for in foreign currencies. The only 
way to get enough of those moneys is to sell a sufficient quantity of Japanese- 
made products overseas. The need to sell abroad has penetrated deeply into the 
consciousness of the entire public. Dozens of times, at least once during every 
day, I have heard someone say, “We must export or starve.” This is more than 
a catch phrase. It is the cry of a nation fighting for survival. People whom 
I would not expect to have any consciousness of foreign trade—the room boy 
at a Nagoya hotel, an Osaka taxi driver, a florist’s clerk—all asked me the 
same anxious question, wanting to know if I am here to buy Japanese products to 
export to America. 

The average Japanese citizen is fully aware that his country is engaged in 
a do-or-die attempt to build up its workshop economy to the point of self- 
sufficiency. This represents a goal that, starting from scratch, seemed almost 
hopeless. When V-J Day came, Japan’s factories were in bad shape. Many 
had been bombed into rubble. Others were stripped of machinery that had 
been melted up to make armaments. Making the prospects even darker, our 
original occupation policy was quite the opposite of getting Japanese industry 
back on its feet. We ruled that “the existing economic basis of Japanese 
military strength must be destroyed and not be permitted to revive.” Business- 
men were purged along with military leaders, and the American reformers 
took drastic steps to break up the banking and industrial combines that, dis- 
tasteful as they obviously were to a New Dealing enemy of monopolistic big 
business, had nevertheless proved themselves to be usually effective under 
Japan’s special circumstances. 

It was not until the outbreak of the Korean war in mid-1950 that we really 
reversed our field and gave Japanese industry a strong, upward push. What 
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we needed then, of course, was precisely what we had originally set out to 
destroy: the economic basis of military strength within Japan. The Japanese 
people were understandably confused by our turnabout, but, groggily, they grasped 
at a straw and came up with both hands full of American dollars, enough to 
get industry going again. 

It is highly important to recognize, if one is to view today’s situation objec- 
tively, that most of the American dollars Japan has received in recent years 
have not been foreign aid or any other variety of handout charity, but simply 
compensation for services rendered, supplies purchased, and labor hired. We 
did, in the beginning, pour in hundreds of millions to keep the Japanese from 
starving, but the commonly held view that Japanese industry has been built 
up with freehanded American aid is not true. Furthermore, American dollars 
come right back to be spent in the United States. In the last 3 years, Japan 
has imported a total of a billion dollars more goods from the United States 
than they exported to us. American resistance to allowing imports from 
Japan at least to match our exports to them is regarded everywhere as a prime 
example of our growing unfairness. 

The neurotic pressure that I saw break through at the dinner party—and, later 
on several other occasions as well—is generated at least partially by the desperate 
gambles being taken by Japanese industrialists. They are putting billions of yen 
into new and rebuilt factories, taking chances that would make even the most 
optimistic American expansionist shudder. I talked to the head of a big Nagoya 
trading company about a new manufacturing enterprise that his company was 
underwriting, questioning whether it could ever be successful. ‘Maybe not,” he 
said with a shrug. “But all we can doistry. At least it will give Japan some- 
thing more to export.” 

This all-out drive to expand export capacity is a national crusade, Government- 
sponsored and substantially supported by public funds. In a revival of the old 
prewar system, the Japanese Government has relaxed the antimonopoly laws 
inspired by our occupation and reestablished its financial partnership with big 
business. Through the controlled banking system, they are funneling an extra- 
ordinarily high percentage of the national revenue into the expansion of private 
enterprises. High interest rates—typically 10 percent on a prime short-term 
loan, much higher where there is any risk—recapture a goodly share of industrial 
profit to reinvest in still more expansion. 

There is danger ahead if the population rebels against this program of putting 
into private industry such a large percentage of the Government funds that, in 
other nations today, are being spent on public-welfare projects. If exports fail 
to sustain the economy, the Socialist Party stands ready to capitalize on any 
downturn. Bulwarking the Socialists is the Communist-dominated federation of 
labor unions. 

The pressure of the labor unions is another harassment that can easily be 
turned into anti-Americanism. Every Japanese industrialist remembers that the 
unions gained their power as a result of our sponsorship during the occupation. 
A factory superintendent in Osaka offered the wry comment, “All we got out of 
your attempt to democratize us was a lot of Dave Becks.” There is substantial 
resistance by employers, encouraged by such moves on the part of the Govern- 
ment as a restriction on the right to strike in public enterprises, but in the classic 
boom-time manner of businessmen all over the wor!d, the Japanesse industrialists 
keep trying appeasement in the form of wage raises, even though they know 
that they have already gone well above the pay scales of their Asian competitors 
in the world market. It seems an odd reversal of roles when you hear a Japanese 
businessman complain about being undercut by low-cost labor, indicting other 
countries in the same words that so often have been used against him. 

Of all the pressures that haunt the Japanese, however, none is greater than 
the discrimination that they feel is practiced against them all around the world. 
They readily admit the justice of prewar complaints about such tactics as dump- 
ing goods abroad at ridiculously low prices, furnishing shoddy quality and pirating 
designs. All that has changed, they claim, and within the limits of feasible 
control, there is surely evidence of improvement. Various organizations have 
been set up to limit the volume of exports in different categories voluntarily, as 
has been done with textiles shipped to the United States, and there is at least 
partially effective policing of both prices and quality. 

Yet, despite all that the Japanese feel they have done to erase old faults, they 
cannot escape the feeling of viciously unfair discrimination. A persecution 
complex unquestionably colors their thinking. They see the European common 
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market as a move to close the continent to them. The British seem to be con- 
trolling Commonwealth trade to exclude Japanese goods. Southeast Asian 
countries seem adamant in their refusal to forget the war or are developing 
their own consumer industries so that they won’t have to buy from Japan. If 
the United States keeps slamming the door in their face, where else can they 
hope to sell—except, of course, to Red China? 

Mao T'se-tung offers something that is, however, even more appealing than 
a market of 600 million people—1 out of every 4 persons on earth. As the 
world market for textiles and handcraft products has shrunk, the Japanese 
have turned to shipbuilding, heavy machinery, big electrical apparatus, indus- 
trial equipment and similar products. Now, with a world boom on, they are 
able to compete, but they are realistic enough to know that it cannot last. 
When competition returns, Japan simply will not be able to compete in the 
heavy steel-consuming industries so long as it has to buy iron ore and scrap 
iron and coking coal at American prices and pay the ocean freight across the 
Pacific. It is at this point that Mao Tse-tung’s bait starts to get really 
tempting. 

As no Japanese steel man ever forgets, there is plenty of iron ore and coking 
coal no farther away than the Chinese mainland. A Tokyo steel-company 
executive almost licked his lips as he told me last week that he had been ap- 
proached by a Chinese Communist representative who asked if his management 
would be interested in returning to Manchuria to reopen a mine that they had 
operated prewar. More openly, the Reds have officially approached the Japa- 
nese steel industry with a proposal that they work out a joint development of 
ore fesources on Hainan. 

The price to Japan? All very reasonable. Naturally, if Japan were to use 
Chinese ore and coal, Mao Tse-tung would expect to be able to buy in return 
all those items that the United States has insisted upon keeping under embargo. 
And, of course, Japan and Communist China could hardly work together with- 
out diplomatic recognition. Beyond that—well, nothing would be difficult to 
settle between two friendly neighbors, a status that could be achieved quite 
simply. All that has to be done, Mao Tse-tung said in a 2%4-hour session during 
the Japanese Socialists’ recent good-will mission to Peking, is to carry out the 
program that the Socialists have already set up: assert national independence 
by “breaking away from the control of the United States” and keep Japan 
from fearmifig. “Japan must cooperate with its friends,” Mao specified, “in 
order to achieve the return of Okinawa to Japan and to abolish foreign military 
bases in Japan.” 

Is the price too high? Premier Kishi struck out against the returning 
Socialists, reavowing a friendship for the United States that would not be 
broken for all the ore and coal in China. 

Significantly, the important voices of big business offered neither support nor 
censure. Yes, it was a good idea for Kishi to speak up—and to go to the 
United States to get what concessions he could from the Americans—but, on 
the other hand, it never pays to turn down any business proposition without 
thinking it over. And, after all, what was so bad about Mao Tse-tung’s pro- 
posal? Japan can’t afford rearmament, anyway—not without draining off 
money that should be going into industrial expansion. As for getting back 
Okinawa—why not? Isn’t it rightfully Japanese territory? And it is about 
time, as Mao Tse-tung says, that Japan got the Americans off Japanese soil. 
Of course, it might mean the loss of a lot of dollars, but, still and all, if 
Japan had cheap iron ore and coal—and with more and more anti-Japanese 
prejudice showing up in the United States. 

The bait is temptingly juicy. You can smell it in the air. 

It would seem against all the rules of logic for the farthest right of the right- 
wing liberal Democrats, the powerful leaders of Japanese industry, to play 
the Socialists’ game, but sometimes the rules have to be suspended in a world 
where you must export or starve. 

Yesterday, in one of my last interviews, I talked to a venerable captain of 
industry who has come through purging, bankruptcy, and depurging to emerge 
as a chairman of the board of one of the big trading companies. Huddled in 
one of the white slip-covered chairs that furnish every Japanese conference 
room, he sipped his pale tea and said, “Japan’s best future is with the United 
States, there’s no doubt about that, but whether you will allow us to realize 
upon that future—well, that’s something else again. Have you seen this?” 
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He put down his teacup and, with a tremor that I suspect may not have been 
caused by palsy, handed me a small booklet, “This was put out by some asso- 
ciation in your country that is trying to cut our exports of hardwood plywood.” 

The cover of the booklet was illustrated with a bucktoothed, slant-eyed mon- 
ster, carbon-copied from the hate-inspiring cartoons of World War II, towering 
over three cringing little American workers about to be smashed down by a 
sheet of plywood in the hands of the ogre. 

“Your manufacturers may have a just cause for tariff protection,” he went on. 
“IT won’t comment on that—my views are prejudiced—but it does seem that this 
is the sort of thing that will, in the end, force us to believe that if anyone is 
driving a wedge between the United States and Japan, it is some of your own 
people.” 

He may be right. 
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